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A. Brief Facts

1. In the year 2003, the Airports Authority of India Act, 1994, was amended
to enable setting up of private airports and the leasing of existing airports
to private operators. The Amendment Act of 2003 was brought in to effect
on 01.07.2004. In pursuance thereof, the Government of India (Gol), had
approved the modernization, up-gradation and development of the Delhi
and Mumbai Airports through private sector participation. Airports Authority
of India (AAI) initiated the process of selecting a lead partner for executing

the modernization projects and undertook a competitive bidding.

2. In so far as IGI Airport, New Delhi is concerned a consortium led by the
GMR Group was awarded the bid for operating, maintaining, developing,
designing, constructing, upgrading, modernising, financing and managing
the Airport. Post selection of the private consortium a special purpose
vehicle, namely Delhi International Airport Private Limited (DIAL), was
incorporated on 1% March 2006 with AAIl retaining 26% equity stake and
balance 74% of equity capital acquired by members of consortia. The GMR
consortia comprised GMR Group entities, Fraport AG, Malaysia Airports
Holdings Bhd and India Development Fund (which exited the consortium
subsequently). On 4™ April 2006, DIAL signed the Operation, Management
and Development Agreement (OMDA) with AAl and took over the
operations of I1GI Airport on 3™ May 2006. As per schedule 7 of OMDA a
“New Parallel Runway” and “International/ domestic terminal development,
Terminal design to cater for design year not earlier than 2012” were to be

completed within 2 years and by 31.03.2010, respectively.

3. DIAL entered into various agreements with AAIl, Gol and Government of
National Capital Territory of Delhi (GONCT) to give effect to the transaction.
As indicated earlier the OMDA was executed between DIAL and AAI on 4™
April 2006, whereby the AAl granted to DIAL the exclusive right and
authority during the term to undertake some of the functions of AAI being
the functions of operations, maintenance, development, design,
construction, upgradation, modernizing, finance and management of the
IGI Airport and to perform services and activities constituting aeronautical

services and non-aeronautical services (but excluding Reserved activities)
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at the airport. The OMDA has a term of 30 years with DIAL having a right
to extend the agreement for a further period of 30 years subject to its
satisfactory performance under the various provisions governing the
arrangement between DIAL and AAIl. In addition to the OMDA, DIAL also
entered into the State Support Agreement (SSA) with Gol on 26" April
2006 which outlined the support from GOI. Besides OMDA and the SSA,
Lease Deed Agreement, State Government Support Agreement (SGSA),
Shareholders Agreement (SHA), CNS/ATM Agreement, etc., were also

entered into between DIAL and relevant parties.

4. Provisions regarding “Tariff and Regulation” have been made in Chapter XII
of OMDA and clause 3.1 read with Schedule 1 of the SSA.

5. DIAL submitted a proposal for revision of tariffs for aeronautical services at
IGI Airport, New Delhi, for the Authority’s consideration and approval on
20th June 2011 (Annexure-I).

6. Pursuant to the aforesaid submission, a series of discussions/
meetings/presentations have been held (during the period June to
November, 2011) on the proposal including discussions in respect of the

financial model developed by DIAL for this purpose.

7. Briefly stated, DIAL had filed their tariff proposal seeking a one time
increase 629% in the X Factor for determination of aeronautical tariffs (for
the 5 year tariff period FY 2009-10 to 2013-14, and charging assumed from
01.09.2011) which increased to 874% in their subsequent submission (for
the 5 tariff period as above and charging assumed from 01.02.2012). DIAL
vide their letters No.DIAL/Fin-Acc/2011-12/726 dated 20.07.2011,
04.10.2011, 21.10.2011, 15.11.2011, 21.11.2011 and 25.11.2011 made
additional submissions (Annexure -II, collectively) contents whereof are

discussed in subsequent sections.

8. DIAL have made the proposal (dated 20.06.2011) based on their
understanding of the principles of tariff fixation provided in the SSA. They
have considered the first regulatory period as a 5 year period commencing
FY 2009-10 and upto 2013-14 and assumed that the charging of revised
tariff shall commence w.e.f 01.09.2011 (subsequently amended to
01.02.2012 vide their submission dated 04.10.2011). Along with the
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proposal, considerations/ assumptions made for preparing the proposal for
determination of tariffs for aeronautical services have been submitted.
These include:
a. The principles used for the current filing for revision of tariffs for
aeronautical services;

b. The project cost considered in the current filing and the calculation of
Regulatory Asset Base;

c. The means of finance and calculation of Weighted Average Cost of
Capital;

d. The forecasts of operation and maintenance expenses and rationale
for the same; and

e. The forecasts of non-aeronautical revenues and rationale for the
same.

9. Following reports/studies have also been furnished to support their

submissions (Appendix-I, collectively):

a. Certification of values of the regulated asset base as per books of
accounts - certified by Statutory Auditors;

b. Report on terminal area allocation - undertaken by Jacobs
Consultancy;

c. Report on allocation of the operation and maintenance costs
undertaken by Jacobs Consultancy;

d. Report on determination of cost of equity of Delhi Airport by the
international aviation advisory firm Leigh Fisher; and

e. Traffic forecast study for Delhi Airport carried out by Madras School
of Economics.

f. Report on Operating Costs Bench Marking prepared for Delhi Airport
by the international aviation advisory firm Leigh Fisher.

10. DIAL have stated that considering the provisions of concession documents
and various assumptions laid out in their submissions, the target revenue
was determined and thereafter the ‘X’ factor was computed as “the average
equalization factor” of the discounted target revenues and projected

aeronautical revenues over the regulatory period.

11. It has been submitted that Inflation has not been factored in their forecasts
for future years and DIAL have assumed that the Authority will provide a
CPI based increase over and above X factor, based on actual CPIl data. In

their submission dated 15.11.2011, DIAL, however, submitted a 5 year
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forecast of Consumer Price Index-Industrial Workers (CPI-IW) at 7% pa
based on Survey of Professional Forecasters as published by RBI on its

website.

12. Further, in their submissions dated 20.06.2011, no discounts had been
considered though it was requested that the Authority may consider
published discounts available to eligible customers to be allowed as cost,
for healthy growth of the industry. However, vide their submission dated
15.11.2011, DIAL have proposed to allow a non-discriminatory 2% discount
on all landing charges received by them within 15 days (credit period) for
all domestic scheduled landings and for this purpose assumed that the

discount shall be availed in respect of 50% of domestic scheduled landings.

13. DIAL submitted that the current aeronautical yields are very low as
historically these have increased only by a mere 10% in 2009 over more
than a decade with no inflation adjustment. On the other hand the
operation costs have increased significantly along with deployment of
lumpy capex as part of the modernization and expansion of the airport
undertaken by them resulting in a lop-sided revenue-cost structure
necessitating a large tariff increase in line with the SSA. In view of the

same DIAL formulated the following broad principles:

a. Rationale to charge both departing and arriving passengers;

b. Ensuring that the impact of the increase is broken into differential
buckets based on distance of flight to enable smooth absorption; and

c. Promoting transfer traffic to provide a fillip to development of a hub.
14. In line with the above, DIAL also submitted a tariff rate card, structured to
be applicable for the remaining part of the 5 year control period viz.
01.02.2012 to 31.03.2014. However, as an option DIAL also submitted a
rate card for an optional control period of 7.5 years, which was proposed to
be applicable from 01.02.2012 to 30.09.2016.

15. Meanwhile, the Authority, pursuant to the consideration of the stakeholders
submissions on Consultation Paper No0.02/2011-12 dated 21.04.2011
regarding the levy of Development Fee (DF) at IGI Airport, New Delhi,
issued the final Order no.28/2011-12 dated 14.11.2011 [DF Order]
thereby determining the rate and period of levy. In the process the

Authority also decided the allowable project cost for the purposes of DF.
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16. Subsequent to the above referred Order of the Authority, DIAL made a
further submission vide letter No. DIAL/2011-12/Fin-Acc/1583 dated
15.11.2011 requesting the Authority to consider the changes in certain

assumptions and made further submissions as under:

(a) Interest Rate: Rupee Term loan: Change from the assumed
interest rate of 11.75% p.a to 12.17% p.a with the earlier assumption

of 0.5% increase year on year for the subsequent years.

