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What’s Inside 
 

  I. Executive Summary 

II. Domestic Aviation Industry: Performance Update 

III. Competitive Landscape 

New entrants further intensify the competitive scenario 

Indigo: Flying ahead of other players 

Jet Airways: Focus on operational efficiencies 

SpiceJet: Regaining momentum with superior PLFs 

Air India: Continues to face air pockets 

GoAir: Conservative approach restricting market share 

New entrants striving for a place in the sky 

AirAsia India: Battling management issues and regulatory restrictions  

Vistara: Smooth operational performance, refreshing customer experience, strategising for improvement in PLFs 

IV. International Traffic 

Strengthening economy, government focus on tourism primary drivers  

Foreign carriers dominate international traffic as regulatory hurdles hit domestic carriers  

V. Reforms in the air 

No respite from higher ATF taxes 
Persistent delays in new Civil Aviation Policy; still no clarity on replacement of the 5/20 rule 
Regional Connectivity: Thrust on enhancing regional connectivity through airlines incentives and no-frills airports 
Scheduled Commuter Airlines: New category of airlines with relaxed guidelines to boost remote connectivity 
Airports: Positive intentions about policy-level support; however, concrete steps missing 
The 5/20 Rule: Future of the much-debated rule still uncertain 
Maintenance, Repair and Overhaul: Various reforms aimed at a smooth run for high potential industry 
Other key policies: Route Dispersal Guidelines 

VI. Outlook: Indian Aviation Industry 

Improving operating performance and financial profile; however, concerns on structural viability of the industry still persist 

Highly leveraged balance sheets: Domestic airlines need to strengthen liquidity profiles to counter unforeseen shocks  

Outlook: Despite improving credit profile of Indian airlines, better operating performance, debt reduction and/ or equity infusion key 

drivers for sustainability 
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Glossary & Definitions 
 

   AAI: Airports Authority of India 

 AERA: Airports Economic Regulatory Authority of India 

 ASKM: Available Seat Kilometers – A measure of a flight’s passenger carrying capacity. It is calculated by multiplying the number of seats on 

an aircraft by the number of kilometers flown 

 ATF: Aviation Turbine Fuel 

 CASK: Cost per Available Seat Kilometer 

 Codeshare: A term used to describe an arrangement where one airline sells seats (the marketing carrier) on a flight operated by another 

airline (the operating carrier). Both airlines display their respective flight numbers.  

 DFC: Domestic Flying Credits 

 DGCA: Directorate General of Civil Aviation 

 FAA: Federal Aviation Administration 

 FSC: Full Service Carrier 

 FTA: Foreign Tourist Arrival 

 IATA: International Air Transport Association 

 LCC: Low Cost Carrier 

 MRO: Maintenance, repair and overhaul 

 PLF: Passenger Load Factor - The percentage of seats sold on an aircraft. It is calculated by dividing RPKM by ASKM. 

 RASK: Revenue per Available Seat Kilometer 

 RDG: Route Dispersal Guidelines 

 RPKM: Revenue Passenger Kilometers - A measure of traffic on a flight. It is calculated by multiplying the number of revenue paying 

passengers on an aircraft by the number of kilometers flown.  

 Yield: Revenue per unit. E.g. Revenue per passenger.  
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Robust performance, supported by growing demand 

Domestic air passenger traffic has been growing at a healthy rate (13.0% - 10 year CAGR till FY2016 and 22.1% - in FY2016), driven by growing economic 

activity and affordable air fares. Further, addition of new players as well as capacity enhancements by incumbents has resulted in a CAGR of 9% over the last 

three fiscals in the industry average monthly available seat kilometres (ASKMs) to 8,150 million. The industry capacity has recovered from the sharp cuts 

experienced during FY2015 due to the financial crisis at SpiceJet. In addition to capacity growth, the industry passenger load factor (PLF) has also grown from 

an average level of 75% to 83% over FY2013 to FY2016, steered by the strong traffic growth. As a combination of the aforementioned factors, the industry 

average monthly revenue passenger kilometres (RPKMs) has increased at a CAGR of 12.7% - from 4,700 million in FY2013 to 6,750 million in FY2016, 

although at the expense of marginally lower yields. Nonetheless, compared to other countries, the domestic air traffic growth (as measured in RPKMs) has 

been by far the highest in India during FY2016. It stands at a much higher level than the global domestic RPKM growth of 6.7% during the same period. 

