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1. Brief facts

1.1. Delhi International Airport Private Limited (DIAL), was incorporated on 1% March
2006 with AAl retaining 26% equity stake and balance 74% of equity capital acquired
by members of the GMA consortia. The GMR consortia comprised GMR Group
entities, Fraport AG, Malaysia Airports Holdings Bhd. and India Development Fund
{which exited the consortium subsequently). On 4% April 2006, DIAL signed the
Operation, Management and Development Agreement (OMDA] with Al and took
over the operations of IG1 Alrport on 3™ May 2006.

1.2, DIAL entered Into various agreements with AAl, Gol and Government of National
Capital Territory of Delhi (GoNCT) to glve effect to the transaction. The OMDA was
executed between DIAL and AAl on 4™ April 2006, whereby AAl granted DIAL the
exclusive right and authority, during the term of agreement, to undertake some of
the functions of AAlL namely the functions of operations, maintenance,
development, design, construction, up-gradation, modernizing, finance and
management of the IG| Airport and to perform services and activities constituting
agronautical services and non-aeronautical services at the alrport. The OMDA has a
term of 30 years, with DIAL having a right to extend the agreement for a further
period of 30 years, subject to its satisfactory performance under the various
provisions goveming the arrangement between DIAL and AAl, In addition to OMDA,
DIAL also entered Into the State Support Agreement (S5A) with Gol on 26th April
2006 which outlined the support from GOl Besides OMDA and 554, the airport
operator has also entered into other agreements with the state government, Al and
other agencies in order to complete the project and provide various services at the
airport.

1.3. Provisions regarding “Tariff and Regulation” have been made in Chapter XIl of OMDA
and Clause 3.1 read with Schedule 1 of the 554,

1.4. Clause 3.1 of 55A states that GOl intended to establish an Independent economic
regulatory authority (Economic Regulatory Authority) having the responsibility of

regulation of aeronautical charges, and_ti ch time as the Economic Regulatory
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1.5,

1.6.

1.7,

1.8,

Authority commences regulating Aeronautical Charges, the charges shall be
approved by GOl Accordingly, pursuant to setting up of Alrports Economic
Regulatory Authority [AERA) of India vide the AERA Act, 2008 and notification of the
powers and the functions of the Authority on 01.09.2009, DIAL submitted its Multi-
year Tarlff Proposal (MYTP) to the Authaority for its consideration and approval, on
20" June 2011,

Pursuant to their submission, a series of discussions / meetings / presentations were
held on the propesal, including discussiens In respect of the financlal model
developed by DIAL for this purpase, Subsequently Consultation Paper No. 32 / 2011-
12 dated 03.01.2012 in respect of Determination of Aeronautical Taniff in respect of
IGI Airport, New Delhi for the 1% Control Period from 01.04.2009 to 31.03.2014
isubseguently referred to as DIAL Consultation Paper 32 / 2011-12 in this document)
was put up by the Authority and a stakeholder consultation was held to discuss the

views of various stakeholders on that Paper.

The Authority carefully considered and analysed the views of various stakeholders
on the proposals of the Authority on various building blocks in respect of
determination of aeranautical tariff for the 1" control period in respect of IGI
Airport, Delhi. The Authority determined the aeronautical tariff vide its Delhi Tariff
Order 03,/2012-13 dated 24.04.2012 In the matter of Detarmination of Aeronautical
Tariff In respect of 1G] Airport, New Delhl for the 1% Contral Period from 01.04.2009
to 31.03.2014 (subsequently referred to as DIAL Tariff Order 03 / 2012-13 in this
document).

DIAL then submitted a proposal for revision of tariffs for aeronautical services at IGl
Airport, New Delhi, for the Authority’s consideration and approval for the second
Contral Period starting 1% April 2014 (01.04.2014 to 31.03.2019).

Briefly stated, DIAL had filed their multi-year tariff proposal (MYTP) seeking a one-

time increase of 18.79% in the X Factor for determination of aeronautical tariffs (for

the 5 year tariff period FY 2014-15 to 2018-19, and considered tariff revision from

01.04.2014), with an annual CPI correction. DIAL subsequently revised its MYTP vide
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2013-14. In the revised submission dated 23.07.2014, DIAL sought a one-time
increase of 42.6% in the X Factor for determination of aeranautical tariffs (for the 5
year tariff perlod FY 2014-15 to 2018-19, and considered tariff revision from
01.11.2014), with an annual CPI correction.

1.9, DIAL made submissions dated 10.11.2013, 16.01.2014, 03.03.2014, 11.04.2014,
14,04.2014, 20.04.2014, 15.05.2014, 10.07.2014, 23.07.2014, 20.08.2014,
12.009.2014, 20.09.2014, 13.10.2014, 21.11.2014, 01.12.2014, 11.12.2014 and
15.12.2014, In response to the clarifications / information desired by the Authority.
The Authority had also addressed these submissions under respective sectlons of
this Consultation Paper. Ministry of Civil Aviation vide their letter dated 15.01,2015
had forwarded the AAI's letter dated 31,12.2014 and DIAL's letter dated 06.01.2015
to the Authority. The Authority had also dealt with these issues in the various
sectlons of the Consultation Paper No 16/2014-15 dated 28.01.2015.

1.10. Following the release of Consultation Paper No 16/2014-15 dated 28.01.2015, the
Autharlty had invited a stakeholder consultation on 18.02.2015, The minutes of the
meeting have been uploaded on AERA's website.

1.11. The Authority also invited formal comments from all stakeholders on the issues and
proposals presented In its Consultation Paper No 16/2014-15 dated 28.01.2015, The
Authority appreciates the responses that It has received from the wvarious
stakehaolders and has considered their inputs while preparing this Order.

1.12. The fallowing stakeholders commented on the Authaority’s Cansultation Paper No
16/2014-15 dated 28.01.2015 in the matter of tariff determination for Delhi

International Airport Limited:
1.12.1. Alrports Council Internatianal {ACI)
1.12.2. AirIndia
1.12.3. Airline Operators Committes [AOC)
1.12.4. Alr Passengers Association of India (aPAl}

1.12.5, Assoclation of Private Alrport Operg

1.12.6. Assocham
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1.12.7. Blue Dart

1.12.8. Confederation of Indian Industry {Cil)

1.12.9. Delhl International Airport Limited (DIAL)

1.12.10. Federation of Indian Alrlines (FIA)

1.12.11. Federation of Indian Chambers of Commerce and Industry (FICCI)
1,12,12. Fraport

1.12.13. International Air transport Association (IATA)

1.12.14. Mumbal International Airpart Limited

1.12.15. Virgin Atlantic Alrways

1.12.16. Vistara

1.13. The following part of this Order gives the Authority’s position on respective bullding
blocks presented in the Consultation Paper No 16/2014-15 dated 28.01.2015 in the
matter of determination of tariff for DIAL. Each chapter is structured in the following
manner where discussion on each issue has been segregated into six sections:

1.13.1. First section presents a summary of DIAL's submissions on the issue at the
Consultation stage

1.13.2. Second section presents a summary of the Authority’s discussion on the
issue, as presented in the Consultation Paper No 16/2014-15 dated
28,01.2015.

1,13.3. Third section presents the comments made by the Stakeholders to the
Authority’s position on the Issue stated in the Consultation Paper No
16/2014-15 dated 28.01.2015.

1.13.4. Fourth section presents the response made by DIAL to the comments made
by the Stakeholders on the issue,

1.13.5. Fifth section presents the comments made by DIAL itself on the issue in

addition to its responses to the Stakeholder comments,
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1.13.6. Sixth and the final section presents the Authority's examination of
Stakeholders’ comments, DIAL's responses and DIAL'S own comments on that

Issue and decisions thereof.

1.14. Declslons taken by the Authority on various issues in respect of 1GI Alrport, Delhl are
summarized in Chapter 27 below.
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2.  DIAL Appeal against Delhi Tariff Order No. 03/2012-13

a. DIAL Submisslon on DIAL's Appeal Against the Delhi Tariff Order No. 03/2012-13

2.1. The Authority had approved aeronautical tariff in respect of 1GI Airpert, New Delhl
for the 1st Regulatory Period 01.04.2009-31.03.2014 vide Delhi Tariff Order 03/2012-
13 ) dated 20th April 2012, However, being aggrieved by the aforesaid order DIAL
had filed an appeal vide Appeal No. 10/2012 to AERAAT. DIAL submitted that
pending the decision of the appeal they reserve their right to amend the true up

computation based on the legal outcome of the aforesald or any other legal
proceeding in this regard.
b. Authority’s Examination of DIAL's submission on Appeal Against the Delhi Tariff Order
Na. 03/2012-13
2.2. DialL approached the High court of Delhi vide LPA No. 670/2014 and the Hon'ble

Court had pronounced Its judgement on 22.01.2015, and has ordered as under:

Frd

Accordingly, the order under oppeal is set aside and the appeal shall stand
disposed af with the following directions:
{i] The Union of india, Ministry of Civil Aviation shall take the necessary steps to
finglize the selection and oppointment of the Chairperson and members of
AERAAT and ta make It functional at the earllest, within four weeks here from.
{if}] We further direct AERAAT to decide the cppeals aforesaid within eight
weeks therefrom i.e. latest within twelve weeks here fram.
(iii} The tariff determined by AERA for the First Contral Period vide Tariff Order
No. 03/2012-13 dated 20.04.2012 shall continue LIl the disposal of the cppeals
pending against the said Tariff Order by the AERAAT.”

2.3. The Authority examined the matter and issued a Public Notice No. 16/2014-15 dated

29.01.2015 which stated that:

“In view agnd in terms of the obove judgement of the Delhi High Court dated

22™ januory 2015, Order No. 3/2012:13 dated 24™ April 2012 possed by the
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the Authaority is not issuing any seporote extension order. This is without
prejudice to the Authority’s legol rights ond remedies in low. Any further

developments on the issue will be put in public domain by sultoble means,”

2.4, Subseguent to the above, based on a legal opinlon, obtained from a senior counsel,
the Authority has preferred an appeal (SLP before the Hon'ble Supreme Court of
India) on 25.04.2015 against the final judgement and Order dated 22.01.2015 passed
in LPA 670/2014 by the Delhi High Court. The matter is sub-judice.
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3.  Principles for Determination of Aeronautical Tariff

@, DIAL Submission on Principles of Determination of Aeronautical Tariff

3.1. DIAL had submitted Its philosophy for computation of Tariff and X factor based on
the principles lald down in the DIAL concession documents. It had followed the
Target Revenue Determination approach to calculate the increase in tariff through
the X-Factor calculation as given in the 55A.

3.2. DiIAL had also submitted a report on CPI inflation by RBI, dated 27 June 2013, as an
annexure reguesting inflationary increase over and above the tariff increase
submitted.

3.3, DIAL had also submitted that, any non-aeronautical income accrulng from
Investments disallowed as part of the Project Cost should not to be used for cross
subsidization. DIAL also submitted that according to the 554, only gross revenue
from the ‘Revenue Share Assets’ was to be considered while determining the total
subsidy contribution which did not Include ‘“Non Transfer Assets’. DIAL submitted
that cargo and ground handing should entall contribution to the extent of 30% of
their respective eamnings while determining the Aeronautical Charges and also
considered the Fugl Throughput Charge as an aeronautical charge.

3.4. DAL also mentioned that it has the flexibility to develop and innovatively design its

own tariff structure in line with market positioning and marketing objectives.
b. Autheority's Examination of DIAL's submission on Principles of Determination of
Aeronautical Tariff
3.5. The Authority had examined DIAL's submissions with respect to the principles of
determination of aeronautical tariff. The Authority indicated that the cantention that
554 provides DIAL the flexiblility to design the tariff structure, was without any merit.
3.6. The Authority proposed to determine the Target Revenue (TR} by aggregating terms
In the following farmula;
TR, =RE; x WACC;+ OM,; + D, + T — §5;

Where;

TR = target revenue
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RBI = regulatory base pertaining to Aeronautical Assets and any investments
made for the performance of Reserved Activities etc. which are owned by
DIAL The Assets other than Aercnautical Assets will be excluded from the
scope of RAB.

RBy = R84 — D+ |
Where: for the first regulatory period would be the sum total of the Book
Value of the Aeronautical Assets in the books of DIAL and the Hypothetical
Regulatory Base computed using the then prevalling tarlff and the revenues,
operation and maintenance cost, corporate tax pertaining to Aeronautical
Services at the Airport, during the financial year preceding the date of such
computation
WACC = nominal post-tax weighted average cost of capital, calculated using
the marginal rate of corporate tax
OM = efficient operation and maintenance cost pertaining to Aeronautical
Sarvices
D = Annual Depreciation charged on aeronautical assets based on depreciation
reference rates prescribed as per the Companies Act, 1956 and now amended
under the Companies Act, 2013
T = Corporate taxes on earnings pertaining to Aeronautical Services
5 = Subsidy ta the extent of 30% of the Gross Revenue generated from the
Revenue Share Assets, which are defined to include:
Mon-Aeronautical Assets; and
Assets required for provision of aeronautical related services arising at the
Alrport and not consldered In revenues from Nen-Aeronautical Assets (eg.
Public admission fee etc.)
i = Number of year in the regulatory control period

3.7. Based on its reading of the provisions of 554 and DIAL submissions proposed in the

Consultation Paper No 16/2014-15 dated 28.01.2015 , It appeared to the Authority




regulatory philosophy and approach as stated in its Airport Order and Alrport
Guldelines. It is noted that the draft of the 554 formed part of the bid documents in
respect of IGI Airport. It has been a consistent view of the Authority that the
provisions of the 554 should be taken on board, as far as these are consistent with
the provisions of the Act. Further, the provisions of 554 should also be reconclled to
the extent possible with the provislons of the Act. It Is enly where the provisions of
the 55A are not consistent with the Act and cannot be reconciled thereto, a deviation
from the provisions of 554 may need to be made to the extent of repugnancy to the
express provisions of the Act. There are certain important provisions in Schedule 1 of
554, which are at varlance with the approach decided by the Authority In respect of

ather alrports, which can be summarised as below:

3.7.1. Shared Till = 30% of the gross revenue generated by the JVC from revenues
share assets shall be used to subsidize Target Revenue. The costs in relation

to such revenue shall not be included while calculating aeronautical charges.