(b) Discount: Allow a non discriminatory 2% discount on all landing
charges received within 15 days (credit period) for all domestic
scheduled landings, assuming that discount shall be availed in respect

of 50% of domestic scheduled landings.

(c) Fuel Throughput Charges (FTC): To remove the escalation of 7% in
FTC, envisaged w.e.f. 01.04.2011 and consider the same at the rate of
Rs.601.07 per KL w.e.f. the tariff approval date till 31.03.2013 and an

escalation @ 7% every year thereafter.

(d) Cute Counter Charges: Proposal to charge cute counter charges
from domestic airlines @ Rs. 500 per departing domestic flight over

and above the Rs. 1500 per international flight already being charged.

(e) Readjustment of the RAB: considering the actual date and amount
of DF loan withdrawal for the FY 2011-12 upto FY 2013-14.

(f) Interest on debt raised by securitisation of DF: to allow the

interest amounts as part of operating expenditure.

(g) Collection Charges: to allow the collection charges, on DF, payable

to the airlines as an expense.

(h) Disallowance of CIP area for Non Aeronautical Service: The
Authority has vide DF Order decided that the area measuring 8652
sg.mts meant for food court and retail at CIP, office and hotel level
may not be included in the gross floor area of Terminal 3 (T3).
Pursuant to the aforesaid decision, DIAL have requested that the non-

aeronautical revenue accruing from this area will not be eligible for
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cross subsidization and as a result the ratio between AERO and NON
AERO as certified by them will undergo a change leading to

consequential changes in Aero RAB and costs.

(i) Methodology of incorporating CPI: DIAL have submitted that in
CPI-X methodology of tariff determination, as envisaged in the SSA,
the CPI is tariff add-on to cover inflation and in this methodology the
efficient way is to determine X factor without considering inflationary
increases and only considering real increases in costs which provides
an “unadulterated” X factor bereft of inflation. Thereafter the CPI
inflation coverage on actual year on year basis is provided which
ensures transparency and ease of computation. DIAL stated that the X
factor has been computed in the model accordingly and requested that

this may be continued.

(j) Forecast of CPI: 5 year forecast of CPI-IW at 7% p.a based on

Survey of Professional Forecasters as published by RBI on its website.

(k) Revision of Rate card: Submission of a revised rate card based on

the above changes.

17. Vide submission dated 21.11.2011, DIAL forwarded the details of the
amount of interest on debt raised by securitization of DF, collection charges
to be paid to airlines on the DF collected from the period 01.04.2009 to
31.10.2011, revenue accruing from the reduction in Gross Floor Area of
8652 sqg.mts, deletions arising out of the Authority’'s Order dated
14.11.2011 and the resultant change in Aero/Non Aero split of the RAB.
These submissions have been highlighted under the relevant Regulatory

Building Blocks in the following sections.

18. Further, vide their submission dated 25.11.2011, DIAL stated that the
financial model has been revised based on the changes discussed with the
Authority (as recorded in the minutes of the meeting held on 9™ and 17"
November).The financial model reworked by DIAL contained the following

adjustments/ changes/ revisions:

(i) Discount for timely payment: DIAL made a provision for a 2% non

discriminatory discount on landing fees for domestic scheduled

CP-No0.32/2011-12-Determination of Aeronautical Tariff -IGI Airport, New Delhi Page 7 of 190



landings along with the assumption that the same would be availed in

respect of 50% of domestic scheduled landings.

(i) CUTE Counter Charges: CUTE counter charges @ Rs. 500/- per
domestic departure movement, with changes incorporated in financial
model and changes made in non aero revenue and consequential

impact on cross subsidy.

(iii) US Dollar rate: A change in assumption in the USD INR exchange
rate from Rs.45 per USD in the financial model to Rs.45.26 to
determine the USD tariff for tickets booked in foreign currency, based

on average RBI reference rate for past 6 months.

(iv) Interest on DF: The interest amount on DF till 30th Nov 2011
included as an operating cost in view of the Authority’s DF Order dated
14™ November 2011.

(v) Collection Charges on DF: The revised model considered collection

charges on DF as part of DIAL’s operating expenditure.

(vi) Disallowance of 8652 sqmts of Non aeronautical area in T3: The
revised model excluded the revenue from the commercial area of 8652
sgmts disallowed in CIP/office area (As a result of disallowances in the
Order No.28/2011-12 dated 14™ November 2011).

(vii) RAB and Operating cost split: As a result of the disallowances in DF
Order, DIAL submitted revised certificates received from the Jacobs
Limited and Brahmayya & Co for change in the aeronautical and non-
aeronautical mix. Further, for the purpose of RAB, DIAL assumed that
the Authority will favorably consider their request of inclusion of

Rs.79.49 crores disallowed while determining DF as part of RAB.

(viii) Rupee Loan Rate: DIAL updated the cost of rupee term loan to
12.17% for the year 2011-12 based on their Auditors certificate.

(ix) External Commercial Borrowings: Revision in the ECB amount and
rate as per the Auditors certificate and consequent updation in the

model.
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(x) Fuel Throughput: retaining their assumption that the escalation in

fuel throughput charges w.e.f

retrospectively.

1% April

2011 will

be allowed

(xi) Future DF Monetization: Revised schedule of DF monetization based

on the DF Order as under: (Amount : Rs. in Crores)

Details / Year 2011-12 2012-13 2013-14
DF as already approved 887.35

pending monetization

Delhi Jal Board payment 39.00 7.50 7.50
ATC Tower 80.00 150.00 120.00
Total 1303.35 157.50 127.50

(xii)

Collection Charges on UDF: DIAL also incorporated UDF as one of
the pricing components and in their assumptions considered the
collections charges, payable to the airlines, towards collection of UDF.
DIAL have assumed an amount of Rs.3/- per pax as collection charges
of UDF.

Based on the changes proposed, as indicated in para 18 above, DIAL

submitted that the X Factor would now be (-) 874% leading to a higher

increase in tariffs. DIAL also submitted a revised Rate Card, indicating the

proposed revision in aeronautical charges on this basis, for the Authority’s

approval. In the alternate, DIAL have submitted separately a Rate Card

During the course of consideration of the proposal DIAL made presentations

Cost allocation between aeronautical and non-aeronautical assets;

Comparisons of landing charges of various airports in the world,

General tariff filing, and other matters having bearing on the tariff

19.
without Revenue Share on UDF, for the consideration of Authority.
20.
on the following :
a. Traffic forecast of 1GI Airport, New Delhi;
b.
c. Cost of equity;
d. Operating and maintenance costs;
e. Joint ventures set up by DIAL;
f. Case studies of some similar airports (Athens);
g.
(both in the units of Special Drawing Right and in INR);
h.
determination.
21.

In order to analyse, review and advise on the financial model used by DIAL

as a part of their tariff application, the Authority appointed Consultants to
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22.

23.

review the financial model prepared and submitted by DIAL. The scope of
the assignment included review and assessment of the models' arithmetic
accuracy, check for logical and calculation integrity of the models and
assistance in undertaking certain sensitivity analyses. The Consultants were
tasked with the job of independent cell-by-cell inspection and sheet-by-
sheet review of the arithmetic accuracy of formulae and calculations
contained in the model including tracing items through the various
interlinked sheets and calculations back to the input data and verifying the
correct application of addition, subtraction, multiplication and division based
on standard business and financial logic; verifying that the links within the
model are working accurately; assessing that any macros that govern
calculations in the model are running as intended; assessing that the model
is logically constructed, internally consistent with respect to calculations
and formulae and is fit for the purpose of undertaking analyses of relevant
aspects for tariff determination by the Authority; assessing that
assumptions in the Financial Model are at one place and that there are no
hard coded numbers in calculations in the Financial Model that might
influence calculation results in unexpected ways and checking whether the
assumptions listed in the assumption sheet are getting correctly reflected in

the various others sheets of the financial model.

