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CORE PRINCIPLES OF FINANCING AND INVESTMENT
ATTRACTIVENESS OF AVIATION COMPANIES

Abstract

The article considers the concept and choice of sources of financing for investment activities of aviation
companies. The article represents main types of sources using for investment and financing as well as the concept
and measures to improve the investment attractiveness of an aviation company. In the current situation, the problem
of mobilization and efficient use of investments is particularly important for the effective implementation of aviation
companies' activities. Stimulation of investment activity, development of a clear investment strategy, defining main
priorities in the mobilization of investment resources become the most important conditions for the sustainable
growth and high-quality development of the aviation business. Among key incentives for financing of investment
activities are the state guarantee system of investors’ rights, investment protection mechanism, and the provision
of tax and customs benefits for investment organizations. Sources and methods of financing investment projects of
aviation companies, in accordance with the experience of world business practice, in most cases, if not primarily, are
determined by a set of factors. In addition, the level of effectiveness of sources of financing for an investment project
depends to a greater extent on the competence of the investor or managers. This particularly affects competencies
in the market sectors, as well as factors such as technological features and awareness of the properties of each
investment financing tool.

Key words: aviation company, investment, financing, investment company, sources of financing, implementation,
attractiveness, mobilization.

Introduction

Sources of financing for aviation companies are classified according to certain criteria, that are
represented by ownership relations, ownership levels, and property type.

Depending on the level of ownership, sources of financing for aviation companies are divided into
state-owned and corporate.

It is important to notice that the new state investment policy is characterized by a transition from
the distribution of a limited amount budget funds used for capital construction between industries or
regions, to selective partial financing of specific investment projects based on a competition.

This situation also affects on private investors, who need state support when their investment
project is recognized as the best according to the results of the competition. In order to implement
this provision, special commissions are created in the field of development investment competitions.
In addition, special working groups as well as an expert council are organized in order to select the
most effective projects from the considered ones [2, p. 108]. Aviation industry plays a great role in
globalization process and interconnection between regions within the country and with foreign states.
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In pandemic this industry has faced with urgent needs and risks connected to financing. These factors
specify the relevance of the research and its importance.

Main provisions

It is worth noting that over the past quarter of a century project financing has become more
characterized by new features, following along with innovative business technologies, the emergence
of new markets, and a fundamental change in the paradigm of consumer demand. In general, for
purely educational purposes, sources of investment financing can be divided into two categories:
external and internal [3, p. 78].

In modern conditions, enterprises independently distribute the profits that remain at their disposal.
Rational use of profits involves considering such factors as the implementation of plans for further
enterprise development, as well as compliance with the owner’s interests, investors and employees.
As arule, the more profit is directed to the expansion of economic activity, the less need for additional
financing. The amount of retained earnings depends on the profitability of business operations, as well
as on the company’s dividend policy.

Corporate financial resources are classified into:

(1) internal financing;

(i1) external financing.

Internal financing involves the use of those financial resources, sources which are formed in
the process of financial and economic activities in the organization. An example of such sources are
net profit, depreciation, accounts payable, reserves for future expenses and payments, and deferred
income. For aviation industry both types are very important aiming to ensure well-balanced policy of
financing. The country is actively working to reform the transport complex of the republic.

In order to accelerate the integration processes of Kazakhstan’s transport complex into the global
transport system and to develop the country’s transit potential, we need to promote airlines support
and improve of their competitive advantages including infrastructure and technical development of
the air companies. Investment attractiveness of this industry plays key role for forming stable financial
inflows for the decision of actual problems.

Economic growth of any country requires the rapid development of transport services. World
practice shows that an increase in industrial production by 1% causes an increase in traffic volumes
by 1.5-1.7% [13].

Literature review

Investments is the use of financial resources that are classified, from one hand, on short-term or
long-term ones, from other hand, on investments made by legal entities or individuals. As noted by
Ryan P.A., «by types of investments are divided into risk (venture), direct, portfolio and annuities» [3,
p. 105].