3.7.2. Hypothetical RAB — The opening RAB for the first regulatory period would be
the sum total af the Book Value of the Asronautical Assets In the books of the
IWC and the hypothetical regulatory base computed using the then prevalling
tariff and the revenues, operation and maintenance cost, corporate tax
pertaining to Aeronautical Services at the Airport, during the financial year

preceding the date of such computation.

3.7.3.  No cost pass through - (read with Clause 3:1.1 of 55A)-the Upfront Fee and
the Annual Fee paid/payable by the IVC to A4l under the OMDA shall not be
included as part of costs for provision of aeronautical services and no pass

through would be available in relation to the same,

3.8. The Authority had also noted the difference between the provisions of the Act and
those of OMDA in treating certain services as aeronautical or non-aeronautical and,
based on its extensive analysis of treatment of various services, had proposed to
treat the revenue from cargo and ground handling services as non-aeronautical

TEVENUE.
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3.9,

3.10.

3.11.

3.12.

3.13.
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The above principles (Paras 3.6, 3.7 and 3.8 above), including the variances, have
been considered by the Authority In its determination of aeronautical tariff In
respect of 1GI Airport, Delhi for the first Control Period from 01.04.2009 til
31.03.2014. The Authority proposed to consider the same princples for [ts
determination of aeronautical tariff for the current Control Period from 01.04.2014
till 31.03.2019.

With respect to DIAL's submission that "any non-aeronautical Income accruing from
investment disollowed as part of Project Cost is not to be used for cross
subsidization”, The Authority noted that it had neither prohibited the alrport
operator from utilising such assets nor was the airport operator asked to
decommission such assets. Accordingly, the Authority Is not persuaded to accept
DIAL's submission of not considering the revenue generated from such disallowed
ares.

With respect to the addition of CP| Inflation to the tariff, the Authority noted that X-
factor was determined based on the Target Revenue determined by It and the
projected aeronautical revenue for a Control Period. Inflationary increase was
appropriately incorporated in the components of bullding blocks. Thus the guestion

of granting an inflationary Increase over and above the Target Revenue did not arise,

The Authority had noted from DIAL submissions that it had proposed to incur certain
expenses on account of security related requirements and that such expenditure be
considered by the Authority towards determination of aeronautical tariff provided
the same will not be considered towards determination of PSF Security Charge. The
costs for Inline baggage screening was one such component Incurred by DIAL and

had been included in DIAL's financials and not in the PSF Accounts.

The Authority proposed to allow expenses pertaining to inline baggage screening to
be considered as part of aeronautical operating expenses for determination of
aeronautical tariff. Accordingly, the expenses pertaining to inline baggage screening
tor the first Control Perlod, which were not allowed by the Authority at that stage,

were proposed to be considered under the true-up exercise. Further the Authority




proposed to consider the projections made by DIAL towards expenses pertaining to

inline baggage screening for the sécond Control Period.

3.14. The Authority noted from DIAL submissions that DIAL has recorded security related
expenses for the first control perlod under the PSF (5C) Accounts. MoCA, vide its
Order AV 13024/03/2011-A5 (P11} dated 18.02.2014, had required that “all the
airport operators ... shall reverse/reimburse back to the respective PSF(SC) Escrow
acgount ... the total amount spent (on account of capital costs/expenditure) so far
towards procurement and maintenance of security systemsfequipment and on
cregtion of fixed assets out of the PSF{5C) Escrow Account, together with the interest
that would hove accrued In normal course had the sold amount not been debited
against the PSF(SC) Escrow account”,

3.15. The Authority noted that DIAL has filed an appeal in the Hon'ble High Court against
MoCA's Order AV 13024/03/2011-AS (Ptl) dated 18.02.2014. The Authority
proposed to appropriately consider the final outcome of the appeal towsards
determination of tariff for the second Control Perlod in case the outcome of the
appeal is avallable before the finallzation of the Order, else the same will be given
effect to at the time of determination of tariff for the third Control Period.

3.16. The Authority had noted DIAL submission on provision related to 10% increase In
Base Airport Charges as per Schedule 6 of 554A. However, the Authority did not find
any fresh grounds in the submissions of DIAL for reconsideration of its earlier
decision,

3.17. Based on the material before it and its analysis, the Authority proposed In the
Consultation Paper No 16/2014-15 dated 28.01.2015 regarding Principles for

Determination of Aeronautical Tariff in respect of |Gl Airport, Delhi
3.17.1. The Authority propased to consider the principles (laid In paras 3,12 to 3.15
as per its Consultation Paper No 16/2014-15 dated 28.01.2015) for
determination of aeronautical tariff in respect of 1G1 Airpart, Delkl.

3.17.2. According to MOCA's Order AV 13024/03,/2011-A5 (Pt.l) dated 18.02.2014,

the Authority proposed to copes =r-tig expendlture projected to be incurred




by DIAL towards creation of security related fixed assets during the second
Control Period {currently estimated at Rs 93.11 crore) towards computation

of RAB in respect of 1GI Airport, Delhl.

3.17.3. According to MOCA's Order AV 13024/03/2011-AS (Pt.l) dated 18.02.2014,
the expenses pertaining to inline baggage screening for the first Control
Period, which were not allowed by the Authority at that stage, were now
proposed to be considered under the true-up exercise. Further the Authority
proposed to consider the projections made by DIAL towards expenses
pertaining to Inline baggage screening for the second Control Period towards

determination of Target Revenue for the second Control Period,

3.17.4. As and when the Central Government comes up with the SOP / Guidelines
pertaining to the Rule no 88 A of the Aircraft Rules, 1937, wherein the
expression “expenditure on aviation security® is clarified, the Authority
proposed to censider such clarification for an appropriate treatment to
capital expenditure and operating expenditure incurred by DIAL on account
of security related requirements.

3.17.5. After issuance of the Order in respect of MNormative Approach for
determination of Building Blocks, DIAL will be covered under the normative
approach to the extent the Authority decides it to be applicable. This would
be applicable to DIAL only for subseguent control periods i.e. third Control

Period and beyond.

c. Stakeholder Comments on Issues pertaining to Principles of Determination of

Aeronautical Tariff

3.18. Subsequent to the Stakeholder Consultation process, the Authority has received
comments / views from various stakehelders in response to the materlal and the
tentative proposals presented by the Authority with respect to various elements of
determination of aeronautical tariff in its Consultation Paper No 16/2014-15 dated

28.01.2015. These comments are presented below:
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3,19, Airport Council Inmternational (ACI) commented on the adherence to concession
agreements stating that

“Adherence to Concession Agreements
To cregle confidence in the market, adherence to o signed concession
agreement must be respected as it (s termed as soverelgn risk. Any attempt to
relook at the concession after investment has been mode will adversely Impoct
the credibility of the Government as @ party to the ogreement, with a possibility
of steering oway potential investors. We urge the AERA to ensure thot the
concessions are adhered in full,
3. Ensure the success of future privatization projects
A sound regulatory frameweork should provide confidence that regulatory
decisions are mode on an objective, impartial and consistent basis. The
following are areas that require AERA's attention to ensure the future success
of airport privatization projects:
o) Avoid uncertainty: regulatory decisions should be consistent from one

control period to another.

b) Reasonable return: The return ollowed. l.e. the net amount avalloble to

investor, must be reasonable to make an Investment attractive.

c) Level of charges: the level of charges should be just and reasonable, allowing
investors to make a reasonable réturn while running the alrpart in an efficlent

manner.

d) Sustainable industry: Continuous losses In the alrport sector will mean that
all stakeholders including banks will not be able to recover their Investment
which will lead to on unsustainable economic environment. Resulting in lower
copacity hampering the growth of airlines and consequently passengers will

g/ Page 24
A

not be able to get the infrastructure
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gl Impaoct on the economy; Alrports are key economic drivers of the economy. If
the girport industry is not financiolly healthy the assocloted developments will

not take place, thus impacting the economy as a whole. *

3.20. With respect to the principles of determination of tariff and the methodology
followed, ACI also stated that

“Framework has been reloxed. In Indig, on the contrary, heavy-honded
regulation continues to apply. The AC! urges AERA to avoid micro-
management. Any regulotory intervention should be kept at @ minimum and
need to be cost-effective, the direct and indirect cost of regulation should not
oubweigh its benefits. :

All businesses must plan for the future if they are to grow, ond oirports If
anything exemplify this. Facilities which take time to deliver must be put in
place to coter for demand which can materialize much more rapidgly, While in
the past it may have been acceptoble to deliver infrastructure long after
demand Initially began to manifest itself, In today’s environment airports are
obliged to provide the right product at the right time. Consldering the future
capital requirements of DIAL in light with the current proposals in the
Consultation Paper, the entire master planning exercise will be in vain due to
aohsence of the much needed cash reguired and could result in a situation

where demand outshoots supply.
2. Decisions contrary to the Concession agregment

With respect to the spedific proposals in the Consultation Paper, we see the

following as the key contentious (ssues;

a) Nan-adherence to the CPI-X methodology

The State Support Agreement (554) signed by DIAL with the Government of
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DIAL, and the various building blocks are not considered for true up in the
subsequent control period.

We understand that the current proposals envisage true-up of operating costs
while non-oeronautical revenues remain out of the purvlew of the true-up. We
urge the AERA to avoid incansistency in the treatment af these items, and to
respect the CPI-X opproach that was originally agreed to by the 554 and hence

avoid true-up of these items in the subsequent control period.

b) Classificotion of Revenue

We urge the AERA to avaid inconsistency in the classification of revenue items
that is in contradiction with the concession ogreement.

For example, Cargo Screen Is currently proposed to be treated as Aeronautical
Services. Plegse nate that this item s not consldered an geronautical sendces
under Schedule 5 and 6 of DIAL's Operation, Manogement and Develapment
Agreement that clearly stipulates the classificotion for aeronautical and non-
oeronautical activities.

We believe this is o fundamental issue and the concession agreement should

not be altered an this impartant merit.

¢} Change in methodology of calculation

We urge the AERA to adhere to the concession ogreement with respect to the
methodology of calculation of the bullding blocks. For example, the
consideration of Revenue Share as o pass through for determining the
geranautical tax building block. If AERA considers revenue share as @ pass
through for the tax building block, then the same effect should also be given for
the operating cost taox building block and allowed as a cost fo be recovered.

This Is the logical framework of the DIAL concesslon agreement.”

3.21. On the [ssue of principles of determination of tariff, the Airline Operator's

Committee (AQC) stated that
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“The outharity has recommended that for the purposes of determination af
oeronautical tariff in respect of 1G! Alrport, Delthi. The authority propases to
consiger the principles lald dawn in paros 3.12 to 3.15 for determination for
geronautical toriff in respect of IGI Airport, Delhl. It is submitted that the
revenues from cargo and ground handling hove been proposed to be treated as
non-geronoutical revenue in parg 3.14, This violates the provisions of the AERA
Act and further submitted that even though the OMDA specifies the treatment
as non-peranautical, then to o statutory regulotion cannot be overruled by
omMDA,

3.22. Airline Operator's Committee (ADOC) commented on the Authority’s proposal

towards Mormative Approach stating that

“it s further submitted that pending order on the Normative Approoch for
determination of building blocks, it is proposed that the oguthorty implements
the same immedigtely on receipt in the current control period and only truing
up should be done in the subseguent contral perlod.”