Further, the Consultants were also required to ensure that the Financial
Model accurately reflects the concession offered by the Central Government
with respect to the key agreement(s), and financial documents as also the
provisions in the Act. The tasks here included consistency check for
incorporation of provisions from key agreements related to various Building

Blocks into the financial model.

The Consultants were further required to provide assistance to the
Authority in identifying such elements that may need to be certified from
auditors /Chartered Accountants of DIAL of key aspects/ assumptions taken
from the key / concession agreement(s) and also assist the Authority in
reviewing the implications/change in results through sensitivity analysis of
various factors like growth rate in traffic, inflation etc., to be conducted
with respect to specific changes to assumptions for a factor or even

reviewing the drivers and projection bases for such factors.
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24. During the course of the review and clean-up of the financial model, DIAL
were also requested to furnish to the Authority, certifications from its
Statutory Auditors in support of figures taken as the base for their

projections/forecast.

25. As brought out above, the Authority has, after an extensive stakeholder
consultation, issued an Order (No0.28/2011-12 dated 14.11.2011) vide
which it has determined the allowable project cost as Rs.12,502.86 crores.
Consequently, the figure of Rs.12,502.86 crores has been used as the base

figure in the present consideration.

26. The analysis of the financial model (based on the model furnished with
DIAL's submission dated 04.10.2011), has been carried out by the
Consultants based on the changes in the assumptions and the Authority’s
guidance. The findings, deliberations, change in assumptions and proposed
position of the Authority in respect of each item of the Regulatory Building

Block are captured in the following sections.

27. The financial model developed by DIAL was analyzed by the Consultants. At
the relevant time, DIAL had projected a ‘X’ factor of (-)775% considering a
onetime increase in the aeronautical tariffs (DIAL's submission dated
04.10.2011, considering the period of charging from 01.02.2012 and higher
cost of power owing to sharp increase in power tariff). The financial model
was cleaned up based on the issues identified by the Consultants (report
dated 03.11.2011) in a meeting held with DIAL on 09.11.2011. The model
was further cleaned up in a meeting held on 17.11.2011 and 24.11.2011,
based on the observations made by the Consultants and auditors
certifications furnished by DIAL in respect of various elements in the
proposal. Subsequent to the changes made in the financial model, the
cumulative impact of changes made resulted in the value of X factor being
updated to (-)774.30% which translates into a X factor of (-)137.949%0,

considering an equated yearly increase w.e.f.01.02.2012.

28. This cleaned up model has been used for sensitivity analysis and all
submissions made by DIAL post the cleaning up or those made earlier but
which were not mutually agreed have been considered as part of sensitivity

analysis in the relevant sections / building blocks.
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29.

30.

31.

32.

As mentioned above, DIAL indicated in their submissions that the tariffs for
Delhi airport were fixed in 2001 and have not been revised thereafter
except for a 10% increase made on 16.02.2009 by the MoCA (in
accordance with Clause 1 of Schedule 6 of the SSA, after completion of 2
years). They submitted that the revenue streams do not support a capital
investment of the scale and magnitude undertaken by them. DIAL indicated
that they were losing very heavily on the airport project (almost Rs. 2
crores per day); and that they have incurred a net loss of Rs.450 Crores for
the year ended 31.03.2011; and that, therefore, tariff determination needs

to be done very expeditiously.

It is also to be stated that the MoCA, vide its letter no.AV.20036/014/2009-
AD dated 06.10.2009, had forwarded a request received from the DIAL
(letter ref.no. DIAL/2009- 10/COMM/0625 dated 10.07.2009), for a 10%
increase in aeronautical charges at IGI Airport, New Delhi with effect from
03.05.2009 for the Authority's consideration. Aforesaid request was made
by DIAL on the grounds that as per Schedule 6 of the SSA, entered in to
between the Central Government and DIAL, the regulatory
authority/Government of India, will set the aeronautical charges from the
commencement of the 4th year from the effective date, i.e., 03.05.2006
and for every year thereafter subject always to the condition that, at least,

nominal increase of 10% of base airport charges will be available to DIAL.

DIAL interpreted the above provisions to mean that the Authority/Gol are
bound to permit an increase of 10% of the Base Airport Charges on the
commencement of the 4™ year and every year thereafter and, accordingly,
approval was solicited to increase the airport charges by 10% w.e.f
03.05.2009. DIAL was earlier permitted a 10% increase in airport charges
w.e.f. 16.02.2009, by the Ministry, in terms of Clause 1 of the Schedule 6
after completion of two years.

The request of DIAL was examined in detail by the Authority. It was noted
that the 'Base Airport Charges' are the charges which were prevalent on
26.04.2006 (as set out in Schedule 8) and that a nominal increase of 10%
had already been permitted by the MoCA over the Base Airport Charges
(BAC) in terms of Clause 1 of Schedule 6 and that this increase could be

termed as "permitted nominal increase of 10%" contemplated in Schedule
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33.

6 of the SSA. Further, the second part of Clause (2) of Schedule 6 states
that "a permitted nominal increase of ten (10) percent of Base Airport
Charges will be available to the JVC for the purposes of calculating
Aeronautical Charges in any year after the commencement of the fourth
year". Thus, on a co-joint reading of Clauses 1 & 2, it is evident that as per
Clause (1) a nominal increase of 10% is to be permitted on completion of
first two years, subject to certain conditions, and as per Clause (2), this
permitted nominal increase of 10% will, at the least, be available to the JVC
for the purposes of calculating airport charges from fourth year onwards.
Expressed differently, in terms of first part of Clause 2, the Authority/GOI
are required to set aeronautical charges in accordance with Clause 3.1.1
read with the principles set out in Schedule 1 of SSA from 4th year onwards
and by virtue of second part the nominal increase of 10% permitted (in
terms of Clause 1) is saved. The Authority also noted that the request of
DIAL, at least in some part of their communications, appeared to be for an
increase of 10% on the prevalent Airport Charges, whereas the second part
of the Clause 2 of Schedule 6 mentions an increase of 10% on the BAC,
which in the Authority’s view had already been permitted by the MoCA in
terms of Clause 1 of Schedule 6.
The Authority had observed that, if it is accepted that Clause 2
contemplates an year on year increase of 10% from the commencement of
4th year onwards, it would mean that the GOI have agreed to a doubling of
BAC in about 7 years time irrespective of the actual determination in terms
of principles set out in Schedule 1. Thus, on a co-joint reading and
harmonious construction of the provisions of Schedule 6 of SSA, the
Authority found that the following scheme is revealed:-
(a) The airport charges, as existing on 26.04.2006 (which are set out in
Schedule 8) will continue for first two years from the effective date.
(b) In the event the JVC fully completes and commissions all the
mandated facilities required to be completed during the first two
years, it would be allowed a tariff increase of 10% in nominal terms
from the beginning of 3rd year from the effective date, as an
incentive.
(c) From the commencement of 4th year onwards, tariff will be set by the

Authority/GOIl as per principles set out in Schedule 1 subject to the
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34.

35.

36.

