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Aviation stocks have run up significantly owing to fall in crude prices. Airline companies’ 

bottom-line is highly sensitive to crude prices. The effect of low crude prices, if sustained, 

will be felt from October onwards. 

 
Due to the intense competitive environment, our concern on pricing pressure and hence, 

top-line continues. We maintain our cautious outlook on the sector, given the pricing 

pressures. 

 
We continue to prefer Spice Jet (BUY) in this space because of it being true to the LCC 

model, given its higher asset utilization, development of alternate revenue streams, and 

focus on cost cutting. We reiterate our “REDUCE’ rating on Jet due to sustained topline 

pressure and uncertainty in the international operations’ outlook. Moreover, Spice Jet 

looks relatively inexpensive at current prices and estimates.  

 
 

 Crude price movement has had positive impact on airline stock  prices 

Crude is currently hovering around USD 63/barrel, which is ~18% down from its high of 

USD 77/barrel and >10% below our assumption for FY07 and FY08. If this sustains, ATF 

prices too are likely to come off significantly from October onwards. Airline stocks have 

risen significantly. At today’s CMP, Jet, Spice Jet, and Deccan Aviation are trading at 25%, 

21%, and 48% above their prices on July 14, the day when crude (NYMEX price) was at its 

highest of USD 77/barrel. 

 
 Q2 to be bad, any benefit likely to come only from Q3 

However, the effect of a lowering in crude prices now will be felt from October onwards. 

Hence, the decrease in crude price, if sustained, will start impacting aviation companies’ 

bottomlines from Q3 onwards. Our concerns on pricing pressure and hence topline are 

maintained. We believe toplines will erode significantly in Q2 as load factors have been 

under greater than expected pressure. Q2 may see all domestic airline companies running 

into losses. 

 
 Impact on airline companies’ EPS is very high 

ATF being the single-largest cost item for airlines (~35% for FSCs and >45% for LCCs) and 

with domestic airlines currently having very low NPMs, we expect this softening, if 

sustained, to have a very high impact on airline stocks’ FY07E EPS. We view the recent 

rise in prices of airline stocks as reflective of that prospect.  

 
Explaining Spice Jet’s relative underperformance: Since Jet and Deccan are expected to 

have lower NPM in FY08 compared to Spice Jet, the percentage increase in their EPS will 

be higher as a result of any reduction in ATF prices. We believe this explains the higher 

movement in Deccan and Jet’s prices compared to Spice Jet.  
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 EPS highly sensitive to crude price, but concerns remain  

Edelweiss Research is also available on Bloomberg EDEL <GO>, Thomson First Call, Reuters and Factset. 
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 Sensitivity to change in crude prices 

Our ATF price assumption at INR 41/lt corresponds to crude price of ~USD 72-73/barrel. Crude 

@USD 63/barrel is currently trading ~13% price below our assumed level. Hence, we have 

attempted a sensitivity analysis for different ATF price assumptions, assuming all other factors 

remain the same. 

 
Table 1: Sensitivity of airline stocks’ EPS to ATF price changes 

Base Case 
FY08E EPS

-15% -10% -5% +5%

Spice Jet 4.7 196                     128              64                (64)               

Jet Airways 26.6 205                     136              68                (68)               

% Change from base case EPS upon ATF price change 
assumption of

 
Source: Edelweiss research 

 

Table 2: Sensitivity of airline stocks’ P/E (at CMP) to ATF price changes: 

-15% -10% -5% +5%

Spice Jet 10.6              3.6                      4.6               6.5               29.4             

Jet Airways 25.3              8.3                    10.7             15.0             79.6             

Base Case 
FY08E PE

PE on ATF price change assumption of

 
Source: Edelweiss research 

 
 Long term concerns remain 

However, we maintain our cautious outlook on the sector due to the following factors: 

 
♦ Given the volatility in crude prices, it is too early to assume that crude prices will continue 

to be low on a long term basis. 

 
♦ Our primary concern of intense price competition in the industry remains in place. Any 

benefits accruing from sustained reduction in ATF prices may be neutralized by further 

increase in price competition. Currently, all players are imposing a fuel surcharge to cover 

past hikes in ATF prices. Given the competitive scenario, the possibility of this surcharge 

being removed remains, given any sustained reduction in ATF prices. 

 
 Valuations 

At FY08E EPS estimate of INR 27, Jet is trading at a PE of 25.3x. We continue our `REDUCE’ 

call on Jet.  At FY08E EPS estimate of INR 4.7, Spice Jet is trading at a PE of 10.6x. We 

reiterate `BUY’ on Spice Jet.  

 

As of now, we have not incorporated any change in ATF price in our assumption and will wait 

for more stability on crude price (as they have been on a declining trend) before we change our 

assumption. 
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