3.23. Asgsociation of Private Airport Operators (APAD) submitted their views on revenue

share as a pass through for tax, stating:

“AERA has faid down one more proposal which is in violation of the concession
agreement. AERA hos proposed to consider Revenue Share os o pass through
gnd treat {t as operating cost for Aere Tax Calculations while it is not
considering the Revenue Share as poss through while determining aeronautical
tariffs.
The treatment of revenue share as an opergting expense is ggoinst the State
Support Agreement. The Section 3.1.1 of the agreement cleorly states:
“the Annual Fee paid/payvable by the JWC to AAl under the OMDA shall nat be
included as part of the costs for the provision of Aeronautical Services ond no
poss through would be available in relation to the same”
Furthermore, the treatment by AERA with respect to revenue share is extremely

discretionory and Inconsistent. The proposal penalizes the alrport twice, once
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by not including revenue share as a part of building block and onother by
treating it as a pass through for arriving at aero tax bullding block.
AERA may note that regulatory and statutory accounts are two different set of
books. Regulators in other parts of the world do not follow statutory accounts,
Both are considered to be separate set of books of occounts, They only regulate
on a notional entity which includes all or part of some parts of revenues or cost
but exclude others.
I} In Benmark, os in many countries It Is possible for some ossets In the
stotutary accounts to bé revalued = particularly when they have o market value
which can be directly ossessed.
ii) For Copenhagen Airport, these revoluations ore included in statutory
accounts but excluded in occounts used for regulatory purpases.
APAQ Recommendation:
Hence, it 5§ recommended that tax should be allowed in the reguiatory
accaunts based uvpen the calculation in which Revenue Share is not taken Into
gocount gs an expense which is in occordonce with the exomple and provisions
of the 554.°

3.24. The Association of Private Alrport Operators (APAQ) commented in the matter of

base airport charges as below,

“Autharity should haove allowed 10% increase in Bose airport charges as
pravided in Schedule 6 to the 554, Clause 2 of Schedule 6 to the 554 which
reads as follows:
“From the commencement of the 4th year after the effective date and for every
vear thereafter for the remainder of the term, Authorfty will set the
Aeronautical charges in occordance with clouse 3.1.1 read with Schedule 1
appended to 554, subject always to the condition that at the least, a permitted

nominal increase of 10% of the base airport charge will be avallable to the JVC

for the purposes of calculating aeronoutical charges fn any year after the




3.25. On the matter of treatment of Cargo and Ground Handling as aeronautical services,

Federation of Indian Chambers of Commerce and Industry (FICCI) stated that,

"industry feels that AERA's proposal to treat services for cargo and ground
handling as aeronautical services but treating revenues derived from the same
services as non-geronoutical revenue Is contragdictony and mnfusfng. Treating
such revenues as non-geronoutical revenues for the purpose of tariff
determination clearly vialates the AERA Act. (ndustry has urged to redress this

violation,

It has been suggested by the cargo players that the land lease rentals for cargo
spoce pald by them should be treated as geronaoutical and brought into the
ambit of AERA. It will safeguard the interest of cargo players and ensure

determination of tariffs after stokeholders® consultations,”

3.26. Onthe matter of principles of determination of tariff, IATA agreed with the approach
followed by the Authority and stated that,

“IATA agrees with the principles highlighted in paragraphs 3.12 to 3.15. On the
assumption that no other funds are being utllized to cover the costs of these
activities (and therefore there would not be duplicate payments), and provided
these activities are necessary and delivered efficiently, then It would be
acceptable to include these costs In the determination. In this regard, we
request AERA to assess whether the costs presented by DIAL are efficient
befare they are included in the RAB.

Under the assumption that no other funds are belng utflized to cover the costs
af these activities (and therefore there would be no double payment), and
provided that these activities are necessary and been delivered efficiently, then
it would be acceptaoble to include these costs in the determination. In this
regard, we request AERA o assess whether the costs whether the costs

presented by DIAL are efficient before they are included in the RAB.”
A stated tha
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“On the outstanding order on Normative Approach for determination of
Building Blocks, IATA wouwld propose thot once the order Is passed (which is
expected o take ploce during the second control period), the relevant decisions
should be considered applicable immediately and truing up Is then carried out
in the subsequent third control period, ™
3.28. With respect to the Authority’s position on the methodology and treatment of
diffarent bullding blocks, Assocham has commented on the stability in the regulatory
svstem
“There is o severe lack of consistency in authaority's principles.
The authority hes changed Its treatment between control periods. This is
internatlonally seen as a bad practice and Invester shy away from such policies,
The concession agreements of the current airport operators also mandate that

there must be consistency across regulatory periods,

There are several instances of change in principles by outhority fike:

» Change in treatment of some items amongst copex and opex

* Treatment of Into Plane as Aeronaulical

= Change In the allocation mechanism of airport eperator fee In aeronautical
and on aerongutical component

« Other income tregted as non-aeronautical and considered for cross
subsidization

On the other hand, when it comes to updating the numbers bosed on actual
available, AERA has used its discretion, It has proposed to update / make
changes in the 1 control period Regulated Asset Base (RAB] as approved the
grder no.3 - 2012/13 with respect to adjustments. in respect of Development

Fee, Copitalization method, Interest on Development Fee,

Al such adfustments are leading ta downward revision In the regulated asset

base for the 15t control period. However, when It comes to using the new asset
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the regulator has denjed It for operating cost and hos said they need more

evidence to accept new asset allocation.

Assocham feels thot the stand of the regulator has to be consistent with

respect to all proposals and discretion should be avoided,
This Is bad econamics and bad regulation and needs to be avoided”

3.29. Federation of Indian Airlines (FIA) has commented on the tariff determination

methodology with respect to the till followed:

“It is submitted that the Single Tl Approach as enshrined under Section
13(1){a){v), read with Section 13(1){b). has been odopted by the Autharity in its
Order No, 13/2010-11 dated 12.01.2011 warrants a comprehensive evaluation
of the economic model and realities of the airpert - both capital and revenue

elements. DIAL's opproach of hybrid till deserves to be discarded.

10. Considering the legisiotive and judicla! precedents on the Single Till
Approach, and the fact that the Appeol is pending before the Appeliate
Tribunal, the Authority ought to have made a reference to the Single Till
Approach (n the Consultation Papér. 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 migrote to Single Till approach, in the event
the Appeal is decided during the 2nd Control Period.

11, it is submitted that FIA on Innumerable occaslons has stated that increase
in aeronautical tariff may decrease the passenger traffic. It is pertinent to note
that DIAL {@Pages 177 and 308) hos admitted to the foct there is reduction in
passenger traffic valumes. In wiew of the same, it Is relevant that the Single Till
Approach, which is beneficial to the consumers, be adopted to encourage alr
trovel, which may result in increased passenger traffic,

12. FIA craves llberty to expand lts submisslons on the Single Till Approach, if

the Authority so deslres.”
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3.30. Other comments submitted by FIA on the matter of tariff determination by the

Authority are as under,

“It Is submitted that the following gops/lacunae must be oddressed before
concluding the present proceedings:

3.1 The Consultation Paper does not make any specific reference to the Appeal
No.6 of 2012 (tithe Appeal”] which Is pending befare the Airport Economic
Regulatory Authority Appelfate Tribunaol (lithe Appellate Tribunal"). The Appeal
has been filed by FIA challenging the legality and validity of the Authority's
order numbered 03/ 2012 -13 dated 20.04.2012 (“the Previous Order). In the
said Appeal, FiA has, inter alia, proyed to dismiss the Shared Till Approach
adopted by the Authority as the same 5 In violaotion of staotutary framework
which lays down the Single Till Approach.

it Is submitted that the Autharity ought to have made the outcome of the
Consultation Process subject to the decision of the Appellate Tribunal in the

Appeal,

3.2 The Airport Autharity of india {“AA!") has given about 5,000 ocres of land to
the Delhi International Airport Limited {DIAL) at Delhi, ot an annual lease rent
of Rs.I00 per acre, out of which DIAL is allowed to commercially exploit and
manetize ground 245 acres of land. As per para 14,1 of the Consultation Paper,
DiAL has monetized anly 45 acres of land till date by way of realizing. DIAL has
gdmitted thot DIAL has received Rs. 1,471.51 crores os Refundable Security
Deposit (“RSD") and lease rentals of approximately RS.2 crores per annum. The
Authority has not applied the lease rentals to the computation of ceronautical
tariff. The Authority has noted that DIAL has realized Rs.390.05 crores from
Commercial Property Development (CPD) between 01.04.2008 to 31.03.2014
{the “Control Period"]. Further, DIAL has projected that DIAL will realize

R5.548.24 crores in the 2nd Control Perlod. The Authorlty hos recorded that the
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Howewer, the Authority has not applled the amounts of Rs, 350.05 crores and

AAl, Pursugnt to the some, the Authority will decide the Issue of cpplying the
proceeds of land monetizotion towards the computotion of aeronautical tariff.
The Authority moy exemplify the 'Won -Tronsfer Asset' os defined in the
Operotion, Management ond Development Agreement (“OMDA"), ond its
practical implementation. Considering the fact thot the Authority has agreed
with the fact commercial development has taken place on the land which is @
non - transfer asset, the Authority ought to hove Included the aomounts of
Rs5.390.05 crores and R5.549.24 crores towards the computotion of

geronautical tariff.

3.3. The Authority has not decided upon the aeprecigtion applicoble to the
assets of DiAL, Depreciation will have a béaring on the aeronautical tarff. The
Authority ought to hove considered the issue of depreciation in the light of the
pravisions af the Companies Act, 2013 ("the Companies Act"). It s submitted
thot Part B Schedule ! of the Companies Act stipulates that the useful life of an
asset which may be arrived at by a regulatory autharity shall be considered for
the purposes of depreciation.

However, the Authority Is yet to notify the applicable rate of depreciation for
the ovigtion sector. Proviso to the Section 129(1) of the Companies Act requires
the financial statements to be prepared in occordance with the accounting
standords.

Therefore, pending the Authority arriving at the applicable rate of depreciation
for the aviagtion sector, the Authority should consider arriving at the
depreciation rates, as per the provisions of the Companies Act, read with the

relevant accounting standards.

3.4 The relevant documents which have been referred in the Consultation Paper

hove not been made ovailoble to_the-stgheholders. Many of the documents

7 ﬂﬁ—mmh ‘i %
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have been redacted or are not provided by the Authaority citing thaot the
documents are not refevant for consideration. In the absence of the documents
and the documents being redacted, the stakehalders will not be able to make

an informed decision an the proposals mode by the Authority.
3.5 The Authority has proceeded to continue with the asset allocation rotio of

88.25:10.75 (aerongutical: non - cerongutical) arrived in the Previous Order.
The osset oflocation rotio is also o subfect motter of the Appeal, The Authority
has arrived at this figure on the basls of ICWA] MARF's (defined below) review
of Jocobs Consultancy's report on asset allocation ratio. It is submitted that
ICWAI MARF ought to hove conducted an independent study on the asset
allocation ratio rother than basing the report on Jocobs Cansuitancy’s Report.
Further, the Authority has not apprecioted the foct that the asset allocation
ratio of 89.25:10.25 has been challenged by the FIA in the Appeo! and the same
is sub-fudice. Therefare, there may be o change in the asset allocation ratio

depending on the outcome af the Appeal.

3.6 The clarifications ar reports relied on by DIAL may only sugport the DIAL'S
cloims. Such reports do not provide an independent evaluation of the issues ot
hand, The Authority may consider formulating a mechanism for the
engagement of consultants by the Authorlty for the determination of
aeronautical tariff. Such a mechanism will ensure transparent and Independent
evaluation of the components af the oeronautical tariff.”

3.31. Fraport has also commented on Authority’s position on the principles of tariff

fixation stating as under:
“General principles of tarlff fixation

The principles of tariff fixation for 1GI Airport are laid down [ the concession

agreements entered into by DIAL and the Government of India.
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Any regulatory fromework developed after the execution of the ogreements
should refraln from contradicting or overriding the provisions of the
agreements which were the basis of the PPP,

Any such move would create ambiguity for all private airport operators and
would foster an unhealthy environment of uncertainty and doubt which may

well transcend beyond the airport infrastructure sector,

Mareover, this would also hamper the Interest in porticipation of international
operators in current and future alrport development projects or other large
scale Infrastructure profects. In this respect it is important that any action by
the regulotor should be aoimed at boosting confidence of the investor
community in order to ensure heaithy participation towards infrastructure

projects as desired by the Indion Government.”

d. DIAL's response to Stakeholder Comments on Principles of Determination of

Aeronautical Tariff
3.32. DIAL's response to ACHs comments on adherence to concession is as below

“Adherence to Concession; Agherences to o signed concession s @ must as else
it is termed as sovereign risk, Existing PPP airports, both Brownfield and
Greenfield, are being regulated by AERA and have separate

Concesslon Agreements/ State Support Agreements entered into with the
Government, which lays down the philosophy of economic regulation. As per
the AERA Act, while determining the tariff at these airports, AERA has been
mandated to toke [nto consideration the concessions offered by the
Government. AERA's current stand on adoption of single till goes against the
spirit of these concessions. Relook at the concession after the investar has put
in his money is bod economics and will odversely Impoet the economic

development of the country. ™

3.33. DIAL's response to ACI's comments on other aspects of the framework is as below
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“Nan Adhkerence to CPl X is o violation of concession and the Authority Is
requested to follow the correct methodology of CPI-X formulo which DIAL has

commented in getall in other submisslons. ™

“Authority may toke a cognizance of foct that any cargo related income s o be
treated os non-oero as per the communication received from MOCA directed to
AERA dated 09.03.2012

it is impartant to note that when revenues are corgoe operations are being
accepted as non-geronautical by the Authority. Cargo screening, which Is any
integral part of the overall cargo operations have to be considered as non-

geranautical fn nature,”

“Revenue shore was net consldered as Opex for the 1st contro! period and tax
benefit was ollowed in first control period (with o loter rider that it will be trued up
basing on the actual payments in the subsequent control perod). 5o there is o
change in the principle settled earlier. Further, It moy also be stoted that the
principle adopted by the Authority is not justifiable since while calculating ARR the
revenue share was not considered as opex while colculating the corporate tox
entitlement as per the 584 formulo, the revenue share wos considered gs an
expense which fs not as contemplated in the 554, This goes against the construct af
the OMDA and puts DIAL to unfair financial jeopardy

in many forms af regulation woridwide (incluaing DUAL and Hybrid Approaches)
the entity being reguloted, obviously under DUALS Hybrid Tilt, wili not hove
separate Profit and Loss Statement ond Balance Sheet for oeronoutical side of
business. The company always maintaing single and BS for the entire business
which includes Aeronoutical, Authority is requested to follow the following
principles:

if o part of company is Included in a regulatory determination, then its tox impact
would be taken into account if @ part of a company s to be excluded from

regulation, its tax impoct would equivalently be excluded.”
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“Authority has revisited Its own decisions token in the 1st control period. This
raoises the doubt over the socrosanctity of its own orders ond exocerbates the
regulatory risk in the sector. This needs to be avoided Authority has to establish
credibility of the regulotor’s controct is most important, ond that the public
interest Is best served by stoble lone-run arrongements where regulators honor
thair commitments and orders.”
3.34. DIAL's response to ADC's commaents s as below,

“The current response of DIAL Is in addition to the submission made to
Authority vide our letter number DIAW2014-15/Fin-Acc/6476 dated 10th April
2015. Under the OMDA, as per Schedule 6, the follawing facilities and services
are non- ogranautical services:

1 Alreraft cleaning services

2. Airline Lounges

3. Cargo handling

4, Cargo terminais

5. General oviotion services (other than those used for commercial air

transport services ferrying possengers air cargo or @ combination of
bath)

6. E Ground handling services

2. Hangars

8. Heavy maintenance services for aircrafts

9. QObservation terrace.
In view of this, cargo and ground hondiing services are non-geronautical
services and revenues therefrom are non-oeronautical revenues,

In determining the tariff for aeranoutical services, the Autharity is to take into
consideration the foctors enumerated under Section 13(1) (a) which includes

the concession offered by the Central Government.
Under the AERA Act, the Authority shall determine the tariff for ceronautical

iy T L

s
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I for navigation, supveillance and supportive communication thereto for air

traffic management.

i for the landing, housing or parking of an aircraft or any other ground
facility affered in connection with aircraft operations at an airport;

M. for ground safety services at on airport;

IV, for ground handling services relating to eircraft, possengers and cargo at
an airport;

V. for the cargo facllity at an alrport

Vi. for supplying fuel to the aircraft at an airport; and For g stake-holder at an
airport, for which the charges, in the opinion of the Centrol government
for the reasons to be recorded in writing, may be determined by the
Authorty.