37.

condition that, at the least, the nominal increase of 10% of the BAC

permitted during the third year, as incentive, will continue to be

available to the JVC.
In view of the above, the Authority felt that there was no warrant in
Schedule 6 of SSA for an automatic year on year increase of 10% in airport
charges from the commencement of fourth year onwards. Accordingly, the
Authority rejected the request made by DIAL for a 10% increase in
aeronautical charges at IGl Airport, New Delhi, with effect from
03.05.2009, vide Order N0.03/2010-11 dated 21.05.2010.
DIAL appealed against the said Order of the Authority before the Honble
AERA Appellate Tribunal vide Appeal No0.03/2010. The Hon’ble Tribunal,
disposed off the said Appeal vide its final Order dated 11.05.2011 and
directed that:
"Therefore, without expressing any opinion on the merits of the case we
set aside the impugned order and remit the matter to the Regulatory
Authority to pass a reasoned order after grant of opportunity to the parties
for hearing and to place further materials, if any. The exercise shall be
undertaken within a period of ten weeks. If the Regulatory Authority
requires any material to be produced it is but imperative that the same
shall be supplied by the appellant. We note the stand of Mr. Nanda that a
final determination has to be done in each case.”
Pursuant to the Order dated 11™ May, 2011, the Authority filed an Interim
Application (1A) dated 18" July, 2011, before the Hon’ble Tribunal praying
that the instead of merely confining its determination to the 10% increase
issue, it may proceed with the tariff determination which would be as per
the mandate of the Act as also in public interest and if at such final stage
any party is aggrieved they would be free to approach the Hon'ble Tribunal
at that stage as per the provisions of the Act.
Further, the Authority (in the 1A) clarified that it had already initiated the
process for tariff determination in respect of DIAL in January’2011, wherein
DIAL was requested to make a stylized tariff filing, as far as possible with
actual numbers, so that the Authority could thereafter consider the matter
and then take up the actual tariff determination. DIAL initially submitted
only their understanding of various provisions of SSA and had filed the tariff

application vide letter dated 20.06.2011; and that the Authority was
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examining the proposal but since this filing had been done towards the end
of June 2011, the Authority would not be in a position to undertake and
complete the tariff determination within the timeline of 10 weeks as
directed by the Hon’ble Tribunal. The Authority, accordingly, requested for
modification of the timeline and for permission to decide the entire tariff for
aeronautical charges rather than merely the 10% issue.

38. The IA filed by the Authority is pending consideration of the Hon’ble
Tribunal. However, in the meantime, it has been possible for the Authority
to examine in detail the tariff proposal submitted by DIAL. In accordance
with its prayer, the Authority has considered the 10% increase issue as part
of the present exercise.

39. The Authority has on several occasions, including in the meetings held on
13.12.2011, 29.12.2011, 30.12.2011, 02.1,2012 and 03.01.2012 discussed
the proposal submitted and further submissions made by DIAL. The
Authority’s consideration and its tentative views in respect of all relevant

issues are discussed in subsequent sections.
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40.

41.

42.

43.

B. Framework for Determination of Tariffs for IGI Airport, New Delhi

In terms of the Airports Economic Regulatory Authority of India Act, 2008
(the Act) the main functions of the Authority, in respect of the major

airports, are as under:

Determination of the tariff for the aeronautical services;

b. Determination of the amount of the development fees including User
Development Fee;

c. Determination of the amount of the passenger service fee levied under
rule 88 of the Aircraft Rules, 1937 made under Aircraft Act, 1934; and

d. Monitoring the set performance standards relating to quality,
continuity and reliability of service as may be specified by the Central
Government or any authority authorised by it in this behalf.

Section 13 (1) (@) requires the Authority to determine tariff for the
aeronautical services taking in to consideration:
(i) the capital expenditure incurred and timely investment in
improvement of airport facilities;
(ii) the service provided, its quality and other relevant factors;
(iii) the cost for improving efficiency;
(iv) economic and viable operation of major airports;
(v) revenue received from services other than the aeronautical services;
(vi) concession offered by the Central Government in any agreement or
memorandum of understanding or otherwise;
(vii) any other factor which may be relevant for the purposes of the Act.
As per Section 13 (1) (a) of the Act, the Authority is to determine the tariff
for the aeronautical services taking into consideration, inter-alia, “(vi) the
concession offered by the Central Government in any agreement or
memorandum of understanding or otherwise”. In so far as IGI Airport is
concerned, the principles of tariff fixation and mechanism thereof have

been laid down in clause 3.1 read with Schedule 1 of the SSA.

The Authority vide its Order No. 13/2010-11 dated 12" January 2011 and
Guidelines embodied in Direction N0.5/2010-11 issued on 28™ February
2011 had laid down the overall approach which it would adopt for
regulation of aeronautical services provided by the Airport Operators.
However, in view of the provisions of the Section 13 (1) (a) (vi) of the Act,
the Authority had indicated that it would analyse and assess the
implications of the principles and mechanics, relating to tariff fixation,

contained in the concession(s) of these airports and determine separately
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44.

45.

46.

47.

the form and manner in which its directions would be applicable to the
Indira Gandhi International Airport, New Delhi and Chhatrapati Shivaji

International Airport, Mumbai.

In the meantime the Authority had vide Order No0.10/2010-11 dated
10.12.2010 (relating to approval of X-Ray charges for domestic cargo
levied at IGI Airport, New Delhi) and Order No0.13/2010-11 dated
12.01.2011, inter alia, felt that OMDA signed between DIAL and AAIl was

not a “concession offered” by the Central Government.

In this background, MoCA, vide letter N0.AV.24011/001/2011-AD dated
30.5.2011, informed the Authority that "....... OMDA can be considered as
the principal document, because the right to Operate, Maintain, Develop,
Construct, Upgrade, Modernize, Finance and Manage the airport has been
given to the JVCs only under the provisions of clause 2.1 of OMDA. Hence,
without OMDA there is no utility of other agreements. Further, in all other
agreements cross referencing has been done to the provisions of OMDA for
interpretations of the provisions of other transaction documents. Also the
definition of the Project Agreements has only been inserted in Clause 1.1 of

OMDA and thus this includes all other Transaction Documents.”

The Authority has given full consideration to the advice of MoCA. The
Authority noted Section 13(1)(a)(vi) of the Act, speaks of a concession
offered by the Central Government which implies that the relevant

document:

(i) should be a “"Concession”
(ii) “Concession” should have been offered by the Central Government;
and
(iii) “Concession” should be in the form of any agreement or
memorandum of understanding or otherwise.
Further, the Authority noted that the provisions of the Act do not bind the
Authority to the provisions of any agreement nor circumscribe its process of
tariff determination on that account. Section 13 (1)(a)(vi) of the Act,
however, enjoins upon the Authority to take into consideration the
concession offered by the Government in any agreement, memorandum of

understanding or otherwise. Further, a “concession is a government grant
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48.

49.

50.

51.

for specific privileges” (Black’s Law Dictionary, Ninth Edition). The “airport”
being a subject matter of the Central Government (Entry 29, List I, Seventh
Schedule of the Constitution), that Government alone has the powers to
grant concession in respect of the airports. This position has been clearly
recognized and stated in the Greenfield Airport Policy, 2008 of the Central

Government.

As stated hereinabove, the Authority has deliberated on this matter vide
Order No. 10/2010-11 and Order No. 13/2010-11 regarding the issue of
OMDA and concessions offered by the Central Government as it is an
agreement between DIAL and AAI. Position taken in Order No.10/2010-11
has not been challenged by way of any appeal. Appeals filed by DIAL and
MIAL against Order 13/2010-11 have also been disposed off by the Hon'ble

Tribunal.

However, the Authority is cognizant of the fact that OMDA is an important
document governing the relationship between contracting parties and
functioning of the airport. Furthermore, as indicated in para 45 above, the
MoCA has stressed the primacy of OMDA amongst the Project Agreements

as being an important document.

It is relevant to mention here that sub clause (vii) of Section 13(1)(a) also
indicates that the Authority can take into consideration “any other factor
which may be relevant for the purposes of this Act”. In view of the stated
primacy of OMDA amongst the Project Agreements and the fact that SSA is
at many places cross referenced to OMDA, the Authority has decided to
take into consideration the provisions of OMDA, while determining tariff for
IGI Airport, in terms of Section 13(1)(a)(vii)of the Act. However, while
doing so, it would have to be ensured that the provisions of OMDA are
considered only to the extent these are not inconsistent with the provisions
of the Act; or to the extent these could be reconciled with the provisions of

the Act.

Similarly, as regards other agreements, (i.e., other than OMDA & SSA) the
provisions therein have also been considered, wherever possible, by the
Authority to the extent these are relevant for tariff determination in terms

of Section 13 (1) (a) (vii) of the Act.
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52.

53.

54.

55.

