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To, 
The Chairperson, 
Airports Economic Regulatory Authority of India 
AERA Building, Administrative Complex, 
Safdarjung Airport, Aurobindo Marg, 
New Delhi – 110003. 
 

Kind Attention: Shri S. Machendranathan 
 
Subject: Comments & submissions of the Federation of Indian Airlines (FIA) tendered in 
response to the Authority’s Consultation Paper No. 10/2015-16 dated 16.03.2016 (“the 
Consultation Paper”) for the period 01.04.2014 – 31.03.2019 (“2nd Control Period”) 
 
Dear Sir, 
 
On behalf of the member airlines, Federation of Indian Airlines (“FIA”) is hereby placing 
submissions in response to the Consultation Paper No.10/2015-16 dated 16.03.2016 (“the 
Consultation Paper”) for the period 01.04.2014 – 31.03.2019 (“2nd Control Period”), issued 
by the Airports Economic Regulatory Authority (“the Authority”). 
 
FIA notes that the Authority proposes to recalculate the CPI-X factor w.e.f 01.05.2016. 
Further, the Authority has calculated the actual target revenue based on ARR for the 2nd 
Control Period, resulting in increase of -7.20% in CPI-X, with X-factor of 12.30%. FIA also 
observes that certain proposals and contents of the Consultation Paper may be revisited as 
part of the consultation process to reduce the burden on the consumers, and bring 
regulatory clarity.  
 
Enclosed are FIA’s Comments along with the Index and attachments for Authority’s kind 
perusal, while reserving rights to file additional response in case more requisite 
information/documents are made available. 
 
Thanking You, 
 
Yours Sincerely, 
 
For and on behalf of the Federation of Indian Airlines, 

 
Ujjwal Dey 
Associate Director 
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SUBMISSIONS ON BEHALF OF THE FEDERATION OF INDIAN AIRLINES 

I. Introduction 

1. On behalf of the member airlines, Federation of Indian Airlines (“FIA”) is hereby placing 

submissions in response to the Consultation Paper No.10/2015-16 dated 16.03.2016 (“the 

Consultation Paper”) for the period 01.04.2014 – 31.03.2019 (“2nd Control Period”), issued by the 

Airports Economic Regulatory Authority (“the Authority”) while reserving its rights to file a more 

detailed response once requisite information/documents are made available.  

2. FIA notes that the Authority proposes to recalculate the CPI-X factor w.e.f 01.05.2016. 

Further, the Authority has calculated the actual target revenue based on ARR for the 2nd Control 

Period, resulting in increase of -7.20% in CPI-X, with X-factor of 12.30%.1 FIA also observes that 

certain proposals and contents of the Consultation Paper may be revisited as part of the 

consultation process to reduce the burden on the consumers, and bring regulatory clarity. FIA is 

therefore providing its comments on the Consultation Paper.  

3. It is submitted that the following gaps/lacunae must be addressed before concluding the 

present proceedings:-  

3.1 The Consultation Paper does not make any specific reference to the Appeal No. 11 of 2013 

(“the Appeal”) which is pending before the Airport Economic Regulatory Authority Appellate 

Tribunal (“the Appellate Tribunal”). The Appeal has been filed by FIA challenging the legality and 

validity of the Authority’s order numbered 32/ 2012 – 13 dated 15.01.2013 (“the Previous Order”). 

In the said Appeal, FIA has, inter alia, prayed to dismiss the Shared Till Approach adopted by the 

Authority as the same is in violation of statutory framework which lays down the Single Till 

Approach. It is submitted that the Authority ought to have made the outcome of the Consultation 

Process subject to the decision of the Appellate Tribunal in the aforesaid Appeal. 

3.2 The Authority has proceeded to accept the submissions of MIAL with regard to the Project 

Cost and accordingly proposes to allow escalation thereof. In terms of Paragraph No. 5.39 of the 

Consultation Paper, the revised project cost computed by the Authority works out to be Rs. 

11,894.31 crores (excluding the cost disallowed & deferred during first control period). Further, 

capital and operational capital expenditure of Rs 754 cr and Rs 857 cr respectively are proposed to 

be considered as part of RAB in second control period without any independent technical evaluation 

3.3 With specific reference to MIAL’s claim of this revenue stream under revenue from non-

transfer assets, Authority has noted that the revenue is from land lease, and the concerned land 

was leased before the formation of the MIAL JV. Authority has stated that it is not clear that these 

assets novated to MIAL by AAI fall under the land earmarked for commercial development. 

However, assuming that these properties fall under the commercial area, the Authority has not 

taken these revenues into consideration for tariff determination for the time being. However, in 

case it is proved that these assets fall outside the commercial area, these revenues will have to be 

taken as part of Non-aeronautical revenue and 30% of the same shall have to be taken towards 

 
1 Refer Pages 306-307 of the Consultation Paper 



Submissions of FIA_16.04.2016: Authority’s Consultation Paper No.10/2015-16 titled “Determination of Aeronautical Tariff 
in respect of CSI Airport, Mumbai, for the 2nd Control Period (01.04.2014-31.03.2019)” 

 

2 
 

tariff determination. The Authority has proposed that the Authority will consider the views of the 

Ministry of Civil Aviation (“MoCA”) and the AAI. Pursuant to the same, the Authority will decide 

the issue of applying the proceeds of land monetization towards the computation of aeronautical 

tariff. The Authority may exemplify the ‘Non – Transfer Asset’ as defined in the Operation, 

Management and Development Agreement (“OMDA”), and its practical implementation. 

Considering the fact that the Authority has agreed with the fact commercial development has taken 

place on the land which is a non – transfer asset, the Authority ought to have included the amounts 

of land monetization towards the computation of aeronautical tariff. 

3.4 Highly inflated RAB recovered over a shorter period of ~ 14 years whereas the concession 

period is of 30 years. MIAL has adopted depreciation rates as per useful life of assets specified in 

The Companies Act 2013, as per the provisions of the Concession Agreement (OMDA and SSA), 

which is not representative of the economic useful life of the asset. Also, as per Companies Act, 

2013 there is sharp decline in the accounting life of assets, which has significantly increased 

depreciation expense. , consequently impacting aeronautical tariff. The Authority ought to have 

considered the issue of depreciation in the light of the provisions of the Companies Act, 2013 (“the 

Companies Act”) It is submitted that Part B Schedule II of the Companies Act stipulates that the 

useful life of an asset which may be arrived at by a regulatory authority shall be considered for the 

purposes of depreciation. However, the Authority is yet to notify the applicable rate of depreciation 

for the aviation sector. Proviso to the Section 129(1) of the Companies Act requires the financial 

statements to be prepared in accordance with the accounting standards. Therefore, pending the 

Authority arriving at the applicable rate of depreciation for the aviation sector, the Authority should 

consider arriving at the depreciation rates, as per the provisions of the Companies Act, read with 

the relevant accounting standards. 

3.5 Non Aeronautical Revenues projected on a broad basis: Per para 14.66 of CP10/2015-16, 

Non-aeronautical revenue has been divided into 4 sub-categories – retail licenses revenue, rent & 

services revenue and cargo revenue and other income. The evaluation of each head under these 

sub-categories has been done a case by case basis by the Authority. The Compounded Average 

Growth Rate (CAGR) for Non-aeronautical revenues comes out to be 10% in the second control 

period whereas CAGR in the first control period works out to be 15% as reflected in tables below, 

hence, it appears that Authority has considered lower growth projections for non aeronautical 

revenues for second control period. It is submitted that the Authority should reasonably estimate 

or appoint a consultant to determine revenue from these services as it may not be appropriate to 

burden the airlines and passengers with higher tariff in this control period and provide relief for the 

same in subsequent period.  

3.6 Without considering past trends, productivity improvements and cost drivers, the 

Authority has determined Operating Expenditure on a very broad basis: Per proposal 12.C of the 

consultation paper, the Authority has considered actual operating and maintenance costs for 

FY2014-15 as the base for projection of operation and maintenance costs for the second control 

period. Authority has adopted different attributes (CPI inflation, agreements executed, % of fixed 

assets) for forecasting operating expenditure and in most of the cases relied on projections made 
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by MIAL. Operating expenditure is one of the major component for determining ARR(~ 49% of ARR), 

hence, the Authority should have evaluated these expenses in detail rather than broadly relying on 

projections and basis provided by MIAL. Hence, the approach of the Authority for reviewing the 

operating expenditure is not in line with provision of Airport Guidelines and even international 

regulatory procedures. 

3.7 Due to delay in submission of relevant information for determination of aeronautical tariff 

has delay the tariff fixation process and already diminished the effective Control Period by atleast 

2 years. It will eventually lead to exponential increase in aeronautical tariff and the burden of which 

is loaded on passengers. However, we would recommend authority to load the additional burden 

on account on delay in tariff fixation on airport operator/MIAL instead of loading it on passengers 

3.8 The relevant documents which have been referred in the Consultation Paper have not been 

made available to the stakeholders. Many of the documents have been redacted or are not 

provided by the Authority citing that the documents are not relevant for consideration. In the 

absence of the documents and the documents being redacted, the stakeholders will not be able to 

make an informed decision on the proposals made by the Authority. FIA had sent a letter dated 

11.04.2016 to the Authority requesting for the missing documents. However, no response from the 

Authority has been received till date. 

3.9 The Authority has proceeded to determine the asset allocation ratio of 84.25:15.75 

(aeronautical: non – aeronautical) arrived in the Previous Order. The asset allocation ratio is also a 

subject matter of the Appeal. Further, the Authority has not appreciated the fact that the asset 

allocation ratio has been challenged by the FIA in the Appeal and the same is sub-judice. Therefore, 

there may be a change in the asset allocation ratio depending on the outcome of the Appeal. 

II. CONTEXT OF THE CONSULTATION 

4. To assist the Authority in appreciating these submissions on the Consultation Paper, FIA 

deems it necessary to place on record the following set of material facts:-  

4.1 The airport operator/concessionaire was selected to operate, maintain and develop 

Mumbai Airport in April, 2006 with the governing terms and conditions reflected in:- 

(a) The OMDA executed between AAI and the special purpose vehicle incorporated by the 

successful consortium, MIAL on 04.04.2006, included:- 

(i) Chapter VII shows that:-  

(1) Prior to the execution of OMDA and after a complete and careful 

examination, MIAL made an independent evaluation of the CSI Airport as a 

whole and each of its facilities, buildings, assets, machinery, equipment, 

personnel and know-how and has determined the nature and extent of the 

difficulties, upgradations, inputs, costs, time, resources, risks and hazards 

that are likely to arise or may be faced by it in the course of the performance 

of its obligations under this Agreement and the extent and manner of 

modernisation required.  
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(2) MIAL shall be fully and exclusively responsible for and shall bear the financial 

technical and other risks in relation to the design, financing, modernization, 

construction, completion, commissioning, maintenance, operation, 

management and development of the Airport.  