NMOCA issued a directive in this regard to the Authority stating that:

"5, It is seen that Cargo and Ground Handing services are being treated os
geronautical services as per Section 2fa) of the AERA Act (Para 402 of
Consultation Paper). However, as per the provision or OMDA ond 554, cargo
and ground haondling services are categorized as non-geronagutical and the
revenues accruing from these services moy be treoted os non-aercnautical

revenue.

MOCA issued another directive in this regord on 10th September 2012
clarifying as follows.

"This Ministry had already, in the context af IGI Airport, Dethi, clorified ta AFRA
vide letter dated 53.2012 thot revenues from Corgo ond Ground Handling
Services oecruing to the alrport operator should be caotegorized non-
geronautical revenues os provided under the OMDA Th.'s categorization is
regardless ond irrespective of whether these services are provided by the

girport operator himself or through concessionaires (including JV appointed by

the girport operator).
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In light Of MOCA's directive, the caorge and ground handling services are non-
aeronautical services as stipulated under Schedule § of OMDA. The rotionale is
that ot the time of bidding for the airport profect, operators relled on and
based their bids depending an the assurances and promises containgd in the
concession agreements. Any change at this stage will be contrary to the ferms
on which the bids were ploced and will couse undue hardship to the airport
aperator.”
3.35. DIAL's Response to APAQ's comments on 10% base charge increase for tariff is as

under

“The follow s our detailed response on the oforesald issue ghving full
background of the issue. in the Consultation Poper, AERA has reiterated its
decision taken in Order No.3/2010-11 daoted 20.05.2010 on permitting 10%
increase (n Base Airport Charges (BAC). Order No.3/2010-11 was chollenged
befare the AERAAI In Appeal! No.3/2C10, and vide Order doted 11.05.2011, the
Tribunal had remonded the matter to AERA for o fresh consideration

1. “0On perusal of the impugned order, we find that the Regulatory Authority
has taken note various stands of the parties and has paragraph 9 summarize d
its opinion. There is no independent discussion on the various stands the
parties. in @ case of this nature, it was imperative for the Regulatory Authority
indicate regsans in short of its conclusions.

2, Mere mention that it has considered the rival stand Is not sufficient.

3, Therefore, without expressing any on the merits of the cose we set aside the
impugned order and remit the matter to the Regulatory Authaority to pass o
reasoned order after gront of opportunity to the parties for hearing and to
place further materials, if any.™

3. Thereafter, AERA issued the Consultation Paper for determining tariffs for
the first Control Perlod, in which It has adopted the stand taken earller with
regard to the 10% increase (n BAC:-
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"There is nothing on record, presently, to change the views earlier taken by the
Autharity.™

d. In it’s first Toriff Order, the issue of provision of 10% increase in BAC has
been dealt with in a cursory monner by AERA and It is merely stated that:-
“.the Authority finds no grounds to review the position already token by it in
Order No.3/ 2010-11 dt. 21.5.2010. ™

5. Therefore, there was no fresh considerotion of the issue by AERA nor did
AERA provide any independent reasons. This approach is contrary to the
specific direction of AERAAT in its order.

6. The interpretation of Schedule 6 af the 554 (o contract between DIAL the
Government of India) Is the sublect matter of challenge in appeal No.10/2012,
which Is pending consideration befare the Tribunal, In view af this, It Is just and
praoper that no finol decision be token on this issue, il odiudication by the
Tribunal,

7. This response (5 being submitted without prejudice to the aforesaid
contention, so that the matter is considered afresh by the Autharity in line with
the Tribunal’s Order dared 11.05,2011.

Schedule 6 of 554"

1. Under the State Support Agreement executed between the Government of
India and DIAL (554), the

Government has a binding obligation to provide support in consideration for
the operator implementing the objectives of 07v1DA namely operating,
malntaining, developing, designing, construction, upgrading, modernizing,
financing and managing the Alrport.

2. One af the undertakings is that provision of g minimum of 10% Increase in
the Base Airport Charges, which is provided to the operaotor, every year from
the 4th year onwards and for the remainder of the Term of the 554 with is co-

terminus with
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8. As an incentive, in the event the operator completes and commissions the
Handarury Copital Projects required to be completed during the first two (2)
years from the Effective Date, the 10% increase in the bose Alrport Charges is
to be made available from the 3rd vear onwards.

3. Clause 3 of the 55A (Government Support] sets cut the support that the
Government of India (GCS) undertakes to provide to DIAL Clouse 3.1.2
stipulates as follows.-

"The Aeronautical Charges for any year during the Term should be calculated in
gccorgance with Schedule 6 appended heretp. For abundant coution It
expressly clarified that the Aeronautical Charges as set forth in Schedule will
not be negatiated post bid after the section of the Successful Blader and will

not be altered by the 'VC under any circumstances, "
5. Schedule & can be examined in relation to the following periods-

Charges for the first two years: For a period of two (2) years from the Effective
Date, the existing AAl olrport charges (o5 set out In Schedule 8 oppended
hereto) ("Base Alrport Charges") will continue. Base Airport Charges (BAC) are
the charges which were prevalent on 26 04 2006 (o5 set in Schedule 8}, BAC [s
therefore fixed charge.
Charges applicable in the third year: If the JVC completes and commissions the
fandatory Copital Projects required to be completed during the first two (2)
vears from the Effective Date, a naminal increase of ten {10) percent over the
Base Alrport Charges shall be ollowed for the purposes of calculating
Aeronautical Charges for the duration of the third (3rd) Year after the Effective
Dote (“Incentive”), This increase fs not allowed if the Mondatory Copitol
Profects are not completed in the first two years, in which case the Bose Alrport
Charges will continue to be applicable for the third year.
Charges applicable from the fourth year onwards: From the fourth year and for
every year thereafter for the remainder of the Term, the AERA wiil set the
Aeronautical Charges in accordance with Clouse 3.1.1 read with Schedule 1.
,.-"# g -"J'?"‘
1T

Sl
)

F.

L

Order No. 40,/2015-16

ﬂ‘-E

el




This is subject always to the condition that ot the least, o permitted nominal
increase of ten (10) percent of the Base Airport Charges will be available to the
IVC for the purposes of calculating Aerongutical Charges in any year after the
commencement of the fourth yeor and for the remainder of the Term.
From the scheme of Schedule 6, it is evident that:
o) Aeronautical Charges are to be determined by AERA in accordance with
Schedule 6;
b} AERA is to set the Aeronautical Charges by applying the principles set
out in Schedule 1;
¢} Increase in geranautical charges, equivalent to 10% of BAC avallable to
the operator from the 4th year onwards and for the remainder; of the
Term, and
d} If the operoior completes and commissions the Mandatory Capital
Projects required to be completed during the first two years, the
increase in BAC is available to the operator from 3rd year as incentive,
e] BAC is o fixed charge / amount, which was known to the parties at the
time of entering into the 554, and there is no scope for negotiation or
change in BAC.
7. In this context, Schedule & of the 554 confers two distinct and Independent
rights to DIAL:-
l. Provision of nominal increase over the BAC for colculating Aeronauticol
Charges for the duration of the third yeor (which provided as an incentive to
the Alrport Operator for completing the Mandatory Capital Projects before the
third year); and
fl. Provision of Increase equivalent to of the BAC for eoch yeor after the
commaencement of the fourth year and for the remainder of the Term (which Is
not linked to any benchmarks to be by the operator)

8. The nominal increase of 10% over the BAC, os contemplated in Clause 1 is
he sold defined term "incentive"
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has not been used in Clouse 2. Clearly, it is evident that the intention of the
parties was thot the increase contemploted in Couse 1 was different from the
Increase contemplated in Clause 2
8. The right to an Increase equivalent to of BAC Is therefare on obsolute right
granted to DIAL by the Government under Clause 2 of Schedule B, o5 support
for entering inte OMDA.”™
Further DIAL provided fts explanation for clause 2 of schedule 6. And scheme af
554 and OMDA finally stating that
“Seen in this context, the interpretation thot Clause 2 of Schedule G only
“saves" the increase of BAC provided the third year, Is contrary to Schedule 6
and inconsistent with the objective of the 554, which is “to enhance the smooth
functioning and Viability of the JVC",

3.36. DIAL's response to APAD's comments on revenue-share pass through for calculation

of tax s as under,

“The 554 schedule 1 lays down thot whaot the component "T" — the Tax means
while determining the components af building block for Target revenue. The
letter "T" Is defined in schedule 1 as under;
T =corporate taxes on earnings pertaining to Aeronoutical Services
From this definition, following two cotegories emerge:
Tax needs to be calculated only for the earnings pertaining to aeronautical
services:
In terms of Schedule 1 of the 554, the corparate tax on earnings pertalning to
Aeronautical Services should be seporately calculated ond odded as o building
block to compute the finol target revenue. This approach consistent with the
standards and proctices accepted worldwide. This approach is contemplates an
artificial division of DIAL's overall income and Independent consideration of the

earnings pertaining to Aeronautical Services to ‘compute the tax component for

the geronautical side.
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The 554 envisgoges corporote tax pertaining to oceropautical earnings be
separately colculoted ond added os o building block to compute the fin* target
revenue. This calculation has no correlotion with the statutory tox colculation,
for various reasons like revenue share belng allowed as apex and non-gero as
olso the post losses

Revenue Share to AAI not being a pass through cost for determining the Target
Revenue the same shall not be a deductible for computing the tax liability on

the earnings pertoining to aeronautical services.

Under Schedule 1 of the S84, tax is bullding block towards the target revenue
the notional tax on oeronautical senvices (without considering revenue share as
a deduction) need to be the bullding biack of tax The reasen for not considering
the revenue share s thot since the revenue share Is not token as O&M cost, it
can olso not be deducted for tax purposes. Acting contrary to the provisions of
the 554,

AERA has decided to toke into account the revenue share as an opex which is
contrary to concesslon agreement. Thus DIAL gets o lower tox. Add-on in the
building black. This [s not permissible and runs contrary to the provisions of the
554, In eur view AERA has commitied error in methodelogy of caleulation tar
baosed the methodology which considers revenue shore of opex. The key
principle underying the Concession Agreements and the AERA Act is that DiAL
would have two sepaorate tox colculations, one regulotory ond the other
statutory, They bath hove different purposes. The Statutory Is calcwloted as per
Incame Tax act for payment of income tax whereas aero tox /s mandated to be

colculfated as per provisions of the concession agreement.

L)

3.37. DIAL's response to FICCI's comments on treatment of cargo and ground handling Is

as under
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The OMDA creates o distinction between Aeronautical and Nan-Aeronautical

Services [Ref: Schedule 5 for Aeronautical Services and Schedule & for Non-

Aerohautical Services].

Under OMDA, only the taoriffs for Aeronautical Services are subject to

reguiation, Airport operators/ DIAL are/ is free to determine tariffs for Non-

Aeronautical Services [Ref: Clauses 12.1 and 12.2 of the OMDA]

The Toriff Determination had to maintoin the distinction between these

services In accardonce with the mandote of OMDA, The OMDA treats ground
handling and carga charges under the Non-Aeronautical category. The tariff for
these two is to be determined by the Airport operatory DIAL, without regulatory
interference- Schedule 6 of the OMDA describes services which shall be treated
as Non-Aeronoutical Services.

3. Corgo Handling

Cargo terminals

6. Ground handling services.”

Classifying carge ond ground handling services in the oeronautical cotegory,

there will be an error of clossification. The clossification Is not based on any
intelligible basis and is contrary to the specific provisions of the OMDA.

AERA Act:

Section 13 of the AERA Act mandates that the AERA respects the sanctity and
integrity aof the concession agreements (i.e., the OMDA, the Stote Support
Agreement ("SSA) and other Project Agreements).

Therefore, the law (tself mandotes the compilance with the Project
Agreements, Any action of the AERA which is contrary to the provisions of the
Project Agreements would constitute a wiolation of the statutory norm
embodied in section 13 (1) {a) (Wi}, which will require reconsideration by this
Hon'bie Tribunal.