 

Although the domestic ASKMs reported a CAGR of 9% over FY2013 to FY2016, the growth is outpaced by passenger traffic growth of ~14% during the same 

period. Lack of anticipation of demand growth and cautious approach towards capacity expansion by many of the players translated into this lag in capacity 

addition. Indigo has been the only outlier with ASKM growth of ~22% during this three-year period, while the industry (excluding Indigo) grew at a paltry rate 

of 3%. 

 

The international traffic to/from India has also been growing at a steady pace over the past decade, registering a CAGR of 10.5% between FY2006 and 

FY2016. Though the pace has slowed down over the last three years (7.7% growth during FY2016) due to the weak economic environment, overall the 

international traffic growth has remained satisfactory. Of the current 10 scheduled domestic airlines operating in India, Indigo continues to enjoy a dominant 

market share - ~37% for FY2016 - primarily driven by rapid capacity addition and healthy PLFs on the back of superior on-time performance, while the other 

incumbents have faced some market share erosion by the new entrants. 

 

Continued reduction in fuel prices flags steady recovery in profitability 

The performance of the Indian carriers has been fairly volatile over the past several years, deteriorating sharply between FY2012 and FY2014 on account of 

volatility in passenger traffic, high cost of jet fuel, intense competition, and an unfavourable foreign exchange environment, which weighed heavily on their 

cost structures. However, sharp reduction in global crude oil prices, starting from H2FY2015, resulting in lower aviation turbine fuel (ATF)/ jet fuel prices, 

altered the operating environment for the airline industry, which was further supported by steady recovery in domestic passenger traffic and cost 

rationalisation measures undertaken by the airlines. The robust growth of 16% in passenger traffic in FY2016, coupled with continued benign fuel prices 

(reduction of 10.4% in fuel prices to an average ~Rs. 67,868/ KL for FY2015 and further by 29.5% to ~Rs. 47,857/ KL for FY2016) has seen substantial 

improvement in the performance of the Indian carriers in FY2016, despite increased competitive intensity. With the fuel cost accounting for about 40-50% of 
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the operating expenditure for Indian airlines, this represents a ~17-18% reduction in the total cost over the last two years. Further, in view of the tightened 

liquidity in the past, there has been a shift in airline strategies - from chasing market share to one focused on improving profitability, resulting in the airlines 

undertaking route rationalisation (scaling down operations on loss-making routes, domestically as well as internationally), cutting back on capacity 

expansions, fleet rationalisation, and renegotiation of maintenance contracts, among others.  

 

With an improvement in the operating metrics and cost rationalisation, the aggregate loss for the Indian aviation industry1 had reduced from ~Rs. 100-110 

billion in FY2014 to ~Rs. 70-75 billion in FY2015; and is estimated to witness a significant revival, with modest net profits of ~Rs. 2 billion for FY2016. Apart 

from Indigo and GoAir, the two airlines which have been consistently reporting net profits, Jet Airways and SpiceJet are also expected to report substantial 

net profits for FY2016. Air India, which has been reporting operating losses in the past, has reported a modest operating profit in FY2016, two years ahead of 

the target as per its turnaround plan. We expect these reduced jet fuel prices to be sustained in the near term, aiding the improvement in the financial 

profile of the domestic airlines. 

 

Improving credit profile of Indian airlines; however, sustainability hinges on the airlines’ ability to effect a substantial  debt reduction either 

through improvement in operating performance or by way of equity infusion 

While we expect the domestic airlines to continue to sustain the improved performance in FY2017, on account of favourable jet fuel pricing environment 

and the improving growth in passenger traffic, the Indian aviation industry is still subject to ongoing structural challenges and intense competition is placing 

pressure on yields. 

