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Bank fixeddeposit (FD) rates have comedown
over thepast fewyears. StateBankof India, for
instance, offers rates of 2.9-5.4per cent (3.4-6.2 per
cent to senior citizens) for tenures ranging
between 7days and 10years.With returns from
bankFDs failing tobeat inflation, investors are
looking for better alternatives. Currently, several
AAA-rated companyFDs are available that offer
returns of up to 8.25per cent.

Higherreturns
Company FDs are popular among many fixed-
income investors because theyoffer better rates.

Sahil Arora, senior director, PaisaBazaar, says,
“They usually offer higher interest rates than bank
FDs.” They also offer a number of payout options
that investors can choose from — monthly,
quarterly,half-yearly,andyearly.Ratingsfromcredit
ratingagenciesprovide investors a reasonable esti-
mate of thequality of theFD.

Corporate FDs offer higher certainty than debt
mutual funds (MFs) as their interest rates remain
fixed during their tenures and don’t fluctuate with
changes inpolicy andmarket rates.

Defaultrisk
Their higher returns, however, come with higher
risks. Adhil Shetty, chief executive officer (CEO),
BankBazaar, says, “The biggest risk they carry is
credit risk—theuncertaintythat thecompanymay
not be able to pay back either the interest or the
principal.”

Remember that credit ratings provide
an ideaofonly theprobabilityofdefault.A
highlyratedcorporateFDissafer,but there
arenoassurances.Shettysays,“Inthepast,
even highly rated corporate FDs have def-
aulted.They failed toeitherpay interest or
returntheprincipalontimetodepositors.”

Company FDs are not backed by an
insurance cover.

Arorasays, “Bankdeposits—including
current, fixed,andrecurringofupto~5lakh
ineachscheduledbank—arecoveredbythedepos-
itor insurance programme offered by the Deposit
Insurance and Credit Guarantee Corporation, a
ReserveBankof India subsidiary.”

Shouldyouinvest?
Before investing in a companyFD, checkwhether
the company’s financial andother parameters are
sound. Shetty says, “Spend some time in trying
to understand the company’s management and
business model before investing. After all, by
investing in a corporate FD, you are lending

money to the corporate.”
In the current environment, retail investors

should stick toAAA-rated corporate FDs.
As forwho should invest, Arora says, “Investors

having higher risk appetite and seeking higher
returns than bank FDs, or those seeking higher
incomecertaintythantheywouldget indebt funds,
canopt for corporate FDs.”

According to Tarun Birani, founder and CEO,
TBNG Capital Advisors, “These are large, credible
groups. Park a portion of your debt allocation into

theseFDs for the short term.”
Some experts are of the view that you

should invest in themfor only oneyear.
Jharna Agarwal, head, Anand Rathi

Preferred, says, “Check the liquidity
position of these high-rated companies
and then go for a one-year deposit. The
markets will price in rate-hike expecta-
tions over the next year. After a year,
the maturity proceeds can be moved
back to MFs.”

Avoid committing money for the
longer termfor tworeasons.One, afterayear, there
could be opportunities to deploy funds at better
rates. Two, it is difficult to predict the stability of
companieswithwhichdeposits aremadeover the
longer term.

Investors inthehigher taxbracketsshouldavoid
companyFDs and stick todebtMFs.

Biranisays,“Interest incomefromcompanyFDs
will get added to the investor’s income. Even if you
earn7percent interestandpay40percent tax,you
will end up with only around 4 percent. Debt MFs
are farmore tax efficient.”

Avoid locking into corporate
FDs of longer tenures
Deteriorationrisk increditprofile increases,andbetter
ratesmaybecomeavailableayear later
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Since their lows in April, avi-
ation stocks InterGlobe
Aviation (IndiGo) and

SpiceJet have gained 18-32 per
cent on expectations of an
improvement in passenger traffic
and regulatory relief in the form
of higher fares and expansion
in capacity.

The government had
increased the domestic fare by 5
per cent (at the lower band) in
April and further by 13-15 per cent
in June. This followed a fare
increase of 10-30 per cent in the
upper and lower bands in
February this year. The hikes
were prompted by a surge in the
price of aviation turbine fuel,
which jumped 81 per cent YoY in
Q1FY22 (12 per cent QoQ) and a
rise in the Brent crude oil prices
by 13 per cent QoQ.

Ashish Shah and Vaibhav
Shah of Centrum Research
believe that the upward fare revi-
sions will provide interim relief
to airline companies amid falling
traffic and rising crude environ-
ment. They expect ticket yields
of IndiGo and SpiceJet to
increase 7 per cent sequentially
in the June (Q1FY22) quarter.

The other trigger for aviation
stocks is the rise in passenger traf-
fic. From its lows inMaywhen the
average daily passenger traffic
stood at 63,000, thenumbermore
than doubled to 150,000 for the
week ended July 10. Similarly, the
numbers of daily departures and

flyers per flight also increased 50-
67 per cent over their lows inMay.
Whatmayhelp airline companies
is the Ministry of Civil Aviation’s
decision to increase flying capac-

ity from50per cent to 65 per cent
of pre-Covid levels from July 5.