Section 13(1) (a) (Vi) of the AERA Act provides that: "13(1) The Authority shaif
perfarm the following fm:nanﬁﬁeﬁr? majer airparts, namely:- To
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determine the tariff or the aeronoutical services taking Inta consideration (vi)
The concession offered by the Central Government in any agreement or
memaorandum of understanding or otherwise;”

The scheme Of the AERA Act is clear under Section 13 the AFRA has to fix tarlffs
“taking inte considerotion” the concession agreements while fixing tariffs. The
obiigation to toke into consideration the concession ggreement (i.e., the OMDA
and the 58A) under Section 13 of the AERA Act has to be read in the context of
the laws of India and the AERA Act as o whole,

The AERA Act protects the integrity and sanctity of the contracts.

The Tariff Determination, to the extent it deviates from the provisions of the
OMDA and the 554, infringes on DIAL's settled contractual rights. The powers
under Section 13 of the AERA Act respect the freedom to controct namely the
concession agreements executed by the Central Government. The respondent’s
decisions have to be consistent with the 55A and the OMDA.

The Tariff Determingtion has 10 follow the statutory mondate and respect the
rights conferred on VAL under the OMDA which treats corgo and ground
handling services as Non-Aeronautical.

Palicy Direction of the Government had to be complied with:

MOCA vide letters dt. 12.3.2012 ond 8.3.2012, In exercise af its powers under
Section 42 of the AERA Act, issued o polley direction to the AERA to strictly
comply with the terms of the Project Agreements (including, OMDA and the
55A) while determining tariff. The policy direction had to be complied with by
the AERA while exercising its powers or discharging its functions. [Ref: Section
42(2)]

The Tarlff Determination has to be consistent with the policy. Thus, the AERA
cannot treat corgo and ground handling services as Aerenauticol Services

As per Section 42{2) of the AERA Act, the AERA has to follow and comply with

Central Government's policy directive5. The Centrol Government notified the

AERA on 05.03.2012 gua compliance-profeet pcontractuol ogreements!
) N
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"5. It is seen that Cargo and Ground Handling services are being treated 05
geronautical services aos per Section 2(a) of the AERA Act (Para 402 of
Consultation paper], However, as per the Provision of OMDA and 554, cargo
and Ground Handling services are categorized non- oeronautical ond the
revenues accruing from these services may be tregted as non-geronautical
revenue. "
The AERA hod o statutory duty to act in accordance with the policy directives of
the Government and to maintain the gistinction between oerongutical and
non-ageronautical as per OMDA and 554 (os directed vide letter dt. 9.3.2012).

3.38. DIAL's respanse to |IATA comments on expenditure on inline screening is as under,
“We hereby confirm that no other funds are being utilized for this security
related capex. The current inclusion is as per the mandate of MoCA. There is an
inbuilt methodology to ensure efficlency of opex by way af competitive
bidding.”

3.39. DIAL's response to IATA comments on expenditure on inline screening is as under,
“We hereby confirm that no other funds are being utilized for this expenditure,
There is no way that there can be double payment of a single spend as there is
an Inbullt internal control system ong the accounts ore subject to aldit.
These expenses are refoted to the amount spent ond not allowed to be
recovered earller by the Authority. Secondly, the Authority has moved fa
tondem with thé order from MOCA. Non consideration of the inline baggoge
expenses would be confiict MoCA advice”

3.40. DIAL's response to IATA comments on tariff fixation methodology is as under
“The Tariff fixation methodology as stated in the State Support for Delhi Airport
does not envisoge using norms for tariff determination, As such norms being
proposed by Authority will violate concession agreement.
The use of norms by AERA the ploce of detailed examination of individual

girport performance (s mafor change in regulation which was not foresesable

m:he bolonce those concessions.
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While do not encourage norms for new developments due to various reasons
given in subseguent pages of this submission, we reiterate that norms should
not be applied to existing privatized airports.
Even the IMG report ac referred by the Authority stotes’
Airports developed through Public private partnerships
"In the case of airports developed through public Private Partnerships, the
project authorities may adopt o case by case opprooch with respect to norms
relating to unit areg end unit costs. Based on the judiclous consideration of
international best practices and finoncial viability, the norms may be specified
in each case prior to Inviting bids for private participation.
As such these norms are not applicable to DIAL.
A detalled response in this regard has already been submitted to Authority vide
our response to CP-16 vide letter number DIAL/2014-15/Fin-Acc/6476 bated
10th April 2015."

3.41. DIAL's response to ASSOCHAM comments is as under
“Retrospective change In laws ond discretionory regulotion are the least
deslred attribute of any regulator’s philosophy. The regulation In the other
regulated infrastructure sector is moving towards de regulation and relaxing
regulation to ensure sustainability of the sector and inwvite private investment in
the sector.
In the Ports sector, it was decided in 2014 that port projects set after April 1
2014 are allowed to set market reguloted tariff.
In the roads sector, the government has accepted the recommendations of a
committee that set up to remove roadblocks Impeding the NHDP. The

recammendation include relaxing the
* copon upside revenue potential

* Ratienalizing the eligibility requirements for bidding, relaxing the conflict

of the Interest clause, enabling early exit for the promoters, the National




and reducing the lending risk by permitting larders to create o charge on the

BECROW gocount,

Excessive regulation leads to situation where the conduct of business losses
original essence of earning on orlginal Investment and Is only at the mercy of
the regulator to look for any return on the lnvestment. Any aberration with
respect to change in principles as adopted by the Authorty only exacerbates
the situation ond results in the deep losses,
3.42. DIAL's response to Fraport’s comments Is as under,

“a) Corgo screening revenues being treated as AERO by AERA: Cdrgo handling
is to be treated as o non-aeronautical service under Schedule 6 of OMDA which
is binding contract/ a Concession Agreement with a sovereign government. In
recognition af the some, MOCA taken o decision daoted 09.03.2012 (in
accordonce with the Concession Agreement) that revenue from cargo ond
ground handling accrued to the alrport operator would be categorized as non-

geronautical and conveyed the same to AERA

Under the new ground handing pollcy also MOCA has classifled the cargo
screening os hondiing function which is non-aeronautical under the concession
agreement. As such the same need to be reiteroted that cargo screening s also

a handling function ond need to be treated as being Non Aeronautical,

b} Revenue Share not to be considered as Qperating Cost for the purpose af
arriving at AERQ Tox figure The 55A entered between DAL and the Government
af India tays down the methodology of fixation of Aeronautical Charges. Claus e
3.1.1 0f 554

Thus under clause 3. 1.1, revenue share poid/payable to AAl Shall be nat be
treated as costs for provision Of Aeronautical Services, While the definition of
tox In the Schedule 1 Of 554 provides for tax only on Aeronautical Services,
clause 3.1.1 clearly excludes revenue share as a cost for the provision ol

Aeronautical Services, While AERA proposes to exclude revenue share from

operating costs for computation Of tg EEE deronautical Services, it Is not
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excluding the revenue share for The purpose of calculation of Tax in the
bullding blacks and going b’/ the octual tax as per books.
The stond and wview token b/ AERA that fox need to be trued up and be
calculated with revenue share os expense is not correct In the context the
purpose at gero tax determination. The revenue share pald to AAl Is not
ollowed as o pass through cost as per 58A. Under Schedule 1, corporate toxes
are to be allowed only earnings pertoining to Aeronaulical services. Hence,
corporate tox has to be computed on standolone basis fn respect of
geronautical on notional basis. This disconnect is and not in line with the
provisions of 55A and will put DIAL to serlous financial feopardy.”
e. DIAL's own comments on lIssues pertaining to Principles of Determination of
Aeronautical Tariff
3.43. |n addition to response to the comments from various stakeholders, DIAL has also
submitted its own comments on Principles of Determination of Aeronautical Tariff
proposed by the Authority in its Consultation Paper No 16/2014-15 dated
28.01.2015. These comments are presented below:
3.44. DIAL's comments on flexibility to design the tariff structure:
“Flexibility to levy charges
We hereby submit the evidence which shows thot under cancession agreement
(State Support Agreement-554) DIAL has the flexibility to levy charges based on
the principles given in Schedule 1 of 554:
Extroct of 55A;
The above extroct canfirms that within the overoll cap, the JVC (i.e. DiAL) has
been given the flexibility to impose charges.”
3.45. DIAL'S comments on consideration of concession agreements for the purpose of
tariff determination are as under,

“Tarfff determination needs to be done bosed on provision of concession

agreements

IR
We do not agree with the Aun'?.ﬂ?_"r'l ot
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“a devigtion from the provisions of 554 moy need to be made to the extent of
repugnancy to the express provisions af the Act.”

We are of the view thot the tariff determination, as mondated by AERA oct
should be done strictly in compliance with the terms of the Project Agreements
{primarily, the OMDA and the 554). The concession wos granted in fovour of
DIAL after a competitive bidding process, where bids were invited, formulated
and submitted based on the rights and obligotions set out in the Project
Agreerments (unsigned versions of which were made available).

A devigtion from the terms of the Project Agreements will vitiote the entire
campetitive bidding process and will destray the basic fabric of the concession,

Thus, while determining tariff, the Authorty must strictly comply with the
Praoject Agreements. This [5 olso consistent with the Authority’s obligotions
under Section 13(1) (a) {vi) of the AERA Act.

The AERA Act does not give power to the Authority to go behind controctual
rights,

On the contrary, Section 13 of the AERA Act mondotes that the Authority
respects the sanctity and Integrity of the concesslon agreements (le, the
OMDA, the 554 aond other Project Agreements). Therefore, the fow itself
mandates the complicnce with the Prolect Agreements. Any action of the
Authority which is contrary to the provisions of the Project Agreements would
constitute a violation of the statutory norm embadied in section 13 (1) {a) {v).
The scheme of the AERA Act is clear. Under Section 13, the Authority has to fix
toriffs —toking into considerotion]] the concession ocgreements while fixing
tariffs. The obligation to take into consideration the concession agreement (e,
the OMDA and the 55A) under Section 13 of the AERA Act has to be read in the
context of the laws of Indio and the AERA Act os o whole,”

3.46. DIAL's comments on treatment of cargo screening for the purpose of HRAB

calculation are as undar,

Valuation of Hypothetical RAB basedgrremagge In classification of revenue
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DIAL does not ogree with the treatment of corgo screening octivity as
oeronautical service, A more detolled response on this motter is provided in
Chapter 7. However, if cargo screening s considered, though not admitted, as
aeronautical service, then the value of Hypothetical RAB will also need to be
changed from first control period onwards.

The followling is the chonge in HRAB based on WACC considered by authority in
first cantrol period;

Hypothetical RAB addition due to Carga Screening being treated os Aero.

Hypothetical RAB oddition due to Corga Screening belng treated os Aero,

Cargo Scregning Revenue 1023
Aerg Expensesicorgo ekp. Already consldered) o
wWacc 10.33%
Hypothetical Asset Bose 88,51

Hypothetical RAB addition due to Cute Revenue being treated af Aero.

Revenues from cute chaorges i g
Wacc 10.33%
Hypotheticol Asset Base 26,14

“As such, the Revenue share payabile Is not to be calculated as pass through for
provision of aeranautical services as admitted by Authority hereinabove.
However, this needs to be considered with holistic approach in entire tarlff
calculation, Authority cannot use this principle for ane part of tariff calculation
and violate the some In other.”

“Under Schedule 1 of the 554, tox is a bullding block towards the target
revenue; the notional tax on aeronautical services (without censidering revenug
share as a deduction) needs to be part of the building block of oero tax.

The reason for not considering the revenue share is that since the revenue
share is not taken aos O&M cost, it can also not be deducted for tax purposes.
Acting contrary Lo the express provisions of the 554, the AERA has decided to

take into occount the revenue share as an opex which is prohibited in the
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concession agreement. Thus, DIAL gets a lower tax add-on in the bullding biock.
This is not permissible and runs contrary to the provisions of the 554,
In our view, AERA has committed error In methodology of calculating tax based
the methodology which considers revenue share os opex. The key principle
underiying the Concession Agreements and the AERA Act Is that DIAL would
have two separate tox calculations, one regulatory and the other statutory.
They both have different purposes. The Statutory tax is colculoted as per
income Tax act for payment of income tax whereas oerp tax is mondated to be
calculated as per provisions of the conceéssion agreement.
Hence, it is earnestly requested that Authority must review /ts working and
colculate tax without considering Revenue share as o cost ond allow the
resultant tax figures as a bullding bfock accordingly.”

3.47. DIAL's comments on treatment of cargo screening as aeronautical revenue are as

under,

*Cargo Screening to be Non-Aeronouticol
We thank the authority in treating carge and ground handling services as non-
aeronautical,
However the cargo screening services which aore the integral part of cargo
services cannot be treoted os geronautical services. The Authority has to treat
the revenue from cargo screening activities as non-geronautical revente only.
Cargo handling is treated as @ non-aeronoutical service under Schedule 6 of
OMDA which is a binding controct/ @ Concession Agreement with a sovereign
government, under which contractual rights have accrued. In recognition of the
same, MoCA hod taken o decilsion doted 05.03.2012 (in occordance with the
Concession Agreement) that revenue from corge and ground handling accrued
to the girport operotor would be categorized as non-geronautical,

Cargo services include caorgo screening which falls in the cotegory/ class of

cargo’.
- sl iy R
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Even if the screening of cargo helps in ensuring security, ultimately it Is one of
the functions of corgo hondling service, Further, since corgo screening is part of
cargo services, revenues (from cargo screening) hove to be treated as non-
aeronautical in line with MoCA's policy decision (olready communicated to
AERA).

It Is also pertinent to note that In accordance with Schedule & of OMDA, all
facilities established for the activities listed in Part | thereof, which includes
cargo screening services, hove to be treated os Non-Aeronauticol Services.
Hence any revenue generated from such assets and facilities is the revenue

from Non-Aeronauticol Assets

The ghove fact also haos been supported by the new ground hendling policy.