C. Guiding Principles for the Authority

The Authority vide its Order No. 13/2010-11 dated 12th January 2011 and
Guidelines embodied in Direction N0.5/2010-11 issued on 28" February
2011 had laid down the overall approach which it would adopt for
regulation of aeronautical services provided by the Airport Operators.
However, in view of provisions of Section 13(1)(a)(vi) of the Act, the
Authority had indicated that it would analyze and assess the implications of
the principles and mechanics, relating to tariff fixation, contained in the
concession(s) of these airports and determine separately the form and
manner in which its directions would be applicable to the Indira Gandhi
International Airport, New Delhi and Chhatrapati Shivaji International

Airport, Mumbai.

Following agreements (collectively referred to as the Project Agreements)
were entered in to at the time of restructuring of the IGI airport:
(i) Operation, Maintenance, Development Agreement (OMDA)
(ii) State Support Agreement (SSA)
(iii) Shareholders’ Agreement
(iv) CNS-ATM Agreement
(v) Airport Operator Agreement
(vi) State Government Support Agreement
(vii) Lease Deed

(viii) Substitution Agreement
(ix) Escrow Agreement

As indicated in para 45 above, MoCA have advised that the concession
offered by the OMDA and any of the other agreements listed under Clause
1.1 of OMDA, need to be considered as the “concession offered” by the
Central Government in terms of Section 13 (1) (a) (vi) of the Act. The
position in respect of consideration of the OMDA, and other agreements
(i.e., other than OMDA & SSA) as a relevant factor in terms of Section13
(1) (a) (vii) has been discussed, in paras 50 and 51 above, and the
Authority has taken these in to consideration while determining tariffs for

aeronautical services under Section 13 (1) (a) of the Act.

Provisions regarding “Tariff and Regulation” have been made in Chapter XII
of OMDA. It is stated in clause 12.1.2 that “The JVC shall at all times

ensure that the Aeronautical Charges levied at the Airport shall be as
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56.

57.

determined as per the provisions of the State Support Agreement.” Thus,
in respect of tariff, cross referencing has been done in OMDA to the

provisions of SSA.

In clause 3.1 of the SSA following provisions have been made regarding
tariff:

"3.1.1 GOI’s intention is to establish an independent airport economic
regulatory authority (the “Economic Regulatory Authority”), which will be
responsible for certain aspects of regulation (including regulation of
Aeronautical Charges) of certain airports in India. GOI agrees to use
reasonable efforts to have the Economic Regulatory Authority established
and operating within two (2) years from the Effective Date. GOI further
confirms that, subject to Applicable Law, it shall make reasonable
endeavours to procure that the Economic Regulatory Authority shall
regulate and set/ re-set Aeronautical Charges, in accordance with the broad
principles set out in Schedule 1 appended hereto. Provided however, the
Upfront Fee and the Annual Fee paid/payable by the JVC to AAI under the
OMDA shall not be included as part of costs for provision of Aeronautical

Services and no pass-through would be available in relation to the same.

3.1.2 The Aeronautical Charges for any year during the Term shall be
calculated in accordance with Schedule 6 appended hereto. For abundant
caution, it is expressly clarified that the Aeronautical Charges as set forth in
Schedule 6 will not be negotiated post bid after the selection of the
Successful Bidder and will not be altered by the JVC under any

circumstances.”

Schedule 1 of the SSA provides that “...in undertaking its role, AERA will

(subject to Applicable Law) observe the following principles:

1. Incentives Based: The JVC will be provided with appropriate incentives
to operate in an efficient manner, optimising operating cost,
maximising revenue and undertaking investment in an efficient,
effective and timely manner and to this end will utilise a price cap
methodology as per this Agreement.

2. Commercial: In setting the price cap, AERA will have regard to the
need for the JVC to generate sufficient revenue to cover efficient
operating costs, obtain the return of capital over its economic life and
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achieve a reasonable return on investment commensurate with the
risk involved.

3. Transparency: The approach to economic regulation will be fully
documented and available to all stakeholders, with the Airports and
key stakeholders able to make submissions to AERA and with all
decisions fully documented and explained.

4.  Consistency: Pricing decisions in each regulatory review period will be
undertaken according to a consistent approach in terms of underlying
principles.

5.  Economic Efficiency: Price regulation should only occur in areas where
monopoly power is exercised and not where a competitive or
contestable market operates and so should apply only to Aeronautical
Services. Further in respect to regulation of Aeronautical Services the
approach to pricing regulation should encourage economic efficiency
and only allow efficient costs to be recovered through pricing, subject
to acceptance of imposed constraints such as the arrangements in the
first three years for operations support from AAI.

6. Independence: The AERA will operate in an independent and
autonomous manner subject to policy directives of the GOI on areas
identified by GOI.

7.  Service Quality: In undertaking its role AERA will monitor, pre-set
performance in respect to service quality performance as defined in
the Operations Management Development Agreement (OMDA) and
revised from time to time.

8. Master Plan and Major Development Plans: AERA will accept the
Master Plan and Major Development Plans as reviwed and commented
by the GOI and will not seek to question or change the approach to
development if it is consistent with these plans. However, the AERA
would have the right to assess the efficiency with which capital
expenditure is undertaken.

9. Consultation: The Joint Venture Company will be required to consult
and have reasonable regard to the views of relevant major airport
users with respect to planned major airport development.

10. Pricing responsibility: Within the overall price cap the JVC will be able
to impose charges subject to those charges being consistent with
these pricing principles and IATA pricing principles as revised from
time to time including the following:

(i) Cost reflectivity: Any charges made by the JVC must be allocated
across users in a manner that is fully cost reflective and relates
to facilities and services that are used by Airport users;

(ii) Non discriminatory: Charges imposed by the JVC are to be non
discriminatory as within the same class of users.;

(iii) Safety: Charges should not be imposed in a way as to discourage
the use of facilities and services necessary for safety;

(iv) Usage: In general, aircraft operators, passengers and other users
should not be charged for facilities and services they do not use.”
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58.

59.

60.

It appears that the principles laid out in the SSA are broadly consistent with
the Authority’s regulatory philosophy and approach as stated in Order
No0.13/2010-11 and the Guidelines embodied in Direction No.05/2010-11
dated 28.02.2011. However, there are certain important provisions in
Schedule 1 of SSA which are at variance with the approach decided by the

Authority in respect of other airports which can be summarized as under:

(i) Shared Till - 30% of the gross revenue generated by the JVC from
revenues share assets shall be used to subsidise Target Revenue.
The costs in relation to such revenue shall not be included while

calculating aeronautical charges.

(ii) Hypothetical RAB - The opening RAB for the first regulatory period

would be the sum total of the Book Value of the Aeronautical
Assets in the books of the JVC and the hypothetical regulatory
base computed using the then prevailing tariff and the revenues,
operation and maintenance cost, corporate tax pertaining to
Aeronautical Services at the Airport, during the financial year

preceding the date of such computation.

(iii) No cost pass through - (read with Clause 3.1.1)-the Upfront Fee

and the Annual Fee paid/payable by the JVC to AAIl under the
OMDA shall not be included as part of costs for provision of
aeronautical services and no pass through would be available in

relation to the same.

In addition to Schedule 1, some relevant provisions regarding Aeronautical
Charges have been made in Schedule 6 of the SSA as well, which are as
under:

(i) The first control period to commence from the commencement of

the fourth year after the Effective Date

(i) Year on year determination of tariff
It is observed that the draft of the SSA formed part of the bid documents in
respect of IGI Airport. Further, the provisions of the SSA have to be read
together and consideration of such provisions in isolation may tantamount
to cherry picking. In view of this, it has been a consistent view of the
Authority that the provisions of the SSA should be taken on board as far as

these are consistent with the provisions of the Act. Further, the provisions
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of SSA should also be reconciled to the extent possible with the provisions
of the Act. It is only where the provisions of the SSA are not consistent with
the Act and cannot be reconciled thereto, a deviation may need to be

made.
61. In view of the:
(i) provisions of Section 13 (1) (a) (vi) and (vii) of the Act; and

(i) the fact that with respect to evolving its regulatory philosophy and
approach for economic regulation of Airport Operators to give effect
to its mandate under the Act, the Authority had undertaken extensive
consultations with stakeholders, carefully perused all submissions,
views and opinions expressed by stakeholders and had issued its
Order No. 13/2010-11 dated 12th January 2011 in the matter;

the Authority proposes to adopt the following approach towards

determination of tariffs for aeronautical services provided by DIAL:

(i) Be guided by provisions of the SSA read with the provisions of OMDA
and other agreements as far as these are consistent with provisions

of the Act; and

(i) Wherever possible, have recourse to principles of tariff determination
contained in Order No. 13/2010-11 dated 12th January 2011 and
Guidelines embodied in Direction No05/2010-11 issued on 28"
February 2011.