(ii) Chapter VIII of OMDA provides that MIAL is obliged to comply with applicable Law in 

operation, maintenance, development and management of CSI Airport in 

accordance with ‘Good Industry Practice’ and any revision in Master Plan can be 

sought only if the airport is facing passenger, cargo and other capacity constraints in 

consultation with the Stakeholders.  

(iii) Chapter XII of the OMDA provides for tariff regulation and casts obligation upon the 

operator to levy Aeronautical Charges as per the provisions of SSA. It further 

provides that the operator is free to fix the charges for non-Aeronautical services 

subject to the applicable law.  

(iv) Chapter XIII mandates and casts an obligation upon MIAL to arrange for financing 

and/or meeting all financing requirements through suitable debt and equity 

contributions in order to comply with the obligations under OMDA including the 

development of Airport. It is relevant to note that Schedule 5 and 6 define and 

specify the Aeronautical and non-Aeronautical services in OMDA.  

(b) State Support Agreement (“SSA”) executed between the Ministry of Civil Aviation (“MoCA”) 

and MIAL on 26.04.2006 to record the additional support to be extended by the Government 

of India (“GoI”) to MIAL, including:- 

(i) CAPEX:  

(1) Clause 3.1.1 of the SSA empowered the Authority with the responsibility of 

certain aspects of regulation including regulation of aeronautical charges in 

accordance with the broad principles set out in Schedule 1.  

(2) Clause 3.1.2 provides that the Aeronautical Charges shall be calculated as per 

Schedule 6, and such Aeronautical Charges will not be negotiated post bid 

after the selection of the successful bidder and will not be altered by JVC 

(MIAL) under any circumstances.  

(ii) TARIFF: While fixing tariff, the Authority is required to observe the principles set out 

in Schedule 1. Some of the principles are as follows:- 

(1) Transparency: The Authority shall adopt a transparent approach and keep all 

the information documented to enable all stakeholders to make 

submissions. The Authority is required to give reasoned decisions.  

(2) MIAL is entitled to impose only those charges which are consistent with the 

pricing principles set out in this Schedule including:-  

Cost Reflectivity- Any charges incurred by the MIAL shall be allocated 

across users in a manner that is fully cost reflective and relates to 
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facilities and services that are used by the Airport users.  

Usage- In general Aircraft operators, Passengers and other users 

should not be charged for facilities and services that they do not use. 

4.2 Pursuant to the enactment of the Airports Economic Regulatory Authority of India, Act, 2008 

(“AERA Act”), the Authority is statutorily mandated to perform the functions vested to the 

Authority under the AERA Act, including under Section 13, which includes determination of tariff 

for aeronautical services, viz.- 

(a) Section 2(a) of the AERA Act provides for various services that are considered aeronautical 

service.   

(b) Section 13 (1) of the AERA Act provides that the tariff for such aeronautical service at a major 

airport is to be determined by the Authority after taking into consideration various factors, 

being:- 

(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) The concession offered by the central government in any agreement or 

memorandum of understanding or otherwise; and 

(vii) Any other factor which may be relevant for the purposes of this Act.  

4.3 It is noteworthy that the Authority is under a bounden duty to determine the tariff in terms 

of:- 

(a) Section 13 of the AERA Act.  

(i) Section 13(1)(a) of the AERA Act requires the Authority to ‘determine’ the tariff for 

aeronautical services. Any ‘determination’ by a statutory authority must clearly show 

the application of mind and analysis carried out by the Authority. However, in the 

present case, the Authority has proposed increase in various charges (for instance 

FTC, Landing Charges, Parking Charges etc) but has failed to provide any justification 

of its own or analysis for the same. In this regard judgment of the Hon’ble Supreme 

Court in the case of Ashok Leyland Ltd. Vs. State of Tamil Nadu and Anr. [(2004) 3 

SCC 1 (FB) at Para 94)] is noteworthy. Hon’ble Supreme Court has held that the word 

‘Determination’ must also be given its full effect to, which pre-supposes application 

of mind and expression of the conclusion. It connotes the official determination and 

not a mere opinion or finding. The Hon’ble TDSAT has also held that determination 
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requires application of mind in the Judgment dated 16.12.2010 in Appeal No. 3(C) of 

2010 titled as ZEE Turner Ltd. Vs. TRAI & Ors. (At Para 150); 

(ii) It is submitted that Section 13(1)(4)(c) of the AERA Act mandates that any decision 

by the Authority must be fully documented and explained. 

(b) AERA (Terms and Conditions for Determination of Tariff for Airport Operators) Guidelines, 

2011 (“Guidelines”);  

(c) Regulatory jurisprudence and settled principles of law creating a level playing field to foster 

competition, plurality and private investments.  

4.4 The Authority issued the Consultation Paper No. 22/ 2012 – 13 titled “Determination of 

Aeronautical Tariff in respect of CSI Airport, Mumbai for the 1st Control Period on 11.10.2012 (“the 

Previous Consultation Paper”). Pursuant to the receipt of the comments from the stakeholders, the 

Authority pronounced the Previous Order. 

4.5 Pursuant to the completion of the 1st Control Period, the Authority has sought stakeholders’ 

comments on the Consultation Paper. The Consultation Paper analyses MIAL’s claims on 

aeronautical tariff and the Authorities’ analysis of the same. Based on the Authority’s analysis, the 

Authority has proposed the Authority’s views on the computation of the building blocks and the 

resultant aeronautical tariff.  

III. ISSUES FOR CONSIDERATION OF THE AUTHORITY  

5. In the above context, it is submitted that the present consultation process raises the 

following important and critical questions for consideration of the Authority:- 

(a) Whether the proposals made by the Authority in the Consultation Paper are in consonance 

with the provisions of the AERA Act and the relevant judicial precedents? 

(b) Whether the computation of the building blocks has been made under the extant laws and 

the transaction structure comprising the financial model, rights and obligations of the AAI, 

GoI, the state government and MIAL, with respect to the concession granted to MIAL? 

(c) Whether the Hypothetical Regulated Assets Base (“HRAB”) should continue to be included 

as part of the Regulatory Asset Base (“RAB”) in absence of any statutory provision? 

(d) Whether pending the receipt of reports, clarifications or views from various bodies like 

MoCA, AAI or MIAL, the approach most favourable to the stakeholders has been 

considered? 

(e) Whether revenues of MIAL from alternate sources may be considered for the determination 

of aeronautical revenue on the fact that a natural resource (land in this case) has been 

granted by the sovereign in the interest of public good? 

(f) Whether there may be commercial/financial/economic impact due to MIAL’s failure to firm 

up its business plan for monetization of land? Further, in view of the same, should the 

stakeholders/consumers be made to suffer in the current control/regulatory period? 
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(g) Whether the forecast for non-aeronautical revenue be accepted as proposed by MIAL 

without Authority’s independent evaluation in this regard? 

(h) Whether it is justified to forecast the future capital expenditure, operating expense, non-

aeronautical revenue, traffic projections without evaluating the same in detail? 

(i) Whether the Authority can at this stage allow a further increase in the Project Cost, 

accepting MIAL’s submissions, without conducting any independent study of the figures 

submitted, this being in violation of Section 13(4) of the AERA Act? 

(j) Whether the Authority has conducted prudence check on each claim of capex along the lines 

of the established accounting standards and practices, and documentary proof submitted 

for consideration, thereby disallowing unreasonable, unfair or extravagant expenditure? 

IV. ISSUE-WISE SUBMISSIONS IN RESPONSE 

A. Authority is bound by the AERA Act 

6. It is submitted that the Authority has been created under Section 3 of AERA Act to perform 

the functions vested in terms of Section 13 to 16 of the AERA Act.  MIAL’s request for aeronautical 

tariff has to be evaluated in context of the following legal framework:- 

(a) Section 13(1), (2) and (4), Section 14, Section 15 and Section 16 of the AERA Act.  

(b) Relevant provisions of the OMDA dated 04.04.2006, Chapter VII, Chapter XII and Chapter 

XIII. 

(c) Relevant provisions of the SSA dated 26.04.2006, Para. 3.1.1, 3.1.2, 3.1.3, 3.3.5,   Schedule I 

and Schedule VI.  

(d) Decision of the Authority to adopt the Single Till Approach with Price Cap Incentive 

Regulation. 

7. Being a creature of statute, the Authority- 

(a) Has been empowered with several powers under the AERA Act. While exercising those 

powers, the Authority is obliged to ensure transparency by holding due consultations and 

providing reasonable opportunity to make submissions2.  

(b) Must ensure that all the documents on which the Authority is relying upon for the purposes 

of its decisions are made available to the stakeholders.  

(c) Must scrupulously follow the principles of natural justice and transparency – providing 

adequate time to make submissions on the Consultation Paper. It is pertinent to mention 

that:-  

(i) The Authority took 27 months to consider MIAL’s submissions (first submission was 

filed by MIAL on 26.12.2013 and the present Consultation Paper was issued on 

 
2 Section 13(4) of the AERA Act.  
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16.03.2016) but it has allowed only 32 (approximately) days to stakeholders to 

respond to the proposals of MIAL and Authority’s analysis of the same.  

It has been held by the Hon’ble Supreme Court in the judgment of Uma Nath Pandey 

v. State of UP [(2009)12 SCC)] that Natural justice is another name for commonsense 

justice. The adherence to principles of natural justice is of supreme importance than 

quasi-judicial body embarks on determining disputes between the parties. The first 

and foremost principle is what is commonly known as audi alteram partem rule. It 

says that no one should be condemned unheard. Notice is the first limb of this 

principle. It must be precise and unambiguous. It should appraise the party 

determinatively the case he has to meet. Time given for the purpose should be 

adequate so as to enable him to make his representation. In the absence of a notice 

of the kind and such reasonable opportunity, the order passed becomes wholly 

vitiated. Justice should not only be done but should manifestly be seemed to be done. 

 Relevant extract of the judgment of the Hon’ble Supreme Court in Uma Nath Pandey 

v. State of UP is annexed hereto and marked as Attachment – 1.  

(ii) It is pertinent to take note of the fact that a substantial number of documents on 

which reliance has been placed by the Authority are not available for stakeholder’s 

perusal. It is submitted that FIA had circulated a list of missing/ redacted documents 

to the Authority on 12.04.2016. FIA is awaiting response from the Authority with 

regard to the missing documents.It is further submitted MIAL is operating a public 

asset and therefore the stakeholders have the right to be aware of the contents of 

the documents submitted by MIAL.  