The shift from the interna-
tional leisure market to the
domesticmarketmay also aid vol-

umes of domestic players. Aditya
Mongia and Teena Virmani of
Kotak Institutional Equities say:
“A recovery in demand for Indian
carriers can receive amajor boost
if international travellers swap
prospects of international travel
from domestic, as has happened
in the case of China. Among
Indian carriers, IndiGo is the one
that continues to add capacities
andmay have a disproportionate
share in the swapvolumes.”Given
this shift in January and
February, select base airports
(Jammu, Chandigarh) for tourist
destinations had breached pre-
Covid levels of demand.

On the other hand, the sector
faces multiple headwinds in the
formof rising crude oil prices and
a depreciating rupee. From sub-
$60 per barrel levels in March,
crude oil prices are up 25 per cent
and hovering around $75 per bar-
rel. Similarly, the rupee has
depreciated 3 per cent against the
dollar from the end ofMay to over
~74.5 currently.

While crude oil prices remain
the single biggest cost, a weak
rupee will increase maintenance
and leasing costs. Losses at the
operatingprofit level canthuscon-
tinuedespite thevolume improve-
ment. Analysts expect volumes to
reach February 2021 levels only by
the endof the current year.

Given the multiple head-
winds, investors should avoid air-
line stocks for now, unless there
is a clear indication of pricing
power, lower costs, and stable
profitability.
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TheInternationalFinancial
Services Centres Authority
(IFSCA) on Monday
released a framework for
settingupandoperatingan
international trade finance
services platform (ITFS) to
provide trade finance serv-
ices at international finan-

cialservicescentres (IFSCs).
The framework will

enable exporters and imp-
orters to avail various types
of trade finance facilities at
competitive terms, for their
international tradetransac-
tions through a dedicated
electronicplatformITFS,an
official statement said.

This will help in their
ability toconvert their trade

receivablesintoliquidfunds
and to obtain short-term
funding, IFSCAsaid.

“This framework will
provide an opportunity to
the participants to avail
trade finance facilities for
trade transactions such as
export invoicetradefinanc-
ing, reversetradefinancing,
billdiscountingunder letter
of credit, supply chain

financeforexporters,export
credit (packing credit),
insurance/creditguarantee,
factoring and any other eli-
gible product, on the ITFS
platform,” it said.

IFSCA was established
in April last year under the
International Financial
Services Centres Authority
Act, 2019. It is headquar-
tered at GIFT City,

Gandhinagar. IFSCA is a
unified authority for the
development and regula-
tion of financial products,
financialservicesandfinan-
cial institutions at the
International Financial
Services Centre (IFSC) in
India.Currently,GIFT IFSC
is themaiden international
financial services centre in
India.

IFSCAissuesnormsforsettingup,operatingITFS
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Aviation stocks face turbulence
Costliercrudeoil&weakrupeemayoffsetarecovery involumes

PAY HEED TO BOTH
RETURNS AND RATINGS

Highest
interestrate

Company offered(%) Rating

ShriramTransport 8.25 MAA+/StablebyICRA
Finance

PNBHousingFinance 6.7 FAA+/negative

BajajFinance 6.75 FAAA/StablebyCRISIL
MAAA/StablebyICRA

ICICIHomeFinance 6.9 FAAA/StablebyCRISIL
MAAA/StablebyICRA

Mahindra& 6.45 FAAA/StablebyCRISIL
MahindraFinance

HDFCLimited 6.65 FAAA/StablebyCRISIL
MAAA/StablebyICRA

Source: Bankbazaar

LOSSES RISE IN Q1FY22 (In~cr)

InterGlobe SpiceJet
Aviation

Netsales 2,647 1,034

%changeYoY 245 101

%changeQoQ -57.5 -45

Ebitda -963 -259

LossQ1FY22 -2,203 -706

LossQ4FY21 -1,147 -235

P/E(x)FY23E 21 7
P/E: Price to earnings ratio; Ebitda : Earnings before
interest, taxes, depreciation, and amortisation
E: Estimates Source: Elara Capital

HIGH-FLYING

Proposals are invited from interested agencies for the following RFPs:
1) Supply of 2F Fiber Pole Accessories, 2) Supply of 24F Fiber Pole
Accessories, 3) Hiring of Vehicles for APSFL FRT Teams at: a)
Ananthapur, Chittoor & Kadapa Districts, b) Kurnool, Nellore &
Prakasam Districts, c) Guntur, Krishna and West Godavari Districts,
d) East Godavari, Visakhapatnam Srikakulam & Vizianagaram
Districts. Details of the RIPs may be downloaded from the website:
www.apsil.in or on e-procurement platform. All other details will be
uploaded only on the website of APSFL or e-procurement platform.
For any queries Email: apsti@ap.gov.in

Sd/- Executive Director, APSFL

Andhra Pradesh State
Fiber Net Limited
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