In the circular issued by DGCA (51, No. 7/2007, File No. 9/1/2002-18) for Grant
of permission for providing ground handling services at airports other than
those belonging to the airports outhority of indla the ground haondling is
defined to include:

1.1. "Ground handling™ means;

(1) ramp handling which shall include the activities specified In Annexure ‘A”;

(i} traffic handling which shall include the activities as specified in Annexure
‘B and

{iii} any ather activity specified by the Central Government to be @ part of either
ramp handling or traffic handling.

The ANNEXURE ‘B’ related to traffic handling includes amongst others:

5. Security

5.1 Registered baggage X-ray scan check (baggage and cargo)

5.2 Surveillance/vigllance for registered baggage at boggage make-up/breakup

grea of the alrport

5.3 Baggage identification/watch und-wm:j.’_g,\f:égfsrered baggage
B
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Therefare, the scanning of cargo (Corgo screening) is clearly part of ground
handling activity as per the ground handling policy of the Government. Ground
handling has already been clarlfied as a Non-Aeronoutical activity under DIAL's
cancession agreements and further concurred by AERA as well. Hence, the
carge screening showld be treated as Non-Aeronautical.”

3.48. DIAL's comments on disallowance of specified non-geronautical area and

consideration of revenue therefrom are as under,

“If the Authority considers thot ossets built in this 8 652 sg.m as disalfowed,
then it would be wrong to reckon the non-aeranautical revenue generated from
such ossels. These assels hove been were created and used by the alrport
operator for the services to the passengers.
Ultimately such assets agre the Transfer Assets and are being used only for
passenger services.
Our contentlon is that when such assets are being used far passenger Services
and the Authorlty Is considering the revenue therefrom to determine the
aeranautical tarlff ot the IGI Airport, it should consider cost of such assets in
the RAB and alfow the airport operatar to recover its cost.”

3.49. DIAL's further submission with regards to the Authority’s current methodology is as

under

“The Authority’s proposal made In the Conswitation Paper is bosed on a flawed
and erronegus understonding of the terms of the 554. The formula for
calculating
Airport charges Is prescribed in Schedule | to the 55A. DIAL submits that ‘X-
Sactor' Is the caleulation of the tarlff Increase in favour of the Alrport operator.
The formula contemplates calculation at two stages. First, the X° factor has to

be determined - this Is done without taking into account the inflation index.

Thereafter, while determining the aeronautical charges, the Inflation Indexing
is gone based on the All Indla Consumer Price Index (Industrial Workers). This
two stage approach is specifically pravided for in Schedule 1 of the 55A.

b fi
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A two stage approach must be followed - the value of X* has to be determined
by the Authority by equating the NPV of the target and the actual revenue, The
CPl inflation (the inflation Index) hos to be odded to the toriff (when the
aeronautical charges are to be determined). DIAL submits that as per the 554,
CPl adjustment should be made to the overall tariff, nomely, that the
odjustment is opplied after the tariff has been calculated which would then
reflect the effect of inflation on the overall torfff.

The 55A provides that CPI inflation will be odded to the tariff ond that on
allowance would be provided towards inflotion (CPI} over ond above the target

FEVERLE.

Schedule | of the 584 loys down the methodology for calculation of the
aeronautical charges and the X-Factor. The formulo for calculation of the X-
Factor has been prescribed at internal Pg. 27 of the 55A.

This determination is independent of inflation. It Is anly after determination of
the X-Factor, while calculoting the aeronautical charge that inflation is factored
in.

Thus, under the 554, CP! based indexing s to be corried out on the BAC after
adjusting for the volue of X-foctor s0 derived ot Stage-l. The Authority’s
gpproach is ol odds with the methodology under the 55A and applies
inflationary indexing while calculating the X-foctor itself.

The Authority’s approach is not in line with the 854 as it proceeded on the basis
that the ‘X-factor’ had to be computed considering Inflationary Increases along
with

X-foctor’. The stand and approach of the Authority that the CPI adjustment is
part of the ‘X-factor’ is incorrect and is contrary to the $54. The Authority while
aggregating the target revenue from five bullding blocks has considered
indexing from only two blocks with inflation viz, operation and malntenance

casts and non-geranautical revenies.
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The Authaority has not indexed the remaining three building block i.e. {Return an

RAB, depreciation and taxes). Therefore, effectively, the vaiue ‘X* factor has
been brought down/ eroded due to partial bulld-up of CP! in two building
blocks which is then fully stripped in overall revenue while de-indexing. There is
no basis on which CPI has been mandated to be allowed only on operation and
malntenance costs and non-aeronautical revenues and not any other bullding

blocks in the 554 — no explanation has been provided far the same in the CP.

DiAL submits that the Authority must first arrive at the aeronoutical charges in
gccordance with the SSA withaut inflation and only thereafter give CP Infiation

separately.”

f. Authority's Examination of Stakeholder Comments on Principles of Determination of

Aeronautical Tariff

3.50. The Authority has carefully considered the comments from the stakeholders as well
as DIAL's own comments and responses to these stakeholder's comments regarding
principles of determination of Aeronautical Tariff for the second Control Period in
respect of the 1GI Airport, Delhi, The Authority’s examination and decisions in this

regard have been presented below.

3.51. In response to ACl's comments that “We urge the AERA to ensure that the
concessions are adhered in full” and “Framewark has been relaxed”, the Authaority
would like to highlight that its approach and methodology of tariff determination for
DIAL s based on policy guidance regarding the detarmination of tariff for the
aeronautical services provided to the Authority by the legislature under the provisions of
the AERA Act. Accordingly, the Authority issued the Consultation Paper No 16/2014-15
dated 28.01.2015, after analysing the provisions of S5A as well as other relevant
documents viz, OMDA etc. The Authority has carefully examined the covenants of 554
and OMDA in respect of DIAL for Its implications on principles and mechanics of tariff
fixation and has accordingly considered these provisions while determining the

aercnautical tariff in respect of these airports for the 2™ Control Pericd.

3.52. Inthe matter of application of the Murr'llil_titz_.ﬂppma ch where AQC has commented

that “It is further submitted that fendi
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3.53.

3.54.

3.55.

Order No. 40,/2015-16

determination of building blocks, it is proposed that the Autherity implements the
same immediately on receipt in the current cantrol period and only truing up should
be done in the subsegquent contral period.”, The Authority would like to clarify that it
has not yet finalised its view with respect to the Normative Approach. Once finalised,
the approach will be zpplicable for all airports including DIAL, prospectively (from
third Control Period and beyond), to the extent the Authority may decide It to be
applicable,

With respect to APAD's comments on base airport charges “Authority should have
alfowed 10% increase in Bose airport charges as provided In Schedule 6 to the 554,
Clause 2 of Schedule & to the 55A°, the Authority would like to highlight the
discussion on the matter In para 30 to para 38 of the DIAL Consultation Paper No.
32/2011-12. The Autharity does not find any new argument in the submissions for
secand Control Period and accordingly s not persuaded to reconsider its approach

on the issue of increase in Base charges.

As regards DIAL's submission regarding providing CPl over and above determination
of tariff while using CPI-X methodology, the Authority has had reference to the
Schedule 1 of 55A, which provides as under,
“the maximum average aeronautical charge (price cap) in o particular year ‘I
far @ particular cotegory of aeronoutical revenue ., Is then colculated

according to the following formulo:
AC=ACux (1 +CPI=X)

Where CPI = average annual inflation rote as measured by change in the All

india Consumer Price index (Industrial Workers) over the regulatory period”

The Authority would also like to make reference to the lllustrative calculation of CPI-
X presented and described in Schedule 1 of the SSA. The calculation states that all
numbers of the lllustration are taken at current values, which means that Iinflation
has been accounted for in the calculation before equating ARRs. The Autharity has
considered inflation, as appropriate, on various building blocks and hence has

considered the building blocks at curr lues. Hence, the Authority decides to




continue with the calculation of ARR by accounting for CPI In its calculatlons made

before determination of "%-Factor’,

3.56. The lssue of treatment of security related expenditure incurred by DIAL was
discussed in detail In Consultation Paper No. 16/2014-15 and has been reproduced in

the para 3.12to 3.17 above. Accordingly, the Authority maintains its stance to:

3.56.1. To consider the expenditure projected to be Incurred by DIAL towards
creation of security related fixed assets during the second Control Period
{currently estimated at Rs 93.11 crore) towards computation of RAB In
respect of IGI Airport, Delhi, based on MOCA's Order AV 13024/03/2011-A5
(Pt.l} dated 18.02.2014.

3,56.2. To consider expenses pertaining to inline baggage screening for the first
Control Peried, which were not allowed by the Authority at that stage, under
the true-up exercise based on MOCA's Order AV 13024/03/2011-AS (Pt.1)
dated 18.02.2014, Further consider the projections made by DIAL towards
expenses pertaining to inline baggage screening for the second Control
Period towards determination of Target Revenue for the second Control

Period.

3.56.3. As and when the Central Government comes up with the SOP / Guidelines
pertaining to the Rule no. 88 A of the Alrcraft Rules, 1937, wherein the
expression “expenditure on aviation security” is clarified, consider such
clarification for an appropriate treatment to capital expenditure and
operating expenditure Incurred by DIAL on account of security related
reguirements.

3.57. After Issuance of the Order in respect of Normative Approach for determination of
Building Blocks, DIAL will be covered under the normative approach to the extent the
Authority decides it to be applicable. This would be applicable to DIAL only for

subsequent control periods Le, third Control Perlod and beyond.
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3.58. The Authority notes that other comments from the Stakeholder are specific to
certain building blocks. These comments have been addressed by the Authority In
the respective chapters for those bullding blocks.
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Declslon No. 1 Based on stakeholder comments and the analysis done by the
Authaority in the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Principles for Determination of Aeronautical Tariff In respect of 1G]
Airport, Delhi:

1.5.The Authority decides to consider the principles of SSA and OMDA as
discussed in paras 3.6 to 3.9 of this Order for determination of aeronautical
tariff In respect of 1GI Airpart, Delhi.

1.b.To consider the expenditure projected to be incurred by DIAL towards
creation of security related fixed assets during the second Control Period
(currently estimated at Rs. 93.11 crore) towards computation of RAB In
respect of 1G] Airport, Delhi, based on MOCA’s Order AV 13024/03/2011-A5
(Pt.l) dated 18.02.2014.

1.c. To consider expenses pertaining to inline baggage screening for the first
Control Perlod, which were not allowed by the Authority at that stage, under
the true-up exercise based on MOCA’s Order AV 13024/03/2011-AS (Pt.1)
dated 18.02.2014. Further consider the projections made by DIAL towards
expenses pertaining to inline baggage screening for the second Control Period
towards determination of Target Revenue for the second Control Period.

1.d.As and when the Central Government comes up with the SOP / Guidelines
pertaining to the Rule no 88 A of the Aircraft Rules, 1937, wherein the
expression “expenditure on aviatlon securlty” Is clarified, the Authority
decides to consider such clarification for an appropriate treatment to capital
expenditure and operating expenditure incurred by DIAL on account of
security related requirements.

1.e After issuance of the Order In respect of Normative Approach for
determination of Bullding Blocks, DIAL will be covered under the normative

approach to the extent the Authority decides it to be applicable.
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4. Control Period

a. DIAL Submlission an Contrel Perlod

4.1.  With regard to the Control Period, DIAL had stated in its submissions that Schedule 6
of the SSA requires that AERA/ GOI to regulate the Aeronautical Charges of DIAL
from the start of 4th year from the Effective Date. Further, the Schedule 1 of the 554
states that tariffs are to be set once every five years and therefore requires a five-
year tariff filing. Accordingly, DIAL had considered the 5 year block comprising 2009-
10 to 2013-14 as the first regulatory period and subsequently filed the tariff for
second control period starting frarm 1st April 2014 to 31st March 2019.

b. Authority's Examination of DIAL Submissions an Control Period

4.2. The Authority proposed to consider the second Control Period to commence from
01.04.2014 and last till 31.03.2019. The Authority noted that DIAL has proposed the

same duration for the second Control Period.
c. Stakeholder Comments on Issues partaining to Control Period

4.3, Airdine Operators Committee (AOQC) stated its views around the difficulty for the
Alrlines in adjusting to delayed tariff implementation.
“It Is submitted that there has been a delay in determination of tarlffs for the
Second Control Peried and the same should be avoided. In any cose, the
authority proposes to take the Second Control Period to be from 1/4/2014 to
31/3/2018. It is submitted thor the Contro! Period should be changed and
should be made only prospective and not retrospective and for the past period
the old tariff of the first control perlod should be maintalned. In case o truing
up is required, for the period between the end of the First Contral Period and
the Second Control Period, the same should be dane in the prospective tariff in
the Second Control Period with the omeénded period, The Airlines should not be

called upon to pay arredrs for the past period.

4.4. Commenting on the matter of sufficiency of lead time In tariff determination

exercise, FICCI stated that f,.-f-,-l-_—-ﬁ
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“Industry feels that delay in determination of tariffs for the second control
perfod coild have been gvoided given that there was sufficient lead time for
the process to hove started and concluded befare the beginning of the second
cantral period, Industry would like to urge AERA to maintain timeline far tariff
determination for the 3rd control period and beyond to ensure timely revision

of tariff & their implementation.”
4.5. With respect to the Control Perlod, IATA also presented its views as below

“IATA agrees with the proposed start and end dotes of the second Control
Period. But IATA wiews that the delay in defermination of tariffs for the second
control period could have been ovoided given the sufficient lead time available
for the process to have started ond concluded before 1 April 2014, Following
the lengthy delay in issuance of the Consultation Paper, stakeholders were then
given only @ month to scrutinire the information-heavy CP, provide comments
ot the stakeholders’ meeting and then provide o written submission. AERA s
urged to maintain @ strict timeline when it comes to tariff determination for the
3rd control perlod and beyond to ensure that tarlff Implementation takes ploce
from the beginning of each control period. The consullation process with
stokeholders should also last ot least ten weeks from the time af issuance af
the CP. *

d. DIAL's response to Stakeholder Comments on Control Period

4.6. DIALs response to comments by ADC |5 as under,

“55A had envisoged the creation of an independent economic regulator to
determine tariffs from the commencement of the fourth year [dth) after the
Effective Date.