(iii) The issues concerning the project cost continues to remain unresolved and the bid 

documents are relevant to evaluate the project cost. In view of the same, it is 

submitted that the bid documents may be provided to us. 

(iv) The Authority has sought certain clarifications from MIAL. However, some of the 

clarifications/ certificates from MIAL are still awaited. It is submitted that the 

stakeholders have the right to review the clarifications/ certificates provided by MIAL 

to provide an informed opinion on the Consultation Paper. The instances of the 

Authority seeking clarifications/ certifications and MIAL not providing the same are 

detailed as follows: 

(1) Paragraph 3.42: Clarifications by MIAL explaining the reasons for abnormal 

increases in costs relating to consultancy, legal and travel expenses, and the 

steps taken to control such expenses. 

(2) Paragraph 3.49: Specific claim along with working details and supporting 

evidence with respect to financing charges. 

(3) Paragraph 4.14: Details of the break-up for the entire area of the terminal 

building of 4,44,203 square metres and detailed break-up of its uses, to 

enable the Authority to reconsider asset allocation for the 2nd Control Period. 
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(4) Paragraph 5.49: Minutes of OIOC Meeting held on 19.12.2013 as well as the 

basis of arriving at estimated compensation cost, along with Board 

Resolution regarding the Air India Hangar Project, to enable the Authority to 

consider the expense towards capital expenditure in the 2nd Control period. 

(5) Paragraph 5.75: Comprehensive Study by MIAL on utilization of T2 and T1 in 

order to consider the refurbishment of Terminal 1A/1B. 

(6) Paragraph 5.93: Proper justification of disallowed capex along with details of 

whether the work can be reprioritized or scheduled in a different phased 

manner. 

(7) Paragraph 5.97: Adequate documentary evidence by MIAL with regard to 

reimbursement of capitalised amount of Rs. 309.97 crores into the PSF (SC) 

escrow account. 

(8) Paragraph 5.108: Audited figures of actual capitalisation for the first 9 

months of FY 2015-16 to justify the capitalisation corresponding to the start 

of domestic operations by Jet Airwards w.e.f. 01.10.2015. 

(9) Paragraph 12.47: Clarifications by MIAL regarding incurring of Airport 

Operator Fee beyond FY 2012-13 till the year FY 2018-10. 

(10) Paragraph 12.56: Details regarding methodology for calculation of the 

working capital in order to consider an amount of Rs. 6.30 crores as working 

capital interest for each year in the 2nd Control Period. 

(11) Paragraph 12.62: Supporting documents with respect to VRS expenses as well 

as schedule of payments by MIAL. 

(v) The Authority has premised various proposals on the receipt of inputs from the 

MoCA and/ or the AAI. The inputs solicited from MoCA or AAI could have been 

obtained prior to the issue of the Consultation Paper in the interest of time. Further, 

consideration of the proposals pending the inputs of MoCA or AAI may result in lack 

of certainty in tariff. The instances of the Authority seeking clarifications from MoCA 

and AAI are detailed as under: 

(1) Paragraph 3.57: The Authority has requested MoCA and AAI to provide 

clarification as to whether the land lease revenue from the commercial areas 

should be taken as income from non-transfer assets or not. 

(2) Paragraph 5.97: Clarification from AAI and MoCA with regard to 

reimbursement of capitalised amount of Rs. 309.97 crores into the PSF (SC) 

escrow account. 

(3) Paragraph 12.62: Reconciliation by AAI with respect to VRS expenses as well 

as schedule of payments by MIAL. 

8. It is noteworthy that the Authority is mandated to analyse the documents and conduct 
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prudence check to ensure balance between reasonable recovery of efficient and prudent costs 

while preventing usurious windfalls, viz.-  

(a) Section 13 (1)(a)(i) of the AERA Act envisages that the Authority shall consider the actual 

expenditure incurred.  

(b) Section 13(1)(a)(v) provides that the revenue received from services other than the 

aeronautical services will also be considered for determining tariff, thereby ensuring that 

there are no windfall profits received by any utility. It is the intention of the Statute that the 

Authority performs its functions properly, and follows an approach which is viable for the 

aviation industry.  

(c) It is submitted that prudence check is an intrinsic and essential part of the process of tariff 

determination as is also evident from Section 13 of the AERA Act. Any expenditure incurred 

by MIAL cannot be accepted by the Authority on the face of it and passed on to the 

consumers. The Authority is required to evaluate the claims made by MIAL and only after 

satisfying itself through a rigorous prudence check which involves:-  

(i) Scrutiny of the expenditure made by MIAL and assessment of whether the same has 

been reasonably and properly incurred. 

(ii) Examining the resultant benefit from the said expenditure in terms of enhanced 

efficiency. 

(iii) Appraising the working parameters of the utility with the prevalent norms, 

benchmarks and standards. 

B. Single Till approach 

9. It is submitted that the Single Till Approach as enshrined under Section 13(1)(a)(v), read with 

Section 13(1)(b), has been adopted by the Authority in its Order No. 13/2010-11 dated 12.01.2011 

warrants a comprehensive evaluation of the economic model and realities of the airport – both 

capital and revenue elements. MIAL’s approach of hybrid till deserves to be discarded.  

10. Considering the legislative and judicial precedents on the Single Till Approach, and the fact 

that the Appeal is pending before the Appellate Tribunal, the Authority ought to have made a 

reference to the Single Till Approach in the Consultation Paper. Further, the Authority ought to have 

acknowledged that there may be a scenario for the change in approach from Shared Till to Single 

Till. The Consultation Paper could have highlighted the preparedness of the Authority to migrate to 

Single Till approach, in the event the Appeal is decided during the 2nd Control Period. 

11. It is submitted that FIA on innumerable occasions has stated that increase in aeronautical 

tariff may decrease the passenger traffic. Accordingly, the Single Till Approach, which is beneficial 

to the consumers, be adopted to encourage air travel, which may result in increased passenger 

traffic.  

12. FIA craves liberty to expand its submissions on the Single Till Approach, if the Authority so 

desires. 
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C.  Aeronautical and Non Aeronautical Assets have been apportioned on a wrong basis 

13.  The Authority has proposed to proceed with the aeronautical to non-aeronautical asset 

allocation decided in the Previous Order, with slight modification, which is 84.52:15.48. The issue 

of asset allocation is a subject matter of the Appeal pending before AERAAT. The asset allocation 

ratio is therefore subject to the outcome of the Appeal.  

14. The Authority in the Previous Order had, in absence of any other relevant basis for 

allocation, decided to accept the proposal made by MIAL on allocation of assets into aeronautical 

and non-aeronautical assets on the basis of area. Further, the Authority had decided to commission 

an independent study in this behalf and take corrective action, as may be necessary, at the 

commencement of the next control period commencing with effect from 01.04.2014. 

15. On the contrary, as is evident from Paragraph 4.15 of the Consultation Paper, the Authority 

has once again proposed that it will consider the issue of asset allocation, and take corrective action, 

as may be necessary, based on the independent study to be conducted to determine the allocation 

of   assets in respect of CSI Airport, Mumbai, in the 3rd Control Period. It is submitted that asset 

allocation ratio is an important criteria which has a bearing on various other building blocks of the 

Target Revenue. It is pertinent to note that:  

(a) MIAL has continued to provide studies which support MIAL’s claim on asset allocation ratio; 

(b) Studies commissioned by the Authority have considered studies submitted by MIAL’s 

consultants as a reference point;  

(c) Due to the lack of any independent analysis of the asset allocation ratio, the consumers were 

subjected to increased charges, as MIAL’s consultants suggested a skewed asset allocation 

ratio favouring MIAL; 

(d) Authority’s review of the asset allocation ratio does not seem to take into account the 

construction of new assets. It is submitted that one of the key issues which was raised with 

respect to the Previous Consultation Paper was increased capex of MIAL. 

16. It is submitted that order passed by an administrative authority, affecting the rights of 

parties, must be a speaking order supported with reasons. Attention is invited to the judgment of 

the Hon’ble Supreme Court in the case of Kranti Associates Private Limited & Another vs. Masood 

Ahmed Khan & Others, reported as (2010) 9 SCC 496, which highlights the need to pass speaking 

and reasoned orders. Relevant extract of the judgment of the Hon’ble Supreme Court in Kranti 

Associates Private Limited & Another vs. Masood Ahmed Khan & Others is annexed hereto and 

marked as Attachment – 4. 

17.  In view of the foregoing submissions, it is submitted that the Authority ought to pass a 

reasoned order on issues like ‘bifurcation of assets into aeronautical & non aeronautical’  

18. The below table shows the mismatch between allocation of assets and revenue generated 

from those assets in case of MIAL. Based on the below table it is submitted that 45% of the total 

revenue (i.e. the non – aeronautical revenue) is generated by 15% of asset base. Therefore, there 

is a clear mismatch with respect to asset allocation and the revenues realized.  
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Revenue and asset share – Aero and Non Aero 

Particulars Asset bifurcation as 
proposed to be 
adopted 

Total revenue during 
the control period 

% share 

Aeronautical 84.52% 7,568.55 54.80% 

Non-aeronautical 
revenue 

15.48% 6,225.05 45.20% 

Total 100% 13,793.60 100% 

 

19. As per para 6.6 of the Previous Order, FIA had suggested 70:30 between aeronautical and 

non-aeronautical service. FIA further submitted further submitted that available data from 

European airports shows that the proportion of assets allocated to the aeronautical category 

averages around 70%. Hence at least 70: 30 should have been accepted in the tariff order subject 

to the determination by the experts appointed by the Authority. Other comparable international 

airports with same model of tariff determination have assumed ratio of Aeronautical asset base 

which range from approximately 49% to 82% of total asset base. Hence, FIA has adopted a mesial 

ratio of 70:30 between aeronautical and non-aeronautical service to analyse impact on target 

revenue. The analysis indicates that if ratio of aeronautical to non-aeronautical assets changes to 

70:30, target revenue will reduce. However, the Authority has decided to defer proper study and 

analysis of this issue to the next control period, as is evident from Paragraph No. 4.15 of the 

Consultation Paper. Without prejudice, it is submitted that there would not be any need of 

allocation of assets if the Authority adopts Single Till approach. 

D.  Lack of Mechanism to Commission Independent Studies 

20. It is submitted that the reports submitted by MIAL or any operator may be coloured by the 

approach proposed to be taken by MIAL. Therefore, the Authority may consider to commission 

studies/ reports through independent consultants. The Authority may consider the following while 

suggesting such course of action: 

(a) The consultant should report to the Authority only; and 

(b) All communications/ interactions between the consultant and MIAL should be with the 

knowledge of the Authority; and 

21. It is submitted that the report so prepared may be subject to scrutiny by stakeholders as 

well as MIAL. The above approach may help provide a neutral opinion on the building blocks forming 

the aeronautical tariff determination mechanism. 