Venture capital is a form of investments based on new equity issue and refer to new areas of
activity; venture capital is associated with a high-risk level. Usually investors invest venture capital
into projects that are not interconnected with each other in the expectation of a quick payback period
for these funds. Venture capital is represented by a combination of various forms of capital: loan,
equity, and entrepreneurial capital.

These types of projects are evaluated based on viability. A realistic investment project will offer an
attractive interest rate. The suitability of a project often depends on its ability to consistently generate
positive cash flows to meet these obligations [6, p. 87].

In some cases, S.L. Blau points out, that «the return on allocating resources to an investment
project is not in money, but in profit» [7, p. 45]. For example, a typical investment project is a real estate
investment. Real estate is estimated based on the rent it can generate, and the return on investment is
expected in the form of money. Investing in a person’s education or training, on the contrary, provides
a benefit, rather than a direct return on cash. This type of human resources investment project is
designed to have different types of returns that relate to the non-monetary goals and objectives of the
investor.
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The investment policy of a modern airline is a complex of interrelated and interdependent set of
activities aimed at its own further development, generating income and other favorable effects as a
result of investment [8, p. 56].

The development investment policy of the airline involves specific actions that are presented
including: the definition of long-term goals, the selection of the most promising and profitable
investment, development priorities in the development of the company, the evaluation of alternative
investment projects, development of technological, marketing, financial projections, assessing
consequences of implementation of investment projects [9, p. 90].

There are certain principles of investment policymaking as follows:

1) legal principle (legal protection of investments);

2) the principle of independence (characterized by freedom of choice the investment project, its
development and implementation);

3) the principle of a systematic approach;

4) the principle of efficiency (represented by the choice of such an investment project that provides
the greatest effectiveness) [1, p. 106].

The formation of an airline’s investment strategy also depends on the company’s marketing
policy — cost leadership; differentiation strategy; concentration on the segment [11, p. 355].

The initial point of justification the company’s investment strategy is represented by an analysis
of the market for products already produced by the production company, or planned for release. When
choosing a corporate investment strategy, it is necessary to determine the total amount of investments,
including possible combinations of various sources for financing and borrowings.

Materials and methods

Sources and methods of financing used for investment aviation companies’ projects, in accordance
with the experience of world business practice, in most cases, if not primarily, depend on a set of
factors that are presented by following:

+ set goals that are clear not only for the project owners, business and its top management, but
also for the direct performers and society (the social environment as a consumer and investor);

+ the technological (industry) business cycle, as well as its characteristics, represented by duration,
periods of renewal fixed assets, prospects for innovation, etc.;

¢ periods (cycles) of internal and external financial flows that generally determine the level of
enterprise financial stability that implements the investment project and the level of enterprise credit
worthiness;

¢ the general situation on the market, future development prospects, especially changes in
products (services) demand of the investment project not only in the short term, but also in the long
term (the ability to see the future of the business beyond the time horizon);

+ the risk presence, structure and nature, losses acceptable levels and volumes, risk management
methods, protection tools (insurance, hedging).

Results and discussion

Nowadays, 44 airlines are registered in Kazakhstan, of which 5 airlines are involved in regular
transportation (97% of western-made aircraft), 14 carry out irregular transportation (63% of western-
made aircraft), 3 airlines are engaged in cargo transportation (20% of western-made aircraft),
22 operators perform aviation work (52% of western-made aircraft).

32 airlines operate on the market of regular international flights, where the share of Kazakhstan’s
companies is 52%, European 25%, Asian carriers 13% and other 10%. Domestic routes are operated by
5 regular airlines: Air Astana JSC, SCAT Airlines JSC, Bek Air JSC, Zhetysu JSC, Zhezkazgan JSC.
About 75% of domestic passenger traffic is carried out by Air Astana JSC, 20% by SCAT Airlines, and
5% by other air carriers — Figure 1 (p. 288).
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Others; 5%

Figure 1 — Market Volumes of Air Companies in Kazakhstan, %

Note — Compiled by authors.