- ]
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62.

63.

64.

65.

66.

D. Issues under consideration

1. Regulatory Period

DIAL have made a five year tariff filing for the five-year block comprising
2009-10 to 2013-14 as the first regulatory period (comprising past financial
years 2009-10 and 2010-11, current financial year 2011-12 and future
financial years 2012-13 and 2013-14). In the original proposal a collection
period of the revised tariff has been considered from 1% September 2011 to
31°% March 2014. Subsequently the collection period has been revised and
indicated as 1° February 2012 to 31°% March 2014. Considering the
timelines involved, the Authority considers that the collection period w.e.f

01.04.2012 may be practicable.

Section 13 (2) of the Act requires that "the Authority shall determine the
tariff once in five years and may if so considered appropriate and in public
interest, amend, from time to time during the said period of five years, the

tariff so determined.”

The SSA authorizes DIAL, under clause 3.1.2 and Schedule 6, to levy
Aeronautical Charges for various Aeronautical Services at the rates set
forth in Schedule 8, for a period of two years from the Effective Date.
Further, Schedule 6 also requires that from the commencement of 4th year
after the Effective Date, Aeronautical Charges will be set by Economic
Regulatory Authority/Gol in accordance clause 3.1.1 read with Schedule 1
of the SSA.

It is submitted that, one of the Principles of Tariff Fixation, provided under
Schedule 1 of the SSA, pertains to provision of: “appropriate incentives to
operate in an efficient manner, optimising operating cost, maximising
revenue and undertaking investment in an efficient, effective and timely
manner and to this end will utilise a price cap methodology as per this
Agreement (SSA)”.

The principle of Consistency refers to “pricing decisions in each regulatory
review period” and the illustrative example relates to a five-year regulatory

period.
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67.

68.

69.

70.

71.

In view of the above, it is apparent that in terms of the provisions of
Section 13 (2) of the Act, and consistent with provisions of the SSA, tariffs

would need to be determined for a five-year regulatory period.

Another issue which arises for the consideration of the Authority is the date
of commencement of the first regulatory period. In this regard the guidance

is available in Schedule 6 of the SSA which envisages that:

"From the commencement of the fourth (4th) year after the Effective Date
and for every year thereafter for the remainder of the Term, Economic
Regulatory Authority / Gol (as the case may be) will set the Aeronautical
Charges in accordance with Clause 3.1.1 read with Schedule 1 appended to

”

this Agreement.......
Schedule 1 of the SSA also provides that

“If despite all reasonable efforts of the GOI, AERA is not in place by the time
required to commence the first regulatory review, the Ministry of Civil
Aviation will continue to undertake the role of approving aero tariff, user

charges, etc.”

It may be observed that clause 3.1.2 and Schedule 6 of the SSA provide for
tariffs to be determined from the commencement of fourth year after the
“Effective Date” which has been defined as under, as per clause 1.1 of the
OMDA:

"Effective Date” means the date on which the Conditions
Precedent have been satisfied or waived according to the terms

hereof.

3" May 2006 has been taken as the Effective Date for DIAL. This would
imply that the first regulatory period should technically commence from 3™
May 2009 and end on 2" May 2014.

In terms of requirements of information for tariff determination,
information already / normally maintained by DIAL and other entities for
financial years followed in our country i.e. 1% April to 31% March of the

subsequent year, the above periodicity would imply that :

() The information would need to be segregated for a number of

periods:
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72.

73.

74.

- 3" May 2009 - 31°%* March 2010;

- 1% April 2010 - 2" May 2010;

- 3" May 2010 - 31°" March 2011;

- 1% April 2011 - 2" May 2011;

- 3" May 2011 - 31% March 2012;

- 1% April 2012 - 2" May 2012;

- 3" May 2012 - 31 March 2012;

- 1% April 2013 - 2" May 2013;

- 3" May 2013 - 31°" March 2014

- 1% April 2014 - 2" May 2014;
at times requiring adoption of certain approximations and
assumptions especially on operational data;

(i) Analyses of such information would not necessarily correspond to
analyses of other information that may be available on relevant

aspects.

In view of the above, the Authority is of the opinion that it is more
practicable to consider the regulatory period from 1% April 2009 to 31°%
March 2014, i.e., in line with the normal Financial Years(s) reckoned in the
country. This approach would imply consideration of an additional period
from 1% April 2009 to 2™ May 2009 (a period of 32 days) in the first
regulatory period while implying consideration of the period from 1% April
2014 to 2" May 2014 (a period of 32 days) in the next regulatory period.
However, in view of the issues in data segregation and analyses mentioned
above, the consideration of the regulatory period from 1% April 2009 to 31%*
March 2014 is more practicable. DIAL have also made its filings

accordingly.

In view of the position indicated above, determination of tariffs for the first
regulatory period for DIAL will be effected during the 3™ year of the
regulatory period. Also, determination and notification of revised tariffs for
aeronautical services, after stakeholder consultation, would only be possible
towards the end of the current FY 2011-12. As stated hereinabove the new

tariff are likely to be operationalized only w.e.f. 01.04.2012.

DIAL, in one of its submissions, suggested that to smoothen the price path,
the Authority may consider elongating the tariff regime over the next
regulatory period so that the increase in tariffs would not be affected over
the next two years but over the next seven years. However, this proposal

does not appear to be acceptable for the following reasons:
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75.

)

(iii)

Section 13(2) of the Act and SSA contemplate a five year regulatory
period. While tariff can be amended within this period of five years
in public interest, there is no provision in law to extend the

regulatory period.

In the instant case, DIAL have estimated the Target Revenue for
each of the five years in the regulatory period, only its recovery is
proposed to be spread over the next regulatory period. If this
proposal is accepted, it would mean that in the next regulatory
period, the users would have to pay for not only the Target
Revenue and Price Cap determined for that regulatory period but
also the balance of the present regulatory period. It is possible that
due to the fact that DIAL have only recently undertaken a major
capital expansion programme, the Target Revenue requirement for
the next regulatory period may not be as high as the current period.
Further, the recovery would be spread over the entire regulatory
period whereas, in the present case, three years would have
already elapsed by the time recovery of revised tariff commences.
However, in the absence of estimates/ figures for the next
regulatory period, it is not possible to take a definitive view about
the expected price path therein. In the circumstances, if this
proposal were to be accepted, the Authority would be open to the
challenge that it has postponed the problem without any factual

data based evaluation.

DIAL have proposed that the recovery, if spread over the next
regulatory period, should be allowed on NPV basis. Thus, it would
involve a proportionately higher burden on the users though the

price path may be smoothened to a certain extent.

In view of the above, the Authority proposes that the first regulatory period
may be reckoned from 1°° April 2009 to 31%" March 2014 and recovery of
the revised tariff may be contemplated with effect from 1° April, 2012 up to
31°%" March 2014, i.e., the end of the first regulatory period.
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2. Regulatory Building Blocks

76. DIAL have determined the Target Revenue (TR) by aggregating terms in

the following formula:
TR = RAB; x WACC;+ OM; + D; + T, - S;
Where;

¢ RAB: Regulated Asset Base pertaining to Aeronautical Assets only. The
Assets other than Aeronautical Assets will be excluded from the scope of
RAB.