E. Depreciation computed over a shorter period whereas the Concession Period is of 

30 years   

22. The Authority has proposed to adopt depreciation rates as per useful life of assets specified 

in the Companies Act 2013 except in case of Runway, Taxiway and Apron. The provisions of the 

Companies Act do not stipulate the useful life of the assets specific to the aviation industry. Further, 



Submissions of FIA_16.04.2016: Authority’s Consultation Paper No.10/2015-16 titled “Determination of Aeronautical Tariff 
in respect of CSI Airport, Mumbai, for the 2nd Control Period (01.04.2014-31.03.2019)” 

 

13 
 

pursuant to the enactment of the Companies Act, there has been a sharp decline in the useful life 

of assets when compared to the Companies Act, 1956.  

 

23. Economic life of an infrastructure asset such as an airport has a longer useful life, which is 

also evidenced by the fact that the tenure of the Concession Agreement is of 30 years with an option 

to extend for an additional period of 30 years. Below we have presented the impact of change in 

useful life of asset on target revenue: 

 

24. Though the long term impact in terms of present value of revenues cannot be ascertained 

due to non-availability of information, based on the available data, estimated impact on target 

revenues during the current regulatory period could be ascertained. Based on the data evaluated 

in the above table, it is submitted that increase in useful life of the asset to 30 years would reduce 

the target revenues.  

Further, our review of useful life of assets at various international airports indicated that some of 

the airport assets have useful life of as long as 100 years: 

 

Reference from table # 7 and # 30 from CP 10/2015-16 

Particulars FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19

Average RAB (including HRAB) 1,765.63 2,179.80 2544.21 2748.55 3604.27 5,720.95 6550.34 7222.44 6874.84 6801.49

Depreciation 95.55      128.85    151.31 165.17 141.45 503.28    442.74 499 496.14 494.39

Depreciation % 5.41% 5.91% 5.95% 6.01% 3.92% 8.80% 6.76% 6.91% 7.22% 7.27%

Average depreciation over the control period 5.44% 7.39%

Average depreciable life [1/Dep rate] - in years 18.38 13.53

Average RAB and Depreciation for the first and second control period

Impact of change in useful life of Assets

Rs Crores

Sr # Particulars FY15 FY16 FY17 FY18 FY19 Total

A Depreciation (HRAB + RAB) 503         443         499         496         494         2,436     

B Net Regulatory Assets Base 

(Average HRAB + Average RAB) 5,721      6,550      7,222      6,875      6,801      

C Average rate of depreciation (A/B) 9% 7% 7% 7% 7%

D Average useful life of assets (1/C)* 11           15           14           14           14           

E Opening RAB (Gross including HRAB) 6,047      5,705      7,396      7,049      6,700      

F Capitalization during the year (148)        2,133      153         147         697         

Considering useful life as 30 years

G Depreciation charge considering 30 years useful life ((E+F/2)/30) 199         226         249         237         235         

H Net decline in depreciation considering useful life as 30 years (A-G) 304         217         250         259         259         

I Increase in ROCE due to accelerated depreciation (H*11.75%) 36           25           29           30           30           

J Net decline in TR due to accelerated depreciation (H-I) 268        192        221        228        229        1,138     

% Impact (considering Total TR at 7,640 cr) 15%

Considering useful life as 60 years

K Depreciation charge considering 60 years useful life ((E+F/2)/60) 100         113         125         119         117         

L Net decline in depreciation considering useful life as 60 years (A-K) 404         330         374         377         377         

M Increase in ROCE due to accelerated depreciation (L*10.77%) 47           39           44           44           44           

N Net decline in TR due to accelerated depreciation (L-M) 356        291        330        333        333        1,644     

% Impact (considering Total TR at 7,640 cr) 22%

* Assuming residual value as 'Nil'

Note: In absence, of detailed f inancial model, aforementioned sensitivity analysis is carried out on best effort basis after taking certain assumptions as per the data provided in 

consultation document and is indicative in nature

Useful life of assets considered at various international airports

Asset Category

Companies Act 

2013

London

 Heathrow

London 

Gatwick

Manchester 

Airport

Sydney 

Airport

Melbourne 

Airport

Changi 

Airport, 

Singapore   

Amsterdam 

Schiphol 

Airport      

Terminal building, pier and satellite 

structures
10 - 30 years 20 - 60 years 20 - 60 years 5 - 60 years 10 - 40 years 15 - 30 years 20-60 years

Runway surfaces 10 - 15 years 10 - 15 years 30 years 15-60 years

Runway bases 100 years 100 years 5 - 75 years 6 - 99 years 13 - 80 years 30 years 15-60 years

Taxiways and aprons 20- 30 years 50 years 50 years 5 - 75 years 6 - 99 years 13 - 80 years 30 years Taxiways: 15-

60 years

Aprons: 30-60 

years

Source: Annual report for year ended Dec-14 Mar-15 Mar-15 Dec-14 Jun-14 Dec-14 Mar-14

Useful life

20 years
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25. As discussed above, the useful life of the airport asset is 60 years. Consequently, the 

depreciation rate may be accordingly modified in view of the useful life of the airport asset being 

60 years. It is further submitted that useful life of aeronautical asset being 60 years is also supported 

by the provisions of the Companies Act. Therefore, pending the study to arrive at the depreciation 

rates for the aeronautical assets the Authority ought to negate the submissions of MIAL. Further, 

the Authority should have considered 60 years as the useful life of the airport assets. It is submitted 

that the Authority should appropriately consider economic substance and life of a long term 

infrastructure asset for tariff determination. 

F. Depreciation rate for the Reinforced Concrete Cement frame structure not computed 

as per the Companies Act 

26. The Authority has proposed to consider useful life of assets as adopted by MIAL except in 

case of Runway, Taxiway and Apron. The Authority has accepted estimated useful life of Buildings 

as 30 years, on the basis that the same is in accordance with the Companies Act. However, as per 

Part "C" of Schedule II of the Companies Act 2013 useful life of buildings (other than factory 

buildings) having Reinforced Concrete Cement (“RCC”) frame structure is 60 years. Buildings (other 

than factory buildings) other than RCC frame structure are to be depreciated over a period of 30 

years. There is no mention in MIAL’s submission regarding the structure of buildings, although it is 

highly unlikely that terminal buildings are not built with RCC technology. It is submitted that the 

Authority should consider obtaining the details of building structure and allow depreciation 

accordingly.  

G. Depreciation Rates as per the provisions of the Companies Act 

27. The Authority has relied on MIAL’s submissions with respect to depreciation. It is pertinent 

to note that MIAL has mechanically considered the rates mentioned in the Companies Act 2013. It 

is submitted that as per proviso to Section 129(1) of the Companies Act, 2013companies are 

required to abide by the accounting standards. Therefore, the provisions of the Companies Act 

should be read with the relevant accounting standards. It is submitted that pending the 

commissioning of the study to arrive at the depreciation rates for various aeronautical assets, the 

Authority ought to have considered the provisions of the Companies Act and the relevant 

accounting standards to arrive at the depreciation rates for the assets controlled by MIAL. 

28. Hon’ble Supreme Court in the judgment of JK Industries Ltd. v. UOI [(2007) 13 SCC 673] has 

held that accounting standards are binding on the companies in India. Relevant excerpts of the 

judgment are reproduced below: 

“23. It is important to note that Section 211 read with Part I and Part II of Schedule VI 
prescribes the form and contents of balance-sheet and P&L a/c. However, Section 211(1), 
inter alia, states that every balance-sheet of a company shall subject to the provisions of that 
section, be in the form set out in Part I of Schedule VI. The words "subject to the provisions 
of this section'' would mean that every sub-section following Sub-section (1) including Sub-
sections (3A), (3B) and (3C) shall have an overriding effect and consequently every P&L a/c 
and balance-sheet shall comply with the Accounting Standards. Therefore, 
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implementation of the Accounting Standards and their compliance are made compulsory 
and mandatory by the aforestated Sub-sections (3A), (3B) and (3C).  

………….. 

25. Several Accounting Standards prescribed by the Institute have been made mandatory. 
The Institute has, however, clarified that the expression "mandatory in nature" implies that 
while discharging their functions, it will be the duty of the Chartered Accountants who are 
members of the Institute to examine whether the said Accounting Standard has been 
complied with in the presentation of financial statements covered by their audit (See: 
Section 227(3)(d)). In this regard it may be noted that under Section 227(3)(d) it is the duty 
of the auditor, to state in his audit report whether the P&L a/c and the balance-sheet 
complies with the Accounting Standards referred to in Section 211(3C). Before introduction 
of Sub-sections (3A), (3B) and (3C) in Section 211 (w.e.f. 31.10.98), these Standards were 
not mandatory. Therefore, the companies were then free to prepare their annual financial 
statements, as per the specific requirements of Section 211 read with Schedule VI. 
However, with the insertion of Sub-sections (3A), (3B) and (3C) in Section 211 the P&L a/c 
and the balance-sheet have to comply with the Accounting Standards. For this purpose the 
expression "Accounting Standards" shall mean the standards of accounting recommended 
by the Institute as may be prescribed by the Central Government in consultation with NAC 
on Accounting Standards. Thus, the Accounting Standards are prescribed by the Central 
Government Thus, the Accounting Standards prescribed by the Central Government are 
now mandatory qua the companies and non-compliance with these Standards would lead 
to violation of Section 211 inasmuch as the annual accounts may then not be regarded as 
showing a "true and fair view"” 

 Relevant extract of the judgment of the Hon’ble Supreme Court in JK Industries Ltd. v. UOI 

is annexed hereto and marked as Attachment – 6. In view of the above judgment of the Hon’ble 

Supreme Court, the Authority ought to have considered the provisions of the Companies Act read 

with AS – 6 while arriving at the value of depreciation.  

29. The relevant accounting standard which the Authority is required to rely on is AS – 6 titled 

Depreciation Accounting (“AS – 6”). Relevant extract of AS – 6 titled Depreciation Accounting is 

annexed hereto and marked as Attachment – 5.  

30. It is pertinent to note that AS – 6 allows for considering the useful life of the assets as per 

the terms of the agreement, if any. Paragraph 7(1)(i) of AS – 6 may be referred in this regard, which 

reads as follows: 

 “7. The useful life of a depreciable asset is shorter than its physical life and is:  

(i)  pre-determined by legal or contractual limits, such as the expiry dates of 
related leases 

…….” 