The AERA Act 2008 envisoges that the Authority shall determine the tariff once
in 5 years, indicating o control period of § years. In line with the provisions of
the AERA Act and the cavenants of 55A the duration OF the Control Period
needs to be 5 years. Since the first Control Period ended as on 31.03,2014, the
second Control Periog is to commence from 01.04.2014 and lest 4 31.05,2013,

.
I Forg g,
ey
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4.7.

4.8,

4.9.

As regards to arrears, there are no arrears being pald by airlines.”

DIAL's response to comments by FICC! Is as under,
“The tariff in I contral period haos led to erosion of approx. 40% an net worth of
DIAL. The first Tarlff Order has been challenged before the Appel ate Tribunal
and s pending cansideration. Therefore, some of the fundamental principles of
tariff determination are under consideration af the Tribunal.
Untll and unless these issues are settled the tariff process should be put on
hold. DIAL on its part has provided all the clarifications ond information as
sought by the Authority for the tariff determination at the earliest.”

DIAL's response to comments by IATA is as under,
“There are several issues reloted to tariff determination of the First control per-
od which have been challenged by DIAL Appeal ND. 10/2012 before the
Appeliate Tribunal and are pending consideration.
The tariff order of the first control perlod has resulted in o negative return to
DIAL in | contral period, The proposed tarlff of the It contral peried will olso
result in wipe off of the entire net worth of DIAL. As such the Authority must
owait the disposal of oppeal ot AERAAT before a final decision is taken on toriff
for Il control peripd,”

DIAL's own comments on Issues pertaining to Control Perfod

DIAL has not submitted any comments on the issue pertaining to control period.

f. Authority's Examination of Stalkehnlr.‘laf Comments on Control Period

4.10

4.11.

. The Authority has carefully considered the comments from the stakeholders as well
as DIAL's comments and response to these stakeholders’ comments regarding
Control Period in respect of the 1G| Alrport, Delhl. The Authority’s examination and

decislons In this regard have been presented below.

The Authority has noted stakeholder comments regarding the time of issuance of
Order. The Authority would like to clarify that the process of determination of
aeronautical tariff is an extensive_ansd-valuminous exercise requiring analysis of

o ™y LS
. achuals for a concluded Financial Year




are also incorporated |n the calculations to keep the determination realistic. Further
the evolving nature of the industry necessitates extensive deliberation on several
aspects. It is 2lso important to mention that determination of aeronautical tariff is on
NPV basis neutralizing gains/losses over the given time period.

4.12. With respect of FICCI's comment “Industry would like to urge AERA fo maintain
timeline for tariff determinotion for the 3rd control period”, the Authority
appreciates the concerns and would take adequate steps to avoid such delays.

Decision No. 2 Based on stakeholder comments and the analysis done by the
Authority In the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order

regarding the Control Period,
2.a. The Autharity decides to consider the second Control Period as 01.04.2014 to

31,03.2019.
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5. Development Fee and its adjustment to RAB

a. Authority's Examination of Development Fee and its adjustment to RAB
51. The Authority had referred to the following Orders in respect of Development Fee
{OF) to be levied at IGI Airpart, Delhi while examining the issues associated. These
arders are given as below:
51.1. Order No, 28 / 2011-12 dated 08.11.2011 in the matter of levy of
Development Fee by Delhi International Airport (F) Ltd. {DIAL) at 1GI Airport,
Delhi
5.1.2. Order No, 12 / 2012-13 dated 25.07.2012 in the matter of Review of levy of
Development Fee by Delhl International Airport Pyt Ltd. at |Gl Airport, Delhi
5.1.3. Order No. 30 / 2012-13 dated 28.12.2012 in the matter of Review of levy of
Development Fee at IGI Airport, Delhi
Order No. 28 / 2011-12 dated 08.11.2011
8.2. The Authority had, based on its examination of DIAL submissions, identified the
allowable project cost In respect of IGI Alrport, Delhl as Rs. 12,502.86 crore. The
allowable project cost, means of funding the project, and the funding gap in respect
of |Gl Alrport, Delhl were identified by the Autharity as below:

Table 1 Allowable project cost; means of funding the profect, and the lunding yap a5 por Celki
Tariff Order Mo, 3/2012-13

[Patuley B BT BB Pwons g
| Final project costs as submitted by DIAL in Applications = 12,857.00
_Hams propotad bo be axcluded E =
Apron 13.82 -
Runway 10-28 === = sl ey - o
Escalation for relnfercement R vl e
_UpfrontFee == = - | 150,00 | —==3|
Gross floor area 8652 sq, 107.15 |
Towlewlusions el | 35414
| Balance (Allowable Project Cost) = _ | 13,50286 |
e S = = — == —
[ heamnsorkinenee v b L . 0 . = :
_Equity capital and Share Application Money lessupfront fee | 2,300.00

| Rupee Term Loan ! e . 3,65000 i
| Forelgn currency loan 1516.00

| Intermal accruals —
| Refundable Security Deposits L gt
| Total Means of Finance
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|Fﬂrt|?uté|l‘t_ I_FL"..In crore " ke

| Funding Gap | 3aisas
5.3. The Authority had also m:rtEl:l that DIAL had collected DF 1::-f amount Rs, 1,484.08
crore til 01.,06.2011. The balance funding gap was of Rs 1,931.27 croré. The
Autharity segregated the funding gap of Rs. 1,931.27 crore in two stages: Confirmed
funding gap of Rs. 1,230.27 crore based on the project cost already incurred by DIAL
- Stage 1 and Balance funding gap of Rs. 701.00 crore based on project cost not

Incurred till 31.03.2010 by DIAL — Stage 2.

Order No. 12 / 2012-13 dated 25.07.2012

5.4. Asperthe Order No. 28/2011-12 dated 14.11.2011, review was to be undertaken by
the Authority. The Authorlty permitted DIAL to collect DF for the noted funding gap
of Rs. 1230.27 crores (NPV as on 1.12.2011).

Order No 30 / 2012-13 dated 28.12.2012

5.5, Inits Consultation Paper No 32 / 2012-13, the Authority calcutated the amount of DF
remaining as on 01.01.2013. The calculation Is presented as under:

Tahle i Calculation of balance OF as per Consultatlon Paper No 32 f 2002-13

| A=, in crore H! in crore
| Loan Disbu rserment Tranche 1 4 i | 1 210.00
L|:|an Disbursement - Trancha 2 . 286,50
T-::-tal Lean Dusl:lursement Tranche 1 anid Trann:ha 2 [ 1 1 5 :I:#-BE._EB .
| Principal repayment till 30.11,2012 i | 382 | 000 |
| Estimated principal repay rapal,.'ment for Dec II:IIE _ = 40.00 |
| Totel principal repayment t 31.42.2002 | I 498,25
lle-malmng prim:lpal to be repald ason01.01.2013 ' 958,25
Balance amount rem.afnlng for E.I:age 1 | 0,27
Balance amount rem-aufnlng-ft;r _"ite'ge 2 | 414,50
| Total amount remaining as on 01.01. 2013 | | 1,413.02

5.6. In this Order No 30 / 2012-13 dated 23 12. 1{}12 the Authority also discussed the
issue of adjustment of RAB on account of DF in respect of 1GI Alrport, Delhi
Adjustment of RAB on account of DF

5.7. In line with its Order MNo. 32/2012-13 dated 15.01.2013 in the matter of

determination of aeronautical tariffs In respect of CSI Alrport, Mumbai, the Authority

decided to consider the same methodology of adjustment of RAB on account of DF

Order No. 40/2015-16




funding for DIAL. DIAL responded to the Authority's clarifications with the following
detalls:

Table 3: DAL submission on DF securitlzation

"INR Crore MOCA |  AEAA Order | AERA Order |  AERA Order Gross Total
- _ | Ocder | 28201112 |  12/2012-13 |  30/2012-13
Drawdown by way af
; 0o | : 4
| securitization | LE?ml, . 121::qu e #4350 _mf'aﬁ. i o
| Prepaymients of DF
47 94
| loarg . , e | Feele a 13_..._9
[ Netsecuritired by DlAL | | il e e e P v ¥ ]

Tabda 4; DAL submiccinn nn reconciliztinn hetwean the OF cararitization and OF adjustments in it

hookis
INRCrore 1 '2008-09 | 200910 | 2010-11 | 201112 [ 2012-13 | 2013-14 | Total
1210.00 4524.35
DF securitized b PR i, M) [
OF Adjustment as | (2900 3048.20
! s_hq'{tﬂin FF_'- ?’Fhfdﬂlf.__ S 1817.00 | 1235.90 EET. s :
| DF collection charges | 10| 320 250 1720
DF panding a50.00
i capitalization (ATC |
| Tower) | i
| Totl OF adjustment In ' 3415.40
| schedule e e e M DR

5.8. The Authority In Its Order No 28 / 2011-12 had allowed the amount of Rs. 3,415.35
crore as the total DF. The Authority also noted that the net securitization actually
made by DIAL, as certified by the Auditor certificate, stands at Rs. 3176.41 crore. The
Autharity proposed to adjust the balance amount of Rs. 238.94 crore in RAB as and
when the New ATC block is capitalized by DIAL In its books.

5.9. To follow the approach for DF apportionment as discussed In paras 5.18 and 5.19 of
the Consultation Paper No 16/2014-15 dated 28.01.2015, the Authority had
considerad the actual DF securitization schedule submitted by DIAL, which Is as

follows.
Table 5: 5ecuritlzation of DF by MIAL a5 considerad by the Authority In Consultation Paper Neo,
16/2014-15

INRCrare | Fr2008-09 | FY2009-10 | 201011 | FY201112 | FY2012.13

DF Securitization by DIAL | 250.00

D0, 187700 | 0 o) 4834 |  70127
| Total _ i

3175.41
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5.10. As per the formulation of adjustment of RAB on account of DF (paras 8.62 to 8.71 of
the Order No. 32/2012-13 dated 15,01.2013), the values of capitalized aeronautical

assats and aeronautical CWIP assels considered by the Authority for apportionment

of year-wise DF available with DIAL were as follows:

Table &: DOF considerod towards Adjustment of RAB by the Authority in respact of DIAL |n
Consultation Paper Mo, LE/2014-15

| Value in INR crore

| Agronautical assets r.a;maltted in
& year for the purpose of OF
apportionment (A}

| cwie ma-t.s_rat;ﬂe_d in books
| of DIAL (8] 23
Allacations Inta ae'ru-rliulltal

Aumnaunnl L',WIF‘ considered
for the purpose of DF

_epportionment (DI={(ARC)

===

FY2008-08

1,011.54

FY2009-10

1,398.44

| FY 2020-11

4,466.67

4,353.49 |

7.850.42

195.58

3,921-18

7.014.53

4,932.73

8,412.97

4,541.23

_Hz-ll.il:l for apportionment of OF
Into seronautical caplialization
{E =A/D}

021

0.17

(.98

5.11,

| OF Securltization by DIAL (F)

OF brought forward from
_previous year(G} :
DF avallable for apportionment
Into paronautical capitalization

and CWIP [H = F+G)

25000
0,040

250,00

DF to be considared towards
aaronautical capitalization
(I=H®E}

DF ta be considered towards
_aeronautical CWIP (J=H - 1]

51.27 |

198.73

157700 |

198.73

295.17

1,480.56

. of to Eﬁnsld}r-eﬂ'f-nr
'I'ut.a.l.l:-l.F adjus'ted into RAB
during 1st Contral Perlod = Sum
af Li for 1st Period

51.1? |

3,176.41

295.17

0.00
1,480.56

1,480.56 |

1424 .88 |

174.56

— i

in its Consultation Paper No 16/2014-15 dated 28.01.2015

| FY2011-12 | FY 201213
4,338.89 0.00
124.33 4774
110,96 0.00
4,443.85 0.00
1.00 1.00
648,14 0127
55.68 0.00

o . =
703.82 701.27
q—a— — Ll ==

|

703,82 701.27
0.00 0.00

142488 | T703.82 | 701.27

Based on the material before it and its analysis, the Authority proposed the following

8.11.1. To consider DF funding of H.H.E §_uc:h, ﬂ'iat fund available to DIAL on account of

DF for Investment in a y&'af*""

elading ‘alty DF apportioned towards CWIP In
“ i
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the previous year brought-forward to the given year) would be apportioned
over expenditure incurred on the aeronautical assets capitalized in the given
year and the expenditure incurred on aeronautical CWIP in the given year as
per the scheme Indicated in Paras 8.62 to 8.71 of Order No 32 / 2012-13
dated 15.01.2013. While the fund appartioned to the expenditure incurred
on the aeronautical assets capitalized in a year would be adjusted from RAB
in the given year, that amount which is apportioned to eéxpenditure incurred
on aeronautical CWIP is proposed to be carried over to the subseguent years
for adjustment from RAB in those years.

5.11.2. Accordingly, to adjust DF of Rs. 3176.41 crore (out of the allowed DF of Rs
3415.35 crore by the Authority in respect of IG| Airport, Delhi) from the
capitalizations made by DIAL till FY 2012-13

5.11.3. To adjust the balance amount of DF of Rs. 238.94 crore from the RAB of DIAL
when the “New ATC block” is capitalized by DIAL In its books.