The passengers number carried by airlines of the Republic of Kazakhstan in 2021 compared to
2020 increased by 9.5%, reaching 5 million people. The share of passenger traffic by air was 4.2%.
In 2021, the airports of the Republic of Kazakhstan served about 9 million passengers. At the end of
2021, cargo transportation by air amounted to 24 thousand tons. The number of people employed in
the civil aviation industry is about 16,500. The significance of this industry arises actual concern on
the future development what is actually depends on the volumes of financing to be attracted for further

growth.

Following global practice sources of external financing can be capital of founders, savings formed
by households, state funds, financial and credit organizations, capital of non-financial institutions. The
grouping of financial resources of organizations by sources of their formation is presented in Figure 2

below.

Sources of financing

Formed with from

own funds

Mobilized on the
financial market

Received in the
order of distribution

Authorized capital
Additional capital
Reserve capital
Net profit
Retained earnings
Depreciation
Accounts Payable
Sustainable
liabilities
Deferred revenue
Targeted income
Provisions for
future expenses and
payments

Other income

= Credit

= Interest on the use
of funds

= Dividends and
interest on
securities of other
issuers

= Sale of own
securities

= Income from
operations with
foreign currencies
and precious metals

= Financial resources
formed on a mutual
basis

= budget subsidies

= Insurance premium

=  Revenues from
holdings,
associations and
industry structures

Figure 2 — Financing of organizations

Note — Compiled by authors.

On may 1, the first flights took place. On the first day of the resumption of flights between
Nursultan and Almaty, where the country’s largest airports are located, about 700 people used the

services of airlines.
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According to the Ministry of industry and infrastructure development, 7.2 million passengers
used the services of Almaty airport in 2021, which is 40% of the entire aviation market of Kazakhstan.
Recall that in early May, the Turkish holding TAV Airports Holding signed an agreement to acquire
100% of the shares of Almaty international airport together with its partner in the VPE Capital
consortium. The agreement provides for the acquisition of the airport for $ 415 million [3].

The reports of Kazakhstan airlines were also studied. Data on reporting indicators are presented
in table 1 below [4].

Table 1 — Revenues of Kazakhstan airlines in 2020 according to reporting data

No Indicators Air Astana QAZAQ AIR Scat

1 Revenue, million US dollars 745,7 12,7 221

2 Net profit, million US dollars 27,03 -13,5 4,7

3 Current liquidity ratio 1,76 0,4 1,3
Note — Compiled by authors.

The table shows that the largest revenue in 2020 was received by Air Astana [5] in the amount of
898.7 million US dollars, the next company is Scat airline with revenue of 230 million us dollars. And
QAZAQ AIR has the lowest revenue at $ 18.7 million. The net profit of QAZAQ AIR [6] is negative —
14.6 million US dollars, this is due to the fact that the company is actively supported by the state and
is not yet able to compete with major players in the market. Air Astana’s net profit in 2020 was 30.03
million rubles. Scat [7] amounted to us $ 3.9 million. The current liquidity ratio is most significant for
Scat (2.2) and Air Astana (1.91) (Figure 3).

Scat
QAZAQAIR II

Air Astana

-200 0 200 400 600 800 1000

= Net profit, million US dollars B Revenue, million US dollars

Figure 3 — Revenues of Kazakhstan airlines in 2020 according to the reporting data

Note — Compiled by authors.
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Table 2 below shows data on the obligations of Kazakhstan airlines.

Table 2 — Obligations of Kazakhstan airlines in 2020 according to the reporting data, mln. tenge

No [Tokazarenn Air Astana QAZAQ AIR Scat
1 Long term liabilities 17483 31263 243798
2 Short term liabilities 22638 1563 126787
3 Long term loans 2253 30428 12638
4 Short term loans 3837 - 6286
5 Retained earnings 44727 1048 8573
6 The debt burden ratio 0,1 0,573 0,847

Note — Compiled by authors.

The table shows that the debt burden ratio is the highest for Air Astana (0.109) and Scat (0.923).
The largest amount of retained earnings in the amount of 49,981 million tenge in Air Astana. Scat has
the largest long term liabilities in the amount of 217,902 million tenge, as well as short term liabilities
in the amount of 122,377 million tenge. QAZAQ AIR has the largest amount of long term liabilities
(Figure 4).