 It is pertinent to further note that OMDA allows for a period of 30 years, which is extendable 

by another 30 years, as the term of the Grant. Therefore, the total Term of the Grant is 60 years. In 

view of the same, the useful life of the assets may be considered as 60 years. 
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31. It may also be noted that paragraph 24 of the AS – 6 allows for the treatment of the 

individual elements of the assets. Paragraph 24 of AS – 6 reads as follows: 

 “24. Any addition or extension which becomes an integral part of the existing asset should 
be depreciated over the remaining useful life of that asset. The depreciation on such 
addition or extension may also be provided at the rate applied to the existing asset. Where 
an addition or extension retains a separate identity and is capable of being used after the 
existing asset is disposed of, depreciation should be provided independently on the basis 
of an estimate of its own useful life.”  

Based on the above, it is submitted that the assets which do not have independent existence may 

be considered to be a part of the airport assets of MIAL. Therefore, useful life of 60 years may be 

allowed for such assets. In view of the above, aprons, runways and tramways do not have a separate 

identity. Therefore, aprons, runways and tramways may be considered as part of the assets of MIAL 

having a useful life of 60 years. As per the provisions of AS – 6, useful life of all the other assets 

which do not have independent existence may also be considered as 60 years. There is significant 

decline in the accounting life of all the assets due to adoption of the Companies Act, 2013. However, 

there would not be any change in the economic useful life of the asset. Hence, it is submitted that 

the Authority should not consider the accounting life of asset for computing the depreciation. 

H. Depreciation up to 100% is contrary to the AERA Guidelines 

32.   Paragraph 5.3.3 of the Guidelines stipulates that depreciation may be allowed up to a 

maximum of 90% of the original cost of the asset on straight line basis. The Authority has proposed 

to consider useful life of assets as adopted by MIAL for computing the depreciation. Depreciation 

has been computed up to 100% of the value of the asset based on the assumption that no 

compensation will be received towards the value of the net block of assets upon transfer of the 

airport upon completion of term. Hence, approach followed by the Authority is in contravention of 

the Airport Guidelines Para 5.3.3 which allows depreciation to be calculated to the extent of 90% 

of the assets. Sensitivity analysis comparing the allocation of 90% of the original cost vis-à-vis 100% 

of the original cost is provided in the table below.  

 

I. Further escalation of Project Cost is sought to be allowed by the Authority. 

33. The Authority has proceeded to accept the submissions of MIAL with regard to the Project 

Cost and accordingly proposes to allow escalation thereof. In terms of Paragraph No. 5.39 of the 

Consultation Paper, the revised project cost computed by the Authority works out to be Rs. 

11,894.31 crores. 

Impact of change in residual value from 'Nil' to 10%

Rs Crores

Sr # Particulars FY15 FY16 FY17 FY18 FY19 Total

A Depreciation (HRAB + RAB) 503         443         499         496         494         2,436     

B Net Regulatory Assets Base 

(Average HRAB + Average RAB) 5,721      6,550      7,222      6,875      6,801      

C Average rate of depreciation (A/B) 9% 7% 7% 7% 7%

D Average useful life of assets (1/C)* 11           15           14           14           14           

E Opening RAB (Gross including HRAB) 6,047      5,705      7,396      7,049      6,700      

F Capitalization during the year (148)        2,133      153         147         697         

Considering residual value as 10%

G Depreciation charge considering residual value at 10% ((E+F/2)*90%/D) 473         226         249         237         235         

H Net decline in depreciation considering useful life as 30 years (A-G) 30           217         250         259         259         

I Increase in ROCE due to accelerated depreciation (H*11.75%) 4            25           29           30           30           

J Net decline in TR due to accelerated depreciation (H-I) 27          192        221        228        229        896        

% Impact (considering Total TR at 7,640 cr) 12%

* Assuming residual value as 'Nil'

Note: In absence, of detailed f inancial model, aforementioned sensitivity analysis is carried out on best effort basis after taking certain assumptions as per the data provided in 

consultation document and is indicative in nature
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34. It is noteworthy that Planning Commission in its ‘Report of the Task Force Financing Plan for 

Airports’3 issued in July, 2006 has mentioned project cost of CSI Airport at Rs. 6,187 crores. In 

November 2007, MIAL had estimated the project cost at Rs. 9,802 crores as in the revised Master 

Development Plan. However, MIAL has enhanced its claim towards the project cost to Rs. 12,380 

crores, out of which Rs. 11,647 crores is tentatively approved by the Authority on the basis of inputs 

provided by the Technical and Financial auditor. Such escalated Project Cost is already subject 

matter of challenge before AERAAT. A decision on the allowable Project Cost is yet to taken. 

35. In this context following points are noteworthy:  

(a) Under the OMDA, MIAL is fully and exclusively responsible for financial, technical, 

commercial, legal and other risks in relation to the Project as evident from the following 

relevant clauses:  

“7.1.2- JVC acknowledges that prior to the execution of this agreement, it has, after a 
complete and careful examination, made an independent evaluation of the Airport as a 
whole and each of its facilities, buildings, assets, machinery, equipment, personnel and 
know-how and has determined the nature and extent of the difficulties, upgradations, 
inputs, costs, time, resources, risks and hazards that are likely to arise or may be faced by 
it in the course of the performance of its obligations under this Agreement and the extent 
and manner of modernization required. JVC further acknowledges that it shall have no 
recourse against the AAI if it is, at a later date, found that the Demised Premises or any 
building or structure thereon, is/are deficient in any manner whatsoever (“Deficiency”). If a 
Deficiency is found, the JVC hereby acknowledges and agrees that it shall, at its own cost 
and at no cost to the AAI, take all appropriate measures to remedy the same.  

7.2.1- Subject to the provisions of this Agreement, the JVC shall be fully and exclusively 
responsible for, and shall bear the financial, technical, commercial, legal and other risks in 
relation to the design, financing, modernization, construction, completion, commissioning, 
maintenance, operation, management and development of the Airport and all its other 
rights and obligations under or pursuant to this Agreement regardless of whatever risks, 
contingencies, circumstances and/or hazards may be encountered (foreseen or not foreseen) 
and notwithstanding any change(s) in any of such risks, contingencies, circumstances and/or 
hazards on exceptional grounds or otherwise and whether foreseen or not foreseen and none 
of the JVC shall have any right whether express or implied to bring any claim against, or 
to recover any compensation or other amount from, the AAI, GOI and/or any of their 
agencies other than in respect of those matters in respect of which express provision is 
made in this Agreement.”  

(b) Clause 13.1(a) of OMDA mandates MIAL to meet all its financing requirements through 

suitable debt and equity contribution:  

“It is expressly understood that the JVC shall arrange for financing and/or meeting all 
financing requirements through suitable debt and equity contributions in order to comply 
with its obligations hereunder including development of the Airport pursuant to the 
Master Plan and the Major Development Plans.” 

(c) Further, the Airport Operator cannot seek review in the Project Cost, even if the ‘Master 

 
3 Annexure F-3: ‘Report of the Task Force Financing Plan for Airports’ issued in July, 2006 
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Plan’ is sought to be revised and approved. It is pertinent to note that though the definition 

of ‘Master Plan’ in the OMDA provides for upgradation, it cannot be construed to keep the 

channel open for increase in capital expenditure. Definition of Master Plan is reproduced 

here for ease of reference:- 

“Master Plan” means the master plan for the development of the Airport, evolved and 
prepared by the JVC in the manner set forth in the State Support Agreement, which sets out 
the plans for the staged development of the full Airport area, covering Aeronautical Services 
and Non-Aeronautical Services, and which is for a twenty (20) year time horizon and which 
is updated and each such updation is subject to review/ observations of and interaction with 
the GOI in the manner described in the State Support Agreement.” 

(d) It is also noteworthy that under Clause 8.3.2 of OMDA, any significant deviation in the 

Master Plan from the Initial Development Plan needs to be fully explained. In the present 

case, MIAL has failed to seek views from the Stakeholders for revising its Master Plan. 

However, even under Clause 8.3.2 no provision for increase in capital expenditure has been 

made in view of such deviations. Clause 8.3.2 of OMDA pertaining to Master Plan is 

reproduced below for ease of reference:-  

“8.3.2 The first Master Plan for the Airport must be consistent with the Initial Development 
Plan and must incorporate the Mandatory Capital Projects. Any significant deviations from 
the Initial Development Plan must be fully explained. The Master Plan shall be made 
pursuant to full consultation with all major stakeholders, including but not limited to airlines, 
passenger groups and GOI.”  

(e) Proviso to Clause 8.3.5 of OMDA categorically provides that the revision in Master Plan can 

be sought only if the airport is facing passenger, cargo and other capacity constraints. Clause 

8.3.5 of OMDA pertaining to Master Plan is reproduced below for ease of reference:-  

“8.3.5 Notwithstanding the provisions of Article 3 hereof and subject to the Successful 
Bidder being provided immediate access to the Airport, the JVC hereby undertakes to submit 
the initial Master Plan to the AAI for its information, and to the Ministry of Civil Aviation 
(“MCA”) for its review and comments before the expiry of six (6) months from the date of 
execution of this Agreement, which thereafter must be updated and resubmitted to the AAI 
for its information and to the MCA for its review and comments periodically, every 10 years. 
Provided however that the Master Plan shall be updated at shorter intervals, if the JVC finds 
that the traffic growth is such as to require more frequent updates or for any other 
reasonable reason, or at such intervals as may be notified by AAI or MCA in the event the 
Airport reaches passenger capacity, cargo capacity and other capacity restraints.”  

36. Further, review of audit reports of financial (Ved Jain and Associates) and technical 

(Engineers India Limited) auditors indicate that escalation in the project cost is attributable to casual 

approach of MIAL towards management and monitoring of project. The auditors have raised certain 

key issues as follows:  

(a) Key issues raised by the technical auditor appointed by AAI i.e. Engineer’s India Limited 

(“EIL”) are:  

(i) No regular monitoring of cost by Project Management Consultant (para 7.7 of EIL’s 
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report).  

(ii) MIAL has not taken any approval of various changes made during execution stage 

(para 2 executive summary of EIL’s report).  

(iii) Due to high risk involved in the Project, the percentage of risk premium considered 

by Principal contractor and sub-contractor are also high which are totally borne by 

MIAL resulting into further increase in project cost (para 2 executive summary of 

EIL’s report).  

(iv) All sub-contract work packages were awarded by Larsen & Toubro (“L&T”)along with 

MIAL’s team without any prior estimation. Negotiations were done on random basis. 

MIAL did not have their own cost estimates to compare the quotes given by Sub-

contractors (para 7.3 of EIL’s report).  