¢ WACC: Weighted average cost of capital

¢ OM: Efficient Operating and Maintenance costs pertaining to aeronautical

services.

e D: Annual Depreciation charged on aeronautical assets based on

depreciation reference rates prescribed as per the Companies Act, 1956
e T: Corporate Income taxes pertaining to aeronautical services only.
e i: Number of year in the regulatory control period

e S: Subsidy to the extent of 30% of the Gross Revenue generated from

the Revenue Share Assets, which are defined to include:

a. Non Aeronautical Assets;
b. Assets required for provision of aeronautical related services not

included in the Non Aeronautical Assets

77. DIAL's submissions and the observations on the individual elements /
regulatory building blocks in the above formula are presented in the

following sections / paragraphs.
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Regulatory Asset Base (RAB)

Project Cost

78.

DIAL submitted a project cost of Rs.12,857 crores in respect of
modernization of IGI Airport, New Delhi as part of their tariff application.
DIAL stated that this project cost of Rs.12,857 crores has been approved
by the DIAL Board and the same was submitted to the Authority for
approval in March’ 2010. The Authority vide its Consultation paper
No0.02/2011-12 dated 21.04.2011 considered an amount of Rs.12760
Crores as the final project cost. DIAL further submitted that they have
responded to the proposed disallowances and requested the Authority to
consider the entire amount for tariff calculation even if the some part is
disallowed for DF purposes. DIAL, accordingly, considered for the purpose
of determining its RAB an amount of Rs.12,857 crores while making
appropriate adjustment for removing Upfront fee to AAl while determining
RAB.

Observation on Project Cost

79.

80.

The capital cost for the expansion and modernization of DIAL, as per the
finalized Master Plan, was estimated to be Rs.8975 crores in December
2007. However, during the construction phase there was an escalation of
cost over the initial estimate. Finally, according to the submissions made by
DIAL, the project cost increased to Rs. 12,857 Crores. The Authority had
considered this issue in detail and issued a Consultation Paper No.02/2011-
12 on 21° April, 2011 indicating that, tentatively and subject to the
stakeholder’s comments, it was inclined to take the final project cost at
Rs.12059.01 Crores at stage 1. After including the cost not incurred (as on
31.03.2010) amounting to Rs.701 crores, the total allowable project cost
was tentatively indicated to be Rs.12760.01 crores at Stage 2. Full details
of the reasoning of the Authority are given in the said Consultation Paper
N0.02/2011-12 dated 21°* April, 2011.

The Authority has, after considering the stakeholders comments on the
aforementioned Consultation Paper, issued the DF Order thereby

determining the allowable project cost, the rate and period of levy of DF.
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The allowable project cost as per the DF Order is Rs.11801.86 crores at
Stage 1 and Rs.12502.86 crores at Stage 2 (including costs not incurred as
on 31.03.2010).

New ATC Tower

81. DIAL, in their tariff application, projected a capitalization of Rs.350 crore in
2013-14 on account of New ATC Tower and associated works.
Subsequently, DIAL also submitted a revised monetization schedule for DF
in 2011-12, 2012-13 and 2013-14 corresponding to the New ATC Tower
amounting to Rs. 80 crores, Rs. 150 crores and Rs. 120 crores, respectively

in the three years.

82. MoCA had informed, at the time of consultation in respect of levy of DF,
that in terms of the CNS-ATM agreement, DIAL are obligated to construct
the New ATC tower and associated facilities and, therefore, needed to bear

the cost.

83. However, the ATC Tower would not be used by DIAL for provision of any
aeronautical service(s) that need to be considered under the present multi-
year tariff determination. The shifting/ construction of the New ATC Tower
has been proposed pursuant to the CNS-ATM Agreement between AAI and
DIAL. Accordingly, though the cost of Rs. 350 crores has been considered
as part of the Total Project Cost for the purposes of levy of DF, the same
cannot be included in the capital expenditure/RAB estimates for the
purpose of determination of tariffs for aeronautical services provided by
DIAL.

84. The Authority, accordingly, proposes to disallow the projected capitalization
of Rs.350 crores related to the New ATC Tower in RAB in 2013-14 for the
purpose of determination of aeronautical tariffs. Consequentially, the
monetization of DF related to ATC tower as submitted by DIAL is not being
considered for the purpose of the current determination of aeronautical

tariff.
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Computation of Regulatory Asset Base (RAB)

85. DIAL have computed the RAB, representing aeronautical assets, for the

purpose of their tariff application, as under:

RAB at the

start of a

year/period

(Opening
RAB)

Projected
capital
investment

Projected
depreciation =

RAB at the
end of a
year/period
(Closing
RAB)

86. DIAL calculated RAB for each year as the average of the opening and the

closing RAB. Changes in RAB have been submitted to have been computed

by applying the aforesaid methodology. Further, the return has been

proposed to be calculated on average RAB.

(Amount
in Rs.
Crores)

2006-07

2009-10

2010-11

2011-12

2012-13

2013-14

Opening
RAB

12007-08

~ [2008-09

w
N

N
©
)
\l

w

10,538

L
w
=
N

L
©
®
o

Investme
nt

1,784

oo

w| o
N| N
a| N

606

181

550

Deletion/
Disallowa
nce

18

Depreciat
ion &
Amortiza
tion

48

144

282

365

370

404

Assets
funded
out of DF

1,827

1,449

138

109

Financing
Allowanc
e During
Construc
tion

645

Hypothet
ical Asset
Base

1,119

Closing
RAB

58

132

2,987

3,677

10,538

9,312

8,986

9,023

Average
RAB for
Return

29

95

1,559

3,332

7,108

9,925

9,149

9,004
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87. DIAL have applied following principles for computation of RAB:

88.

4

Opening RAB is calculated based on the historical cost of assets
created by the airport. In addition to above a value is determined on
the assets acquired on privatization (Hypothetical Asset Base) in line
with the SSA.

Working Capital is not included in the RAB.

Capital expenditure during the relevant year is added to the RAB.

In addition to the interest during construction, additional
capitalization for the financing allowance being the amount due on
equity invested (including quasi-equity), foregone at the WIP stage,
has been considered as part of RAB as Financing Allowance. However
the same has been considered only up to the date of actual
capitalization of assets.

Upfront fees and pre-operative expenses, incurred by DIAL towards
bid preparation are considered as inadmissible and therefore not
included in RAB.”

Further, the following approach has been adopted by DIAL for firming up

RAB during the regulatory period:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

Financial year 2009-10 has been taken as the first year of the control

period.

Opening RAB has been firmed up by aggregating the aeronautical
assets as on the last day of the previous year.

Addition and deletion thereafter during 2009-10 and 2010-11 has
been taken as per audited financial statements.

For the financial year 2011-12, 2012-13 and 2013-14, Capex is
projected and added to the respective years.

Apart from above an addition of financing allowance on WIP during
construction period, to extent of Rs. 645.1 Crores, has been added to
the RAB.

Further, an amount of Rs.17.50 Crores spent towards Runway 10/28
rehabilitation, has been reduced from RAB in FY 2011-12 due to
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disallowance of the same as capital expenditure proposed by AERA

(and the same has been treated as revenue expenditure).

(vii) Additions in 2011-12 and onwards are on account of:

a. Project cost pending capitalization and also finalization due to
on-going closure of contracts, etc.

b. An amount of Rs.93 Crores for 2011-12, Rs.183 Crores for
2012-13 and Rs.200 Crores for 2013-14 towards Capex that
would be necessitated at the airport.

c. On-going New ATC tower works”

89. DIAL have

addition figures, as on 31°" March 2011 (Rs in crores) as follows:

provided the following year-wise and category-wise asset

Category 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11
Building 1.43 7.46 372.16 508.23 | 5,487.05
Plant &

Machinery 4.04 3.59 382.44 128.17 | 3,381.57

Computer 4.76 8.95 32.15 25.91 7.4
Furniture &

Fixtures 1.96 1.04 15.02 18.14 104.2
Intangibles 195.5 - - 257.07 -

Office
Equipments 2.66 5.36 14.06 8.86 2.41
Vehicles 1.14 12.46 2.1 0.46 0.86
Land - - - - -
Runway,

Taxiway &

Apron - 45.55 986.55 24.27 499.07

Total 211.50 84.41 1804.47 971.12 | 9482.54

Observations on the computation of RAB

90. While reviewing the submissions made in respect of computation of RAB,

DIAL were requested to submit clarifications/Auditor Certificates in respect

of the followi

ng:

() The historical year-wise and category-wise Asset Addition and CWIP

figures;

and

(ii) The historical year-wise and category-wise breakup of deletions and

forex adjustment to the fixed assets
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91.