250000
200000
150000
100000
50000
, m B
Air Astana QAZAQAIR Scat
B Long term liabilities ™ Short term liabilities Long term loans

Figure 4 — Obligations of Kazakhstan airlines in 2020 according to the reporting data, mln tenge

Note — Compiled by authors.

By the end of 2021, domestic passenger traffic of Kazakhstan airlines amounted to more than 8.6
million passengers, which is 9% more than in 2020 (7.9 million passengers). The number of passengers
served at airports in Kazakhstan reached 17.7 million people — 12% more than in the previous year.
This demonstrates the low activity of the Kazakh population in using air transport services within the
country, which contributed to the decision to launch a low-budget company FlyArystan in may 2021.
The launch of the air carrier played a key role in stimulating the growth of the domestic market of
Kazakhstan and the development of local airports. Kazakhstan is already one of the fastest growing
domestic air transport markets in the world, and we expect it to continue its growth trajectory in the
coming years. To realize the full potential for growth, it is necessary to significantly increase investment
in the infrastructure of Kazakhstan’s airports. The modernization of the air transport infrastructure
carried out for this purpose can be considered almost complete today after the reconstruction of 16
runways and 13 terminals at airports in Kazakhstan.
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Figure 5 below shows the structure of domestic air transport in Kazakhstan.

" Air Astana = SCAT Bek Air Qazaq Air = The Southern Sky

Figure 5 — Domestic transport

Note — Compiled by authors.

As you can see, the undisputed leader of domestic transportation is Air Astana.
Figure 6 below shows international transportation in Kazakhstan by air transportation market
leaders.

‘lll'

6%
7%

= Air Astana = Aeroflot Scat S7 Airlines
= Turkish Airlines = Uzbekistan Airlines ® FlyDubai = Belavia
= Lufthansa u Others

Figure 6 — International air transportation

Note — Compiled by authors.

In the field of international transportation, the market leaders are Air Astana — 36%, Aeroflot —
15%, Scat— 7%, S7 Airlines — 6%, Turkish Airlines — 5%. 3% each from companies such as Uzbekistan
Airlines, FlyDubai, Belavia, Lufthansa. Other companies own 19% of international transportation.

According to a report by IATA (International Air Transport Association), at the beginning of the
second quarter of 2021, the number of flights worldwide decreased by 70%, and a further decrease
is possible due to increasing restrictions in a number of regions. The situation is critical not only for
airlines, but also for the 25 million employees employed in this field around the world. About 300
airlines of the world, members of IATA, are waiting for support in the amount of 61 billion US dollars
in the second quarter, which are also needed to reimburse passengers.
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Conclusion

Assessing the investment attractiveness of large aviation companies and groups, it is necessary to
use slightly different mechanisms than for small businesses, since they have more open economic and
political opportunities, but at the same time they largely depend on decisions taken at the state level. As
a result, the following factors are most important for large aviation companies: the company’s image
(both for consumers and contractors); the reputation of the company’s actual owner; the presence and
stability of relations (formal and informal) with other aviation companies; the company’s activities
in improving its reputation and image; the nature of interaction with government agencies; corporate
governance; transparency of reporting; changes in the structure of the group that includes the joint-
stock company.

Thus, the financing investment activities of the aviation company is accompanied by a choice
of sources for financial resources. Investment attractiveness plays an important role in the search for
investments to improve the activities of an aviation company.

Commercial banks currently finance approximately 33% of new aircraft deliveries, but recently
such financing has become more restrained as a result of the credit crisis. Despite the growing demand
for commercial flights and the growing demand for passengers, commercial carriers are still suffering
due to high taxes and strict government regulation.