 

With new carriers expected to enter the runway, the competitive intensity in the domestic aviation industry is expected to increase going forward, with 

significant over-capacity in the next 12-24 months if the demand growth is not sustained in the event of fare hikes due to an increase in fuel prices. Thus, it 

is crucial for the airlines to remain focused on strict cost controls. Going forward, rigorous cost rationalisation measures, right from phasing out loss-making 

routes, to renegotiation of maintenance contracts, and rationalisation of manpower should help domestic airlines improve their operating performance to 

some extent; however, the jet fuel prices and the movement of the rupee against the US dollar would play a critical role in facilitating the same. Further, 

regulatory policy changes like possible cut in ATF taxes and lifting of the '5 Years/20 Aircraft' rule2, will significantly address the profitability pressures faced 

by domestic airlines. The companies need to ensure adequate liquidity position to protect themselves from unforeseen shocks such as slowdown in air 

travel or sudden spikes in jet fuel prices, which can put negative pressure on operating cash flows. The challenge is maintaining a pricing discipline under 

competitive pressures and cost headwinds – e.g. possible fuel price rise, and staying on the path to recovery and profitability. 

 

From the credit perspective, the Indian carriers have been under severe financial stress due to a combination of weak operating performance and high 

investment requirements, following which their debt levels had increased to ~Rs. 700 billion as of March 2015. However, with improved operating 

performance along with reduced losses, primarily due to reduced jet fuel prices, the industry debt is estimated to have reduced to ~Rs. 580-600 billion as of 

March 2016. This has also been supported by the ~Rs. 12-billion initial public offering of Indigo, which has pared the debt levels. However, overall, the cash 

1 
Aggregate of JetAirways+Jet Lite, Indigo, GoAir, SpiceJet and Air India 

2 
The 5/20 rule requires domestic airlines to complete five years of domestic flying and have a fleet of 20 aircraft before they can operate on international routes 
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reserves of the airlines have dwindled and raising equity capital and re-financing debt obligations have become difficult for some carriers. Among airlines, 

full service carriers (FSCs) have been impacted the most, owing to their aggressive debt-funded capacity expansion plans, in-organic investments and 

higher fixed costs. With the relaxation in FDI norms, investments from foreign airlines appear to be the most viable option for some domestic airlines to 

raise funds, like Etihad investing US$ 600 million for a 24% stake in Jet Airways, the only beneficiary of the policy change.  

 

In the near term, there will be more stressed balance sheets and significant funding requirements, until the carriers are able to significantly reduce their 

debt levels through a combination of improving their operating performance and/ or an equity infusion.  

 

Outlook 

The domestic airlines are likely to add ~55 new aircraft during FY2017 as against ~33 added during FY2016. The addition of aircraft in the fleet, coupled 

with improved network planning and operational efficiencies, are likely to boost overall industry capacity, with the industry ASKMs expected to report 

strong double digit growth during FY2017. Considering this capacity addition, ICRA expects passenger growth to continue to remain robust at ~20-25% in 

FY2017, even if the PLFs are maintained at the current levels. 

 

Currently, the airlines are providing deep discounts, by utilising the buffer provided by lower fuel prices, and maintaining healthy PLFs. The current scenario 

of comparatively steady yields and lower costs has given rise to some improvement in revenue per available seat kilometre (RASK)-cost per available seat 

kilometer (CASK) spread. Despite the benefits of low fuel price, which is unlikely to change anytime soon, ICRA believes that sustainable improvement in 

the cost structures and the underlying demand, backed by recovery in business and tourism, remain critical points for long term sustainability of domestic 

airlines.  

  

Further, with rising competition, we believe a strategy revisit by the airlines is necessary to maintain market position, possibly by offering differentiated 

services, better connectivity and competitive pricing. 

 

Overall, the prospects of the Indian aviation industry in the near to medium term are largely dependent on the movement in the crude oil prices and 

foreign exchange, in addition to reform measures. However, underpinned by the improving operating performance, the balance sheets of Indian carriers 

are expected to improve in FY2017. 
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