92.

93.

94.

95.

In response, DIAL have submitted the following -certificates for

consideration of the Authority:

() The historical year-wise and category-wise Asset Addition and CWIP

figures.

(ii) The historical year-wise and category-wise breakup of deletions and
forex adjustment to the fixed assets
(iii) The historical year-wise and category-wise Asset Addition and CWIP

figures in accordance with Income Tax Act, 1961

The Auditor certifications for category-wise historical asset additions and
certain differences identified in the category-wise breakup as well as year-
wise total asset additions have been reviewed. Consequently, the historical
year-wise and category-wise asset addition values were updated in the

financial model submitted by DIAL, based on the Auditor’s certificate.

The year-wise and category-wise asset addition figures, as on 31° March

2011, based on DIAL's Auditor Certificate are presented as below:

2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11
Building 1.43 47.71 477.03 482.74 5,672.34
Plant & Machinery 4.35 3.65 395.86 114.81 3,208.92
Office Equipment
and Computer 8.65 14.97 65.84 15.2 9.32
Furniture &
Fixtures 3.87 2.11 15.53 17.63 104.16
Vehicles 1.14 15.23 2.1 0.46 0.86
Intangibles 195.5 - - 257.08 -
Runway, Taxiway
& Apron 0 - 935.25 1.48 498.59
Total 214.94 83.67 1891.61 889.4 9494.19

The Auditor had certified consolidated figures for Office Equipment and

Computer.

Computers based on ratio as per DIAL's tariff submission.

The same have been split between Office Equipment and

The year-wise and category-wise asset deletion and forex adjustment

figures, as on 31st March 2011, based on DIAL’s Auditor Certificate are as

follows:
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2006-07 2007-08 2008-09 2009-10 2010-11
49 o 4 9 9
S 3 S 3 3
s | 5| §| 5| 8| _§| s S 5
Q |8 & [e] & [ €| & | €% S g 2
Building 0.00| 0.00| 0.00| 0.00| 0.00| 0.00| 0.00 0.00 0.00 7.10
Runway, 0.00| 0.00| 0.00| 0.00| 0.00| 0.00| 0.00 0.00 0.00 0.44
Taxiway &
Apron
Plant & 0.00| 0.00| 0.00| 0.00| 0.00| 0.00| 0.43 0.00 0.00 3.98
Machinery
Office 0.00| 0.00| 0.14| 0.00| 0.00| 0.00| 1.83 0.00 0.00 0.00
Equipment
and Computer
Furniture & 0.00| 0.00| 0.63| 0.00| 0.00| 0.00| 2.38 0.00 0.00 0.13
Fixtures
Vehicles 0.00| 0.00| 0.00| 0.00| 0.00| 0.00| 2.77 0.00 0.00 0.00

96. The net additions based on the figures / information indicated in paras 93

to 95 above is presented below. Since these figures are duly certified by

the Auditors,

the same have been used for further

analysis and

determination. The consolidated figures (i.e., after taking into account asset

additions and deletion) are as under :
2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11

Building 1.43 47.71 477.03 482.74 5,665.24
Plant & Machinery 4.35 3.65 395.86 114.38 3,204.94
Computer 5.55 9.36 45.81 11.33 7.03
Furniture &

Fixtures 3.87 1.47 15.53 15.25 104.03
Intangibles 195.5 - - 257.08 -
Office Equipments 3.1 5.47 20.03 2.04 2.29
Vehicles 1.14 15.23 2.1 -2.31 0.86
Land 0 - - - -
Runway, Taxiway

& Apron 0 - 935.25 1.48 498.15
Total 214.94 82.89 | 1891.61 881.99| 9482.54
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Allocation of Assets

97.

98.

DIAL have in their submission stated that in a hybrid model, cost and
assets are to be allocated for determining the target revenue over the
regulatory period. Further, considering that the OMDA and the SSA define
and also make a distinction amongst the following terms viz., Aeronautical
charges; Aeronautical services; Aeronautical assets; Non-aeronautical
assets and Non-transfer assets. DIAL in their submission have made these

distinctions and the assets have been segregated and allocated.

DIAL have submitted that based on the list of activities to be included in
aeronautical services (OMDA Schedule 5), following key principles have

been considered by them in allocating costs and assets :-

“1. Full allocation: No Items should be missed out in allocation
exercise.
2. Attribution quality: The methodology of measurement must be

credible.

3. Relevance: The allocation must be used based on the relevant
usage of that area.

4. Consistency: The methodology adopted must be applied

consistently.

5.  Continuity: The methodology adopted for allocation of assets must

also continue to apply to costs.

6. Avoidable Cost: the primary activity of the airport is to provide
aeronautical services and the users should bear their full cost. The
resources essential to the primary activity of operation of the
airport, even if there were no secondary (non-aeronautical) should
be allocable to aeronautical activities. Where, however, the
presence of non-aeronautical activities has generated an additional
requirement for space or facilities, which would otherwise have not
been needed, these resulting avoidable costs should be regarded in

full as non-aeronautical.

7. Transparency: The allocation must be carried out in a transparent

manner.”
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99. In the allocation exercise the total assets of the airport have been classified

under the following categories:

— Aeronautical
— Non-Aeronautical and
— In-Admissible Asset
100. DIAL submitted that they have adopted the following methodology for the
allocation of the total assets (as reproduced from DIAL’s concept document
for allocation of assets, attached with the Auditors Certificate dated
15.06.2011):

“1. Firstly, the admissibility test has been applied to all assets in the books.
The Upfront Fee paid to AAI, capitalized as Intangible asset, has not
been considered as part of Aeronautical Asset since it is not mandated to
be classified under Aeronautical Assets as per SSA. As such this has been
tagged as In-Admissible Assets.

2. On the balance assets: Asset which directly related to an activity covered
under Schedule 5 of OMDA is tagged as Aeronautical. Assets on airside
are classified into Aeronautical Assets and are 100% allocable to the
Aeronautical Assets. Investment in assets like Runways, Drainage and
Culverts, Taxiways, Aprons and Bays, Airfield Ground Lighting 'AGL’,
Satellite rescue and fire station, perimeter roads, boundary wall, Sub-
stations etc. have been allocated as Aeronautical.

3. Terminals: The investment in cargo terminal is considered as non-
aeronautical as the same is covered as Non-Aeronautical Service as per
Schedule 6 of OMDA. In case of the passenger terminal building ‘PTB’s,
they are primarily used for passenger processing and facilitation. PTB’s
are therefore aeronautical asset except in where such area is clearly
identified to retail or commercial activity which are classified as Non-
Aeronautical Asset.

4. Assets which are not directly allocable to either aeronautical or non-
aeronautical are classified as mixed assets. In case such assets are
related or located to a particular terminal the same has been allocated
based on that terminals area allocation mix.

5. Assets which have common usage and support the overall functioning of

the management of the airport for example Administrative office
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furniture, laptops etc. have been allocated on the overall terminal area
mix of Indira Gandhi International Airport.

6. For terminal assets, as advised by Airport Consultancy firm Jacobs
Consultancy the floor area has been used for allocation of aeronautical
and non-aeronautical Terminal capex. A separate exercise of allocation of
terminal areas was carried out by Jacobs Limited. A certificate to this
effect obtained from them. The Aero Non aero classification obtained in
the aforesaid exercise for the respective terminal areas is as under

Summary of Area Allocation of all Passenger Terminal Assets at IGIA

Passenger Terminal Aeronautical Non-Aeronautical

Area (%) Area (%)
Terminal 3 82.32 17.68
Terminal 1A 96.00 4.00
Termi