(v) The company needs to further strengthen its system of processing of bids to bring 

the project cost further down (para 8.5 of EIL’s report).  

(vi) The project cost including design should have been capped to avoid cost overrun, 

but unfortunately no steps have been taken to contain the project cost (para 8.6 of 

EIL’s report).  

(b) Key issues raised by the financial auditor appointed by AAI i.e. Ved Jain and Associates 

(“VJA”) are:  

(i) Change in approach of awarding the contracts (splitting the contracts in to small 

activities) leading to indefinite cost of project (para 10.2.1.2 of financial audit 

report).  

(ii) Contract with EPC contractor (L&T) is a cost plus contract, this approach makes cost 

control difficult (para 10.2.1.2 of financial audit report).  

(iii) Further, EPC contractor has been selected on the basis of rough estimate of contract 

cost of Rs. 5,000 crores.  

(iv) No cap on site overheads payable to L&T, the same is to be recovered on actual basis 

(para 10.2.1.3 of financial audit report).  

(c) Further, the audit reports indicate that:  

(i) Construction of memorial of Chhatarpati Shivaji Maharaj has not been mandated by 

any authority. MIAL has claimed Rs. 25 crores towards such cost.  

(ii) The following are some of the costs claimed by MIAL, which have not been 

commissioned yet and are conditional to further submission of documentary 

evidences for inclusion of the same in the project cost:  

(1) Amount of Rs. 200 crores towards cost of ATC Tower and Technical Building.  

(2) Amount of Rs. 32.34 crores towards ‘Airside Projects’.  

(3) Amount of Rs. 110.0 crores towards Slum Rehabilitation and NAD Colony 
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Development.  

(4) A sum of Rs. 30 crores towards the cost of settlement of disputes of land  

(iii) MIAL has claimed Rs. 166 crores towards contribution to Maharashtra Metropolitan 

Region Development Authority (“MMRDA”) for widening of elevated access road. It 

is noteworthy that initial estimate for the same was Rs. 154 crores and the MIAL had 

assumed that MMRDA will bear the entire cost. However, MIAL failed to 

communicate this cost and its assumption to its Board, AAI or Ministry of Civil 

Aviation, although the same was known to the Management of MIAL.  

(iv) DF has mainly arisen due to cost overrun which are directly attributable to 

commission and omission of MIAL as also the poor structuring of the Engineering, 

Procurement and Construction (“EPC”) Contracts. In this regard, MIAL has 

overlooked the effect of ‘cost plus fixed fee percentage’ approach adopted by itself 

in awarding the EPC Contracts, which is widely accepted as riskiest approach as the 

contractors are inclined to enhance the project cost to gain higher percentage/share 

of return on such enhancements.  

(v) The ‘Avoidable Costs’ like ‘Penalty Paid’, ‘Airport Ground Handling’, ‘Art Effect’, 

‘Change in Design’, ‘Demolished Structure’ etc.  

(vi) An amount of Rs. 4,278 crores was uncommitted as on 30.09.2011 by the MIAL. 

Further, MIAL has introduced certain parts of the Project to be concessioner out on 

‘Build Own Operate and Transfer’ (“BOOT”) basis, in order to reduce the cost. In the 

BOOT model, MIAL intends to recover the cost from such third party vendors. 

Accordingly, such cost should also be excluded from the project cost. It is noteworthy 

that the decision for transfer of Cargo Operations to BOOT basis was not intimated 

to the Authority. 

(vii) An amount of Rs. 2 crores towards the realignment of ‘Drain below the forecourt 

road’ should be excluded as the same was not necessitated for development of the 

airport.  

(viii) Amount of Rs. 48 crores should be excluded from the total project cost as claimed 

by MIAL due to MIAL’s imprudent approach in selecting CH2M Hills, as the Project 

Management Consultant.  

The aforesaid aspects are relevant as the Authority has tentatively accepted the project cost. 

Further, in the last control period, the Authority after allowing all the escalation has capped the 

total project cost to Rs 12,068.80 crores (para 5.15 of CP 10/2015-16) which included Rs 11,647.46 

cr for first control period and Rs 422.34 cr deferred for second control period. However, even after 

capping the cost in first control period, following additions are proposed during second control 

period: 

- Additional cost of Rs 157 cr is allowed on the basis that it is mandatory for MIAL to incur 

such cost: 
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- Additional interest of Rs 140 cr is allowed, incurred by the MIAL to meet funding gap 

- Further, escalation of Rs 130 cr is allowed on the basis of  

 

Further, following additional capital and operational capital expenditure is proposed in second 

control period without any independent technical evaluation: 

Capital Expenditure 

 

In case of Air India Code ‘C’ Hanger, South East Pier and Meteorological Farm above, cost 

allowed is more than amount submitted by MIAL. Also, there is no explanation about soft 

cost. 

In addition, the Authority has also proposed Rs 857 cr of operational capital expenditure during 

second control period 

37. Further, it is submitted that Authority is an independent sectoral regulator and should 

scrutinize incremental capex on technical and economic grounds before considering it as additions 

to RAB,, analyse its implications and conduct prudence check before allowing any cost to be 

included, even at a later period. 

J. Proceeds from the Monetization of Land have not been applied towards 

Determination of Aeronautical Tariff 

38. It is submitted that the Authority has extensively discussed the issue of monetization of land. 

However, there are certain key terms which should be evaluated and decided upon as a preliminary 

Additional cost allowed in Second Control Period

Extract from table # 18 from CP 10/2015-16 

Description Amount

CENVAT credit disallowance 45

Due to inability to avail EPCG benefit 17

Increase in cost of imported equipment 103

Contribution to MMRDA for Sahar Elevated Access Road 20

Cost of settlement for land 32

217

Less: Savings on ATC Tower -60

Total 157

Second escalation allowed in Second Control Period

As per Para 5.32 & 5.33 of CP 10/2015-16 

Description Amount

Increase due to withdrawal of service tax exemption 50

Increase in cost of settlement of land 18

Interest during construction (IDC) on account of additional 

loan raised
14

Interest during construction on account of delay in 

completion of fuel line work and subsequent pavement
48

Total 130

New Projects in Second Control Period

Extract from table # 24 from CP 10/2015-16 

Description

Submission 

by MIAL

Allowed 

by 

Authority

Metro Stations 518             -         

Taxiway 'M' (Only Slum Rehab cost) 157             157        

Air India Code 'C' Hangar 51               53          

South East Pier (between Grid RE 29 - PE 12) 395             409        

Meteorological Farm 12               13          

1,133          631        

Soft Cost ( IDC & Preoperative) 171             122        

Total 1,304          754        
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step to ascertain the issue monetization of land. It is submitted that Authority may kindly elaborate 

and clarify the meanings of the following terms by citing examples from the Airport and the Airport 

Site itself:- 

(a) Non – Transfer Assets; 

(b) Non – Aeronautical Services; and 

(c) Transfer Assets. 

 Since, the issue of monetization of land and the treatment of the same in the determination 

of aeronautical revenues has remained a contentious issue, it is relevant that the Authority clarifies 

the above terms as a preliminary step to decide the above issue.  

39.  AAI has provided about 2,000 acres of land at an annual lease rent of Rs.100 to MIAL. 

Further, AAI has allowed MIAL to commercially exploit and monetize around 195 acres of land. As 

per Paragraph 8.4 of Consultation Paper, MIAL has till date floated a tender for leasing of only 8.75 

acres of land consisting of four Plots. MIAL has not yet firmed up the real estate business plan which 

is impacting the tariff determination.  

40. It is submitted that the lease rentals received on monetization of the land have not been 

applied towards the computation of aeronautical tariff. In the event the lease rentals from 

monetization of land are allowed same will reduce the burden on the consumers. Therefore, the 

interest of the consumers and the stakeholders requires that the lease rentals from the 

monetization of the land be appropriated towards the determination of aeronautical tariff. Based 

on risk profiling of the airport operator, the Authority ought to determine revenue/ value of 

commercial property to be factored in determination of tariff in order to ensure tariff levels are 

benchmarked to international airports. 

41. The Authority has referred to DIAL’s Consultation Paper No. 16/2014-15 wherein the instant 

issue was discussed in detail. The Authority had illustrated three hypothetical scenarios/ modes for 

land monetization. The Authority had stated that Mode 3 is the only instance recognized by the 

Authority which delinks the proceeds of land monetization from the determination of aeronautical 

tariff. It is submitted that even under Mode 3 which is revenue sharing arrangement, the revenues 

from land monetization should be considered in the determination of aeronautical tariff. It is further 

submitted that a revenue share arrangement would include the factors like:  

(a) The contribution of MIAL in the said property development. It needs to be ascertained 

whether the said contribution is related to the services or mere sub – lease of land as a 

contribution; and 

(b) Expenses incurred by MIAL in providing MIAL’s contribution to the said property 

developments. In the event MIAL is not incurring expenses, it is evident that the contribution 

is limited to land only. Therefore, the revenue share merely factors the contribution of land. 

Assuming, without admitting, that MIAL is providing services and not merely providing the 

land in the said commercial venture, then the nature of services may be compared with the 
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Schedule - VI of OMDA, and evaluated whether MIAL is providing any services the revenue of which 

should be apportioned towards the determination of aeronautical tariff.  

42. Based on the above, it is submitted that even when there is a revenue sharing arrangement 

and MIAL is providing certain services, the revenue share will take into account: 

(a) Land; and 

(b) Services provided by MIAL to the extent the services relate to the Schedule VI of OMDA and 

the AERA Act. 

 Therefore, the land in question is ought not to be treated as a non – transfer asset the 

revenue arising from the contribution of land should be considered towards the determination of 

aeronautical tariff, in every scenario/ mode discussed by the Authority.   

43. Land has been provided by the government. Further, participation in such business venture 

only arises from the fact that MIAL has been allowed to do so under the terms of OMDA and the 

Lease Deed. Therefore, any receipts arising from the land (not being a non – transfer asset), which 

has been granted by a sovereign, cannot be allowed to be appropriated by a private person. In view 

of the same in all the instances, the Authority ought to have considered the proceeds of land 

monetization towards the determination of aeronautical tariff. 

