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The government is expecting to fetch around ¥15,000
crore from the sale of Air India, its subsidiary Air India
Express and AISATS, according to officials and bankers
involved in the divestment process.

Prospective bidders are perhaps ascribing zero value

to the equity of the financially-stressed company, a l“'" :

source said. The Tata group is being considered a fron-
trunner for acquiring Air India.

While the government has appointed RBSA Advisors
for valuation of Air India, reserve price — a formal indi-
cative price for the company — will be finalised
group of ministers after the financial bids are re

India

i

Bidders are reluctant to put any significant
value on intangible assets like airport slots
and bilateral rights, which are otherwise
considered prime
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assetslike airport slotsand bilat-
eral rights, which are otherwise
considered prime, an invest-
ment banker working on the
finances of the airline said.
"Unlike airports like Heathrow,
slots cannot be traded in India.

It becomes intangible as value
_ of such assets depends on how

a bidder is willing to use it,” he
said. Another reason for the cur-
rent situation is the decline in
the value of wide-body aircraft
like Boeing 787 and 777 and
older generation aircraft like
Airbus 320 and Boeing 737 due
to the impact of pandemic on
airtravel. -

“The suitors’ plans revolved
around doing sale and lease-
back of Air India’s owned air-
craft and earn liquidity. But with
the pandemic, the new owner
may not require those aircraft
or good value for those in the
lease market,” the banker said.

AirIndia hasafleet of 121 air-
craft, of which 65 are owned. Its
subsidiary Air India Express has
25 Boeing 737, of which 10 are
owned.

According to Fitch Ratings,
the market value of 10-year-old

| wide body aircraft like Boeing

/Air I nd ia. L X ]
Bidders are reluctant to put any
significant value on intangible

777 has declined by 27 per cent
while that of a 10-year-old nat-
row body like Boeing 737 and
Airbus A320 aircraft has come
down by 16 per cent.
Amrbldder which wins has
toinvest big patient capital into
_ the company as it has to be

¢ completely rebuilt while incur-
ring liabilities. The operator will
need to invest in latest genera-
tion of aircraft while upgrading
infrastructure, software which
will require a large investment
foralong period. So, bidders are
valuing the aitline accordingly,”
the banker quoted above said.
Ifthe sale of AirIndia fetches
around Rs 15,000 crore, the pro-
ceeds will not be sufficient for
the government to pay off the
debt of the fledgling carrier. In
such a scenario, it will require
other means like raising money
. through bonds and monetizing
. the company’s non-core assets
in order to pay lenders.
To attract bidders, the gov-
ernment had decided to hive of

. around 35,000 crore of the
i company’s debt into a separate

‘had also tweaked conditions

 eration. According to the budget

~ Australian market.

subsidiary, leaving around
323,286 crore to be absorbed by
the new bidder. In October, it

allowing bidders to quote an
enterprise value- a combined
worth of debt and equity. i
However, government offi-
cialsinvolved in the sale process
said the strategy behind selling
the airline was to plug future
cash loss and not revenue gen-

of FY22, the government
expects .75 trillion from stake
sale in public sector companies
like Air India and other finan-
cial institutions, like two banks
and one insurance company.
“The Air India sale should be
seen more like a reform and less
as a revenue generating exer-
cise. It will make the company |
efficient and also absolve the
government from spending any
money in the company in
future,” said a government offi-
cial.

The company registered a
loss of ¥7770 crore in FY20. Its
losses are expected todouble in
FY21 due to the pandemic.
Accordingtoagovernment esti-
mate, the national carrier would
have required an infusion of |
almost 12,000 crore in the next
two years.

The pandemic has severely
impacted valuation of airlines
as many carriers are willing to
get sold cheaply or face bank-
ruptcy. Malaysian airline
AirAsia recently sold 32.67 per
cent of its stake in AirAsiaIndia
to the joint venture partner Tata
Sons for $37.66 million, which
bankers consider is around 30
per cent less than the airline’s
original value.

Virgin Australia, which filed
for bankruptcy in April,
attracted interest from private
equity fund Bain Capital for $3.5
billion. However, bankers say
that the airline is in a unique
position as it is one of only two
carriers in the attractive

“Air India is neither healthy
nor enjoys monopoly in any
route, its survival outside a gov-
emment ownership is not guar-
anteed. Hence it doesn’t enjoy
such value,” another banker
pointed out.
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