Aviation finance is an asset class that can offer attractive returns secured by an underlying
asset. Reasons for investing in aviation finance: effectively uses large amounts of capital; relatively
predictable returns, although the residual value, especially for older aircraft, can be volatile; the
aircraft-the underlying asset — is truly global in its recognition and use; investments, as a rule, secured
by a “solid asset” supported by International rules, such as the Cape Town Treaty; a highly mobile
asset helps to recover and reuse an asset in case of default.
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OCHOBHBIE NTPUHIAIIBI ®PUHAHCUPOBAHUS U MHBECTUIIMOHHOM
MPUBJIEKATEJIBHOCTHU ABHAIIMOHHBIX KOMIIAHUI

AHHOTAUMS

B crarbe paccMarpuBaeTcs MOHSTHE U BBIOOP MCTOYHUKOB (DMHAHCHPOBAHUSI MHBECTHIIMOHHOM JIESTEIBHOCTH
aBUAIMOHHBIX KoMNaHuil. [IpecTaBieHsl OCHOBHbBIC BUJIbI HCTOYHUKOB (DMHAHCHPOBaHMS MHBeCTUIMI. PaccMoTpe-
HBI KOHIIEIIMSI ¥ MEPOIPUSATHS IO TIOBBIIICHHIO HHBECTHIIMOHHOM MPUBJIEKATEIbHOCTH aBUALIMOHHON KOMITaHHH.
B coBpeMeHHBIX YCIIOBHsIX MpoliieMa MOOHIM3alul U A(PPEKTHBHOTO UCIOIb30BaHMSI MHBECTHIIUH MprobpeTaeT
0c00yI0 aKTyallbHOCTh IS 9()(PEKTHBHOTO OCYIIECTBICHUS IEITEILHOCTH aBUAIMOHHBIX KoMITaHWH. CTUMyIHpoBa-
HUE MHBECTHUI[MOHHOW aKTUBHOCTH, BHIPAOOTKA YETKOM MHBECTUI[MOHHOW CTPATETHH, ONIPECICHUE €€ IIPHOPUTETOB,
MOOMJIM3AIUsI BCEX UCTOYHUKOB MHBECTUIMI — BaKHEHIIIEe YCIOBHE YCTONYMBOTO U KQY€CTBEHHOTO Pa3BUTHUS aBHU-
alMoOHHOTO OM3Heca. BakHeWmmu cTumynamu Jutst GMHAHCHPOBAHUSI MHBECTHIIMOHHOM JESTEIbHOCTH SIBIISIFOTCS
rOCY[apCTBEHHAs] TAPAHTHsI MIPAaB MHBECTOPOB, 3all[MTa WHBECTHIIU, TIPEOCTABICHNE HAJIOTOBBIX U TAMOXKEHHBIX
JILTOT MHBECTHIMOHHBIM OpraHu3anusM. VICTOYHUKN U MeTOIbI (PHAHCHPOBAHUS MHBECTHUIIMOHHBIX IPOCKTOB aBUa-
LIUOHHBIX KOMITAaHUI B COOTBETCTBUH C OIBITOM MHPOBOM JIEIOBOI MPAKTHKK B OOJILIIMHCTBE CIIy4aeB, €Cid He B
MIEPBYIO OYEPE/ib, OIPEICISIOTCS COBOKYMHOCTBIO (hakTopoB. Kpome Toro, ypoBeHb d(PEKTHUBHOCTH UCTOYHUKOB
(bMHAHCHPOBAHUS MHBECTUIIMOHHOTO MPOEKTA B OOJIBILICH CTENEHN 3aBUCHT OT KOMIIETEHTHOCTH MHBECTOpA MM Me-
HEJDKEPOB. ITO 0COOCHHO CKa3bIBACTCS HAa KOMIETEHIIMSX B PHIHOYHBIX CEKTOpaX, a TAKKe Ha TaKUX (pakTopax, Kak
TEXHOJIOTHYECKHE 0COOCHHOCTH M OCBEJIOMIIEHHOCTh O CBOWCTBAX KaXJ0ro MHCTPyMEeHTa (PMHAHCUPOBAHUS HHBEC-
THUIINH.