44. It is submitted that MIAL is operating the airport which is a public asset. Further, assets like 

airport are inherently monopolistic. Therefore, the concern of the stakeholders should be of 

primacy when compared to the concern of the entity controlling such asset. It is submitted that in 

certain instances where the Authority cannot decide the approach, as an interim measure the 

Authority ought to consider that the interest of stakeholders is paramount. Similar views have been 

expressed by the Hon’ble Supreme Court in the matter of In Re: Special Reference No. 1 of 2012 

[(2012) 10 SCC 1], wherein a five judge bench has held that: 

“200. I would therefore conclude by stating that no part of the natural resource can be 
dissipated as a matter of largess, charity, donation or endowment, for private exploitation. 
Each bit of natural resource expended must bring back a reciprocal consideration. The 
consideration may be in the nature of earning revenue or may be to "best subserve the 
common good". It may well be the amalgam of the two. There cannot be a dissipation of 
material resources free of cost or at a consideration lower than their actual worth. One 
set of citizens cannot prosper at the cost of another set of citizens, for that would not be 
fair or reasonable.” 

Relevant extract of the judgment of the Hon’ble Supreme Court in In Re: Special Reference 

No. 1 of 2012 is annexed hereto and marked as Attachment – 8. Based on the above, it is 

submitted that land is a natural resource. Land has been given at a price of Rs.100/- per acre, 

under the terms of Lease Deed, which is a highly depreciated value. The reciprocal consideration 

is that land monetized has to be appropriated towards the determination of aeronautical tariff. 

Therefore, notwithstanding the reservation expressed by the Authority, the revenue arising from 

land monetization should be used to compensate the consumer. Further, even when the 

Authority is awaiting the comments from AAI and MoCA, the above judgment of the Hon’ble 

Supreme Court is binding on the Authority. The Authority is required to ensure MIAL’s reciprocal 
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consideration to reduce the burden on the consumers as per the decision of the Hon’ble Supreme 

Court in In Re: Special Reference judgment.  

K. Revenues from Cargo and Ground handling services considered as non - 

aeronautical 

45. It is submitted that the Authority has proposed to treat revenues of cargo and ground 

handling as non – aeronautical revenue. However, the Authority has considered the cargo and 

ground handling services as aeronautical services. It is submitted that the Authority has, followed 

the approach adopted in the Previous Order, and considered the treatment of cargo and ground 

handling services on the basis of the MoCA’s letters dated 09.03.2012 and 10.09.2012, wherein 

MoCA has stated that the cargo and ground handling services should be considered as non – 

aeronautical services. It is submitted that Authority has not provided any analysis of the above 

letters of the MoCA. The Authority ought to have arrived at its own conclusion with respect to the 

cargo and ground handling services in terms of the AERA Act. It is further submitted that the 

Authority has taken a curious position stating that though the services are aeronautical, the 

revenues may non – aeronautical. This approach of the Authority does not address the issue at 

hand. The services associated with the services should be considered in accordance with the nature 

of the revenue. These services are clearly ‘Aeronautical Services’ in terms of the AERA Act, 2008. 

Therefore, the revenue being realized from such services should be treated as aeronautical revenue 

in the hands of MIAL. 

46. FIA has carried out analysis to understand the impact of treating revenue from cargo and 

ground handling as aeronautical revenues rather than non-aeronautical. As per the analysis detailed 

in the table below, the target revenue will reduce by 17% by considering revenue from cargo and 

ground handling services as aeronautical revenue (without any adjustment towards cost & RAB).  

 

L. ITP Services not detailed or clarified by the Authority 

47. It is submitted that the Authority has considered the Into the Plane (“ITP”) services as non 

– aeronautical in the Previous Order. However, in the Consultation Paper the Authority has 

considered ITP as aeronautical services. It is submitted that the Authority has cited only the fuel 

related services under ITP. There may be other instances which may qualify as ITP for instance in-

flight catering. The Authority may consider other instances of ITP and provide views on the 

treatment of ITP with respect to the specific service. It is submitted that the Authority is considering 

a bundle of services under ITP and considering such services as aeronautical services. It is further 

submitted that the Authority ought to have illustrated separate instances of the services comprising 

the ITP and should have categorized the services as aeronautical or non – aeronautical as the case 

may be.  

Impact of treating revenue from cargo and ground handling as aeronautical revenue

Extract from table # 48 & 54 from CP 10/2015-16 

Particulars FY15 FY16 FY17 FY18 FY19 Total ARR as per CP 10/2015-16 % Change

Cargo revenues 238 262 272 281 292 1,344 

Ground handling 90   94   100 106 112 501    

A Total 328 357 371 387 403 1,846 

B Cross subsidization @ 30% 98   107 111 116 121 554    

(A-B) Amount by which target revenue would decrease 229 250 260 271 282 1,292 7,640                                17%



Submissions of FIA_16.04.2016: Authority’s Consultation Paper No.10/2015-16 titled “Determination of Aeronautical Tariff 
in respect of CSI Airport, Mumbai, for the 2nd Control Period (01.04.2014-31.03.2019)” 

 

25 
 

M. Service quality should be monitored and true up to be made as per the ratings 

received 

48. Clause 9.1.3(c) of OMDA stipulates that in the event MIAL fails to maintain the rating 

stipulated under OMDA which is 3.75 in the present case for two successive quarterly surveys, MIAL 

is liable to pay a penalty to AAI. Therefore, OMDA stipulates a mechanism to review the ratings and 

imposes penalty on default. In view of the same, it is submitted that with respect to the 2nd Control 

Period, the Authority may consider the provisions of OMDA and provide for true ups based on the 

ratings of the Airport. Further, the Authority may consider the impact of the liquidated damages, if 

any, imposed on MIAL and MIAL compensate the stakeholders/ consumers, in the event any 

liquidated damages are levied on MIAL under the terms of OMDA. The Authority should ensure that 

the quality of services should be maintained by MIAL. Further, the Authority should ensure that 

details pertaining to the service quality in the past and the projections of savings or reduction of 

losses should be should be made available to the stakeholders. Further, the Authority should ensure 

that MIAL should achieve the projections.  

N. Computation of HRAB 

49. The Authority proposes to consider the HRAB at Rs.966.03 crores at the end of FY 2009-10, 

pending outcome of the appeal by MIAL (@Para 9.5 & 9.6 of the Consultation Paper). As per the 

Previous Order, HRAB is proposed to depreciate at a rate, which is the average rate of depreciation 

of aeronautical assets every tariff year. Accordingly, the Authority proposes to consider closing 

HRAB at the end of FY 2013-14 as Rs.763.99 crores. The SSA indicates the components of the HRAB 

but it does not give the method of capitalizing the resultant revenue stream, hence the computation 

of HRAB for 1st Control Period by the Authority does not seem to be in concurrence with SSA. Per 

para 12.25 of the Previous Order, the Authority had requested the MoCA to indicate the objective 

and mechanism for computation of HRAB. However, the MoCA have not intimated the Authority 

in the matter.  

50. It is submitted that there is an increase in depreciation and return on RAB of airport 
operator, since the HRAB is included in RAB which would consequently increase the target revenue. 
Schedule 1 of the SSA provides for principles to be followed by the Authority in undertaking its role 
in tariff fixation. It is submitted that principles laid out in the SSA with respect to HRAB are 
inconsistent with the Authority’s regulatory philosophy and approach as stated in its Airport Order 
and Airport Guidelines. In the Authority’s previous order and guidelines for tariff determination, 
there is no concept of HRAB. Hence, it is submitted that the Authority should not have considered 
HRAB as part of target revenue:- 

(a) As the principles laid out in the SSA are inconsistent with the Authority’s regulatory 

philosophy;  

(b) In the absence of any intimation from MoCA with respect to HRAB computation; and 

O. Without considering Past Trends, Allocation, Productivity Improvements and Cost 

Drivers, the Authority has determined Operating Expenditure on a very broad basis 
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51.  Per proposal 12.C of CP10/2015-16, the Authority has considered actual operating and 

maintenance costs for FY2014-15 as the base for projection of operation and maintenance costs for 

the second control period. Authority has adopted different attributes (CPI inflation, agreements 

executed, % of fixed assets) for forecasting operating expenditure and in most of the cases relied 

on projections made by MIAL. 

52.  Following table depicts the operating expenses as considered by the Authority for the 

second control period – 

 

 

53. The Authority has proposed to consider the actual costs incurred by MIAL for FY2010-11 as 

the efficient O&M costs on the basis of the independent study by ICWAI. However, the Authority 

has considered FY2014-15 as appropriate base for projection of operating costs for the second 

control period. Hence, it is clearly evident that the base of FY2014-15 taken for projections does 

not represent the efficient O&M costs. 

54. The Authority has not considered other recommendations of the O&M efficiency study 

conducted by ICWAI which suggested that cost control measures may be taken by management of 

MIAL to mitigate increase in controllable costs 

55. As per clause 5.4.2 of Airport Guidelines, while reviewing forecast of operating expenditure 

the Authority has to assess (a) baseline operation and maintenance expenditure based on review 

of actual expenditure indicated in last audited accounts and check for underlying factors impacting 

variance over the preceding year; and (b) efficiency improvement with respect to such costs based 

on review of factors such as trends in operating costs, productivity improvements, cost drivers as 

may be identified, and other factors as maybe considered appropriate 

56. However, the Authority has allowed majority of the operating expenditure on a very broad 

basis without (a) going in details regarding their technical and commercial feasibility (b) without 

considering past trends, productivity improvements, cost drivers which is not in line with the 

provisions of Airport Guidelines. 

57. Further we noted that in case of Gatwick Airport, the operating expenditure has been 

determined by the CAA(Civil Aviation Authority) as follows (Source - Economic regulation at Gatwick 

from April 2014 : Notice granting the license) : 

a) Airport operator submitted the initial business plan 

b) Airport operator and the airlines engaged for almost 6 months to highlight the areas of 

agreement and disagreement 

Operating expenses in the second control period

Extracts from table # 45 from CP 10/2015-16 YoY increase

Particulars CAGR FY15 FY16 FY17 FY18 FY19 FY15 to FY16 FY16 to FY17 FY17 to FY18 FY18 to FY19

Utilities Expenses (Net off) 19.8% 100.32     171.23     183.34     194.67     206.76     70.7% 7.1% 6.2% 6.2%

Employee Cost 11.2% 113.52     130.55     143.60     157.96     173.76     15.0% 10.0% 10.0% 10.0%

Repair & Maintenance Expense 12.7% 105.50     128.09     143.37     154.34     170.22     21.4% 11.9% 7.7% 10.3%

Operating Expenditure 16.2% 62.51       79.16       88.45       100.43     114.15     26.6% 11.7% 13.5% 13.7%

Administrative Expenses 5.1% 49.45       59.58       54.62       57.41       60.34       20.5% -8.3% 5.1% 5.1%

Loss on scrapping of assets 207.48     -          -          -          -          

Rents, Rates & Taxes 11.7% 25.60       37.55       38.27       39.04       39.84       46.7% 1.9% 2.0% 2.0%

Others 4.0% 59.32       81.88       65.23       67.05       69.36       38.0% -20.3% 2.8% 3.4%

Total Operating & Maintenance Expenses 3.6% 723.70     688.04     716.88     770.90     834.43     -4.9% 4.2% 7.5% 8.2%
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c) Post the discussion, CAA commissioned several consultancy studies to assess the forecasts 

mentioned in the initial business plan submitted by the airport operator. The following table 

contains the studies commissioned by the CAA – 

 

d) On conclusion of these studies, operating expenditures estimates were shared with stakeholders 

for their review. 

58. Operating expenditure is one of the major component for determining ARR(~ 49% of ARR), 

hence, the Authority should have evaluated these expenses in detail rather than broadly relying on 

projections and basis provided by MIAL. Hence, the approach of the Authority for reviewing the 

operating expenditure is not in line with provision of Airport Guidelines and even international 

regulatory procedures. 

Q Non Aeronautical Revenues projected on a broad basis, an independent study for 

technical evaluation is required 

59. Per para 14.66 of CP10/2015-16, Non-aeronautical revenue has been divided into 4 sub-

categories – retail licenses revenue, rent & services revenue and cargo revenue and other income. 

The evaluation of each head under these sub-categories has been done a case by case basis by the 

Authority.  

60. The Compounded Average Growth Rate (CAGR) for Non-aeronautical revenues comes out 

to be 10% in the second control period whereas CAGR in the first control period works out to be 

15% as reflected in tables below, hence, it appears that Authority has considered lower growth 

projections for non aeronautical revenues for second control period. It is submitted that the 

Authority should reasonably estimate or appoint a consultant to determine revenue from these 

services as it may not be appropriate to burden the airlines and passengers with higher tariff in this 

control period and provide relief for the same in subsequent period. 

 

 

Independent consulting studies commissioned by the CAA 

Topic Consultant

Assessment of maintenance and renewal costs at Heathrow and Gatwick Steer Davies Gleave

Advice on the calculation of long-run incremental costs Europe Economics

Other operating expenditure at Heathrow and Gatwick Steer Davies Gleave

Central support costs Helios

Comparing and capping airport charges at regulated airports Leigh Fisher

Employment cost study at Heathrow, Gatwick and Stansted IDS Thomson Reuters

Review of distribution of economic rents SLG economics

Review of pension costs for Gatwick Airport Government Actuary's Department

Non aeronautical revenue to be considered in the  second control period

Table # 48 from CP 10/2015-16 

Particulars CAGR FY15 FY16 FY17 FY18 FY19

Retail Licenses Revenue 12.3% 617.28    674.68    795.05    884.99    983.46    

Rent & Services Revenue 12.8% 145.23    167.23    195.72    210.05    235.48    

Cargo Revenue 5.3% 237.56    262.13    271.59    281.39    291.55    

Other Income 29.74     -         -         -         -         

Less: Revenue from Non Transfer Assets (10.00)    (10.75)    (11.56)    (12.42)    (13.35)    

Total Non-aeronautical revenue considered 1,019.81 1,093.29 1,250.80 1,364.01 1,497.14 

Y-o-Y growth total 10.1% 7.21% 14.41% 9.05% 9.76%

Actual Non-aeronautical revenue as per first control period

Table # 12 from CP 10/2015-16 

Particulars FY10 FY11 FY12 FY13 FY14 CAGR

Non Aero revenue including Other income 515.35    688.34    801.49    865.10    888.78    

Growth % YoY 34% 16% 8% 3% 15%

Other income 6.91 4.89 6.6 17.92 18.61

Growth % YoY -29% 35% 172% 4% 28%
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61. Further, in case of Gatwick Airport, London, for the purpose of determining tariff for ‘Q6 

price control period’, CAA has appointed an independent consultant, Steer Davies Gleave to 

conduct study in order to determine commercial revenues at Heathrow and Gatwick airport (Source 

- Economic regulation at Gatwick from April 2014 : Notice granting the license) 

62. Per para 14.64 and 14.66 of CP10/2015-16,the Authority has noted that MIAL has earned 

21.47 crore from Other Income in FY15.For the remaining years in the control period, Other income 

has been considered as Nil and will be reconsidered under true-up post the second control period . 

Other income during the first control period aggregated to Rs 55 crore with a CAGR of 28% .This 

suggests that MIAL would generate significant quantum of other income in the second control 

period. Hence, it is hereby submitted that the Authority should include other incomes on the basis 

of past trends and cash flow management of the company.  

63. Non Aeronautical revenue is one of the major component for determining ARR, hence, the 

Authority should have evaluated it in detail and on line-by-line basis rather than broadly relying on 

projections and basis provided by MIAL. It is submitted that the Authority should conduct an 

independent study for determination of non-aeronautical revenues. 

P MIAL’s projections accepted without Technical Evaluation 

63. It is submitted that the Authority is a sectoral regulator. The Authority should not come at 

the conclusion based on the submissions made by MIAL without conducting any independent 

analysis. Since, MIAL is controlling a public asset, the comments of the stakeholders, like the 

passengers, should be taken into account, prior to accepting MIAL’s submissions and projections. It 

is further submitted that pending the submissions of the stakeholders, the Authority should 

consider the scenario which is beneficial to the consumers and the stakeholders. In view of the 

same, it is submitted that the Authority ought not to have accepted the following based on MIAL’s 

projections: 

(a) The Authority has accepted MIAL’s projections with respect to future capital expenditure 

without conducting any technical evaluation. 

(b) Per para 15.16.1, the Authority has only considered 5-year CAGR growth for forecasting 

passengers. Accodingly, the Authority has proposed to consider a CAGR of 7.73% for 

domestic passengers and 6.78% for international passengers 

 

(c) The Authority should take note of this fact as the traffic forecasts is the base for determining the 

ARR and UDF. It is submitted that the Authority should consider commissioning a fresh independent 

Projected traffic in the second control period

Extracts from table # 52 from CP 10/2015-16 

Traffic Category CAGR FY15 (Actual) FY16 FY17 FY18 FY19

Domestic 7.7% 25.21 27.15 29.25 31.51 33.95

International 6.8% 11.43 12.2 13.03 13.92 14.86

Total 7.4% 36.63 39.36 42.28 45.43 48.81
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study to get more accurate traffic forecasts for second control period which can comprehensively 

cover all the major dependent factors for calculating the traffic projections. Also, while determining 

the traffic forecast for the Gatwick airport, CAA considers not only the GDP but also the airlines 

capacity plans, average aircraft size and passenger load factor, network plans and flight frequency 

(Source - Economic regulation at Gatwick from April 2014 : Notice granting the license) S Future 

capital expenditure projections accepted, without any evaluation  

65. The Authority has accepted MIAL’s submission despite the known fact that neither standard 

estimation methodology for estimating the capital expenditure has been adopted and nor 

stakeholders have been consulted. This depicts that very casual approach which has been adopted 

by the Authority in evaluating the future capital expenditure. Also, MIAL’s submissions are accepted 

as it is without a detailed study on technical and economical grounds by an independent agency.  

Q. True Up mechanism dis-incentivize airport operator to make effort in bringing any 

operational cost savings 

66. It is submitted that instead of deliberating on cost and revenue finalization, true up is 

allowed for most of the components of tariff determination. Truing up mechanism not only insulate 

the operators from any risk, however, it also dis-incentivize airport to make effort in bringing any 

operational cost savings. Hence, we would recommend Authority to follow a pragmatic approach 

and may consider following aspects in determining tariff: 

a)  Independent consultants could be hired in order to cover all the critical areas 

b) Annual monitoring of price cap 

c) Quality of service standards could be monitored against standard benchmark and rebate 

mechanism should be followed to incentivize passengers in case of any failure 

R. Discrepancies in the Consultation Paper No.10/2015-16  

67. No detailed tariff model has been made available in the Consultation Paper. Following are 

some instances where information is not adequately provided or discrepancies are noticeable:- 

(a) X factor determination: Computation of X factor is not provided 

(b) Project Cost to RAB: Tracing of total RAB cost to the total project cost and amount recorded 

in financial statements  

68. Delay in tariff fixation burdening passengers: The Authority has failed to consider that the 

airport operator has caused inordinate delay in submitting relevant information with respect to 

projections for the 2nd Control Period which were submitted till as late as February 2016. This delay 

in submission has already diminished the effective control period from 60 months to 36 months. 

Accordingly, in view of the aforesaid, FIA is seeking urgent reconsideration of certain issues by the 

Authority also, load the additional burden on account on delay in tariff fixation on airport 

operator/MIAL instead of loading it on passengers 

S. FIA craves liberty to make additional submissions at a later stage, if necessary.   

Dated: April 25th, 2016  



Before the Hon’ble Airport Economic Regulatory Authority 

at New Delhi 

Re: AERA’s Consultation Paper No.10/2015-16 

“Determination of Aeronautical Tariffs in respect of Chhatrapati Shivaji 

International Airport, Mumbai, for the Second Control Period (01.04.2014 – 

31.03.2019)” 

INDEX 

Sl. No. Particulars Page Nos. 

1 Submissions on behalf of the Federation of Indian 

Airlines 

1 – 28A 

2 Attachment – 1: Relevant extract of the judgment of the 

Hon’ble Supreme Court in Uma Nath Pandey v. State of 

UP, (2009) 12 SCC 40  

29-31 

3 Attachment – 2: A copy of the Letter dated 12.04.2016 

by FIA to the Authority with list of missing documents. 

32-34 

4 Attachment – 3: A copy of the judgment of the Hon’ble 

Supreme Court in Kranti Associates Private Limited & 

Another vs. Masood Ahmed Khan & Others, (2010)9 SCC 

496 

35-51 

5 Attachment – 4: Relevant extract of the judgment of the 

Hon’ble Supreme Court in JK Industries Ltd. v. UOI, 

(2007) 13 SCC 673 

52-54 

6 Attachment – 5: Relevant extract of Accounting 

Standards – 6 titled Depreciation Accounting 

55-63 

7 Attachment – 6: Relevant extract of the judgment of the 

Hon’ble Supreme Court in In Re: Special Reference No. 1 

of 2012, (2012) 10 SCC 1  

64-65 

 

Federation of Indian Airlines 



29



30



31



32



33



34



35



36



37



38



39



40



41



42



43



44



45



46



47



48



49



50



51



52



53



54



55



56



57



58



59



60



61



62



63



64



65


	FIA Submission to AERA CP.No. 10 of 2015-16 (MIAL 2nd Control Period)
	FIA (MIAL - CP 10 - Submissions_25042016)
	FIA Index - FIA Submissions - MIAL CP 10
	FIA Attachment Nos 1-6 - MIAL CP 10