KaroueBnie ciioBa: aBUallMOHHAasA KOMIIaHHsI, MHBCCTUIIHH, (1)I/IHaHCl/Ip0BaHI/Ie, WHBCCTUIIMOHHAsA KOMIIaHU,
HUCTOYHHUKH q)HHaHCHpOBaHI/Iﬂ, BHEAPCHUEC, ITPUBJICKATCIIBHOCTD, MO6I/IJ'II/I3aIII/I$I.
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ABUAIMSIIIBIK KOMITAHUSIJIAPIBI KAPKBLIAHBIPYIBIH KOHE
WHBECTULHUSJIBIK TAPTBIMIBLIBIKTEIH HEIT3T'T KAFUJIATTAPBI

Anjarna
MaKanaz[a ABUAIUAJIBIK KOMIIaHUJIapAbIH NTHBECTULHUAJIBIK KLI3MeTiH KapXXbUIaHABIPY K03}IepiHiH TYCiHil"i MCH
TaH 1Ay bl KApacThIpbLIabl. THBeCTHIMSIIAPABI KAPXKBUIAHIBIPY KO3/ICPiHIH HET13T1 TypJiepi YChIHBUIFaH. ABHAIMSIIBIK
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KOMIIAHUSIHBIH MHBECTHUIMSIIBIK TAPTHIMIIBLIBIFBIH apTTHIPY JKOHIHICTI TYXKbIPhIMIAaMa MCH ic-IIapanap Kapaliibl.
Kasipri sxarmaiina MHBECTUIUSIIAPIB] XKYMBUIIBIPY KOHE THIM/II Al JaIaHy MOCEIIeCi aBUAIHSITBIK KOMITAaHHSIIAP IBIH
KBI3METIH THIM/II KY3€Te achIpy YIIiH epeKIIe 03eKTLUTIKKe ne 00apl. IHBeCTUIMSITBIK OSIICEHIITIKTI BIHTAAHIBIPY,
HAKThl WHBECTHUIMSUIBIK CTPATETHSIHBI 93ipJiey, OHBIH OAaChIMIBIKTAPBIH alKbIHIAY, WHBECTHUIMSHBIH OapibIK
KO3JIepiH JKYMBUIbIPY aBHALMSUIBIK OM3HECTIH TYPaKThl JKOHE Callajibl JaMybIHbIH €H MaHbI3[Ibl MIAPThI OOJIBIIM
TaObIa bl IHBECTUIMSIIBIK KBI3METT] KapKbUIAH/IBIPY YIIIH MHBECTOPIAp KYKBIKTaPbIHBIH MEMJICKETTIK KEeTiJIIiri,
WHBCCTHLUSUIAPIBI KOPFay, WHBECTUIMSUIBIK YHBIMAAPFA CANIBIKTBIK JKOHE KCICHIIK KCHUIIIKTED Oepy MaHBI3IbI
BIHTAJIAHIBIpYIap Oomnbin Tabbutanbl. KenrereH »karnmaiinmapna, erep OipiHm kezekte Ooimaca, 9iIeMAIK iCKepIIik
TOKIpUOe TIKIpuOECiHe COUKeC aBHAIMSIBIK KOMITAHUSIIAP/BIH HMHBECTUIHMSIBIK KOOAIAPhIH KAPKbUIAHIBIPY
Ke3Zepi MeH oficTepi (aKTOpIapAbIH KUBIHTHIFBIMEH aiiKpiHAanaabl. COHBIMEH KaTap, WHBECTHIMSIIBIK JKOOAHBI
Kap)KbUIAHABIPY KO3MIEPiHIH THIMAUIIK IeHreili keOiHece WHBECTOPIABIH HEMECE MEHCDKEPICPAiH Ky3bIpEeTiHe
OaiiaHbICThI. Byl ocipece HAPBIKTHIK CEKTOPIapAarsl KY3bIPETTEPre, COHa-aK TeXHOIOTHSUIBIK EPEKILCITIKTED MCH
WHBECTHILUSIIAP.IBI KAPKbLUIAHIBIPYIBIH dpOip KYPaIbIHBIH KaCHETTepl Typaibl xabapaap 001y CHAKTHI (hakTopiapra
acep erei.

Tipek ce3aep: aBHaNMAIBIK KOMIAHUS, WHBECTHIMSUIAP, KAPJKBIIAHABIPY, NHBECTUIMSUIBIK KOMITAHHS, Kap-
KBUIAHJIBIPY KO3/Iepi, CHI13Y, TapTy, JKYMBIIIBIPY.
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