5.11.4. Based on the above, to consider the adjustments in RAB in respect of G
Alrport, Delhi on account of DF as per Table 6 above.

b. Stakeholder Comments on Issues pertaining to Development Fee and its adjustment

to RAB
5.12. ACI commented on the change In methodology of DF adjustment to RAB. They have
stated that

“Change in methodology of treatment
The Development Fee (DF) odjustment is being changed retrospectively based
an the new method wherein DF is adjusted from the Regulotary Asset Base
(RAB) based on the year of borrowing.
.. The philosophy which laid the foundotion and wos the basls for the first
control period order of DIAL should not be sulbject to any further

interpretation.”
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513, APAQ also submitted their inputs on the change in methodology of OF adjustment in
Consultation Paper No 16/2014-15 dated 28.01.2015 as compared to the Autharity’s

paosition in the first control period where they have stated that:

“AERA has proposed to consider changed methodalogy for adiusting OF and return
on RAB. DF is proposed to be reduced from the RAB in the year the securitized loan
was borrowed against It
The reduction af OF from the RAB waos done in the year of copitalization and was
opproved by the AERA in the Order for 1w Control perigd. Now, the AERA has
regpened the whole issue and reduced the OF from the RAB in the year of
borrowing insteod of year of capitalizotion which is not as per the principles.
AERA propases to change the principle of RAB determination (DF adjustment)
which was finalised and approved by itself earlier in the 15t control period crder.
Changing this principle leads to change in tariff for 1st control period which is
incansistent with the provisians of AERA Act, 2008,
{n the 1st control periad, AERA has allowed the principle of reducing the DF as and
when the osset /5 copltalired In the DIALs books: This {5 o more robust
methodalogy and easy to understand and implement. A sudden change in the
already allowed building block leads to uncertointy.
Rationale for DIAL reducing DF from RAB during 2010-11 for money borrowed in
2009-10" was that there was no major copltolizotion of osset during this
intervening period. As such the DF odjustment was warranted only when the osset
wos capitalized,
APAQ Recommendation; The earlier principle of reducing RAB based on year of
capitolization of DF assets be restored.”

c. DIAL's response to Stakeholder Comments on Development Fee and its adjustment to

RAB

5.14. DIAL's response to comments by ACH [5 a5 under,

“Authority has revisited its own decisions token in the 15t contrel perod. This
rolses the doubt over the socrosanctity of its own orders and exacerbotes the

regulatary risk in the sectar. This J:.-EEHE '
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Authority hos to estoblish credibility of the regulotory contract s maost
important, and that the public interest is best senved by stable long-run
arrangements where regulators honour their commitments and orders.”

5.15. DIAL's response to comments by APAC is as under,
“The principles of the odjustment of DF in first control pericd were finalized by
Authority after due consultation process. The principies once set after due
consultation with oll stokeholders should not be revised. Change in stand
without any chonge fn circumstonces, os cose of DAL is unwarranted and
inappropriate,
DiAL’s own comments on lssues pertaining to Development Fee and its
ogjustment to RAB™

d. DIAL's own comments on Issues pertaining to Development Fee and its adjustment to

RAB

a. DIAL's comments on the DF adjustment of RAB are as below,

&

Change In methodology of adjustment of DF Is a change In principles compaored
ta first control period

The principles af the adiustment of DF in first control period were finalized by
Authority after due consultation process. The principles once set after due
consultation with oll stokeholders should not be revised. A change in stond
without any change in circumstances, as in case aof DIAL, {s unwarranted and
inoppropriate.

The crcumstances and methodology of the treatment proposed by MIAL was
very different from the ane settled for DIAL. Change in methadology will result
In Penalizing DIAL becouse of the obove change Is unjustiffied and
inappropriate.”

“Following is the summaory of our contentions:

2. Retrospective Chonge not consistent with AERA act:
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AERA proposes to do retrospective change in the RAB, which waos approved
earlier in the 1st controf period order, Changing RAB leads to change in toriff
for 1% control period which is inconsistent with the provisions of AERA Act,
2008,

As per the Act the adjustments in tonff of o control peried, if so warranted can
be done within the soid control period only. Moreover, there {s no change in the
circumstances of DIAL so far as these adjustments related to DF are concerned
which can warrant a change in principles of determination af tariff by AERA,

3. Different treatment at other airport do not worrant o change at DIAL:

The facts thot there was o different treatment at some other girport do not
enable the Authority to use the some method here, particulorly when the focts
and circumstances differ from oirpert to airport. This is also important because
of the fact that the methodology adopted by the other airport wos very
different from the methodalogy adopted by DIAL As such DIAL's methodology
did not need any amendment.

4. Regulatory Uncertainty:

In the 1st control period, AERA has allowed the principle of reducing the DF as
and when the asset is copitalized in the DIAL's books, A sudden change in the
already allowed building block leads to uncertainty. As already submitted to
guthority, rotionale for reduction of DF in RAB during 2010-11 for money
barrowed in 2008-10 (5 as under:

The major assets capitalized in 2008-10 were:

a) Terminal 10, which was completed and capitalized majorly in April 2008,
which was prior to barrowing of DF.

b) VRS copitalization: which was notional copitalization as payment was to be
made based on agreed poyment plan, As such the money borrowed was not
utifized for assets capitalized during 2008-09 or 2003-10.

Under the treatment proposed by Authority, the DF money is belng reduced

of come in existence.

from RAB even when the aforesaid ass
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The proposed treatments by the authority with respect to OF need to be
reconsidered in line with our submission. it's eamestly requested that the
proposed treatment be reversed by the authority and the original methodolegy
of adjusting DF be malntained while determining the tarlff for second contral

period.”

e. Authority's Examination of Stakehalder Comments on Development Fee and Its

adjustment to RAB

5.16.

5.17.

5.18.

Order No. 40/2015-16

The Authority has carefully considered the comments from the stakehalders as well
as DIAL's comments and response to these stakeholder's comments regarding
Development Fee and its adjustment to RAR in respect of the IGI Airpart, Delhi. The

Authority’'s examination and decisions in this regard have been presented below,

The Authority has noted comments from ACI and APAO regarding its approach for
adjustment of RAB on account of OF that this approach Is different from its approach
followed In the first Contral Period. APAQ has commented that “AERA propases to
change the principle of RAB determination (DF adfustment) which was finalised ond
opproved by itself earlfer in the 1st control period order”™,

The Authority would like to highlight that it had stated in DIAL Tariff Order 03/2012-
13 dated 20.04.2012 that “The amount of Rs.3415.35 crore (including both at stage 1
and stage 2, vide Order No.28/2011-12 dated 14.11.2011) collected or to be collected
as Development Fee would not be ingluded (n RAB.” As regards the mechanism of
adjustment of RAB on account of DF, the Authority stated in Its Delh] DF Order No.

30/2012-13 dated 28" December 2012, as below:

*.. The current decision of the Authority is limited to the determination of OF
and its tenure In respect of IGI Alrport-New Deithi. The issue of taking into
gccount AAl's comments regarding odjustment of RAB on account of DF would
arise at the time of determination of tarlff for 1G! Alrport, New Delhi in the next
Control Period (commencing w.ef 01.04.2014). The Authority, therefore,
decides to consider the issue of adjustment to RAB in case of DIAL, as may be

required at the time of the next J:antrﬂ:f PE:.I'{GID',”

i T




5.19.

5.20.

5.21.

5.22.

Order No. 40/2015-16

The Authority, subsequently, had the opportunity to deliberate the adjustment of
RAB on account of DF in detail in its Order No 32/2012-13 dated 15.01.2013 in
respact of CSI Airport, Mumbai, After detailed discussions and analysis of comments
from the stakeholders {including AAll on this issue, the Authority presented its
approach for adjustment of RAB on account of OF in para B.56 to B.62 of Order No.
32/2012-13.

As highlighted in the above extract from its DF Order, the Authority had clearly
mentioned that it will consider the issue of DF adjustment to RAB in case of DIAL, as
may be required, at the time of the next Control Period, i.e. the second Control
Perlod. Having presented Its approach in Order No 32 dated 01.15.2013 and in line
with Its Delhl DF Order No. 30/2012-13, the Authority now has the opportunity to
Incorporate the adjustment of RAB on account of DF in respect of DIAL. Accordingly,
the approach to DF adjustment applicable to DIAL as per the Authority’s examination
in Consultation Paper No 16/2014-15 dated 28.01.2015 is in line with the Authority’s
earlier stance and should not be considered as a retrospective change. Hence, the
Authority would like to highlight that it has been consistent In its approach and has
not deviated from Its philosophy of the first control period.

However, during further reconciliation and based on updated certificates provided
by DIAL, The Authority has noted that the actual DF draw down schedule |s given as

below:

Table ¥ Securitization of DF by DIAL as consldered by the Authority in [ts final Ordar

IR Crore = | FY2008-09 | FY2008-10 | FY2010-11 | FY2011-12 | FY2012-13
| DF Securitization by DIAL 50| 1s77| o) 86708 | 51067
| Total SO L= e O W = _3241.37

In view of the above, the Authority decides to follow the same approach as proposad
by it in the Consultation Paper No 16/2014-15. Accordingly, the values of capitalized

aeronautical assets and aeronautical CWIP assets considered by the Authaority for

=

e L
apportionment of year-wise DF ava al a5 pe rTable 7 are as follows:




Tahle B OF considered 1owards Adivatment of AAR by the Authoerity in respect of DAL

Valus in INR crore !
Aeronauticel assels |
capitalized in a year for
the purpase of OF
apportionment {A]

FY200E-03

| 1.011.54

FY2008-10 | FY 2010-11
1

135644 437348

| Py 201112

4,338 B3

0,00

| 201243 |

CWIP assets recorded in - |
books of DIAL (8] '
Mlocations Into
peronautical CWIP @
B3.25% (L) i
Agronautical CWIP J
considered for the

purpose of DF
apportionment !
{D=ai+(C I

4,303.49

3,921.1%

4,932.73

195.58

17456

| Ratin for apportionment
of OF Into aeroneutical
capitalization (E =A/D) |

DF Securidzation by DRAL
{F}
DF"hruught farward from
previous year|s)
OF gvallable far
apportionmant inka
aeronautical
capitalization and CWIP
(HaF+Gj
DF to be considerad
towards aercnautical
ceplafizatlon |
{I =H*E}}
OF to be considered
towards aeronautical
CWIP {l= H=1)

230.00

021

uml

250,00

5527 |

19873 |

1,577.00

198.73 1,480.56

1,775.73 1,480.56

28517 1.423.74

Lmuiﬁ I

i
— |-
56.82 |

110.96

4,449.85

1,00

He1.08

5682

823.90

923.80

0.00

OF to be considered for
adjustment inta RAE (K]
Total DF adjusted into

RAB during 1st Contral |
Period = Sum of Li for 151

Period
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5127

29517 1,423,774

923,90

47.74

0.00

D.00

1.00

51067

o.oo

51067

510,67

0,00

S10.67

3,2

3133

.00

2.00

36.62

36,62

41.37




Decision No. 2 Based on stakeholder comments and the analysis done by the
Autharity in the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Development Fee and its adjustment to RAB,

i.a. The Authority decides to consider DF funding of RAB such that fund avallable
to DIAL on account of DF for investment in a year (including any DF
apportioned towards CWIP in the previous year brought-forward to the given
year] would be apportioned over expenditure incurred on the aeronautical
assets capitalized in the given year and the expenditure incurred on
aeronautical CWIP in tha given year as per the scheme indicated in Paras 8.62
to B.71 of the Order No 32 / 2012-13 dated 15.01.2013. While the fund
apportioned to the expenditure [ncurred on the aeronautical assets
capltalized In a year would be adjusted from RAB In the given year, that
amount which is apportioned to expenditure incurred on aeronautical CWIP
is proposed to be carried over to the subsequent years for adjustment from
RAB in those years,

3.b.Accordingly, the Authority decides to adjust DF of Rs. 3241.37 crore [out of
the allowed DF of Rs. 3415.35 crore by the Authority in respect of 1GI Airport,
Delhi) from the caphtalizations made by DIAL till FY 2012-13,

3.c. The Authority decides to adjust the balance amount of DF of Rs. 173.98 crore
from the RAB of DIAL when the “New ATC block” Is capitalized by DIAL in its
books.

i.d.Based on the above, the Authority decides to consider the adjustments in
RAB In respect of IGI Alrport, Delhi on account of DF as per Table 8 above.
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6.1.

Elzl'

6.3.

Order No. 40,/2015-16

Consideration of True-ups for first Control Period in respect of DIAL

At the time of determination of aerenautical tariff for the first Contrel Period, the
audited financials of DIAL were available to the Authority for FY 2009-10 and FY
2010-11. The Authority had relied an the financials of these two years and made
projections for the remaining three years of the first Control Period, namely FY 2011-
12, FY 2012-13 and FY 2013-14, Now DIAL along with its submissions for the second
Control Period, has made available the audited financial staterments for FY 2011-12,
FY¥ 2012-13 and FY 2013-14.

The Authority, while determining various elements of the building blocks in its Delhi
Tariff Order 03 / 2012-13, provided for true-ups / claw-backs in respect of certain
items. These true-ups were to be considered based on the actual values of
respective items in the first Control Perlad {except for certain Items decided by the
Autharity not to be trued-up, such as WACC and Non-aeronautical revenue) towards
determination of aeronautical tariff for the next Control Pericd commencing from

01.04,2014.

As regards broad approach of the Authority with respect to true-ups of various
elements that go into determination of aeronautical tariff, which are individually
indicated in the ralevant declsions of the Delhl Tariff Order 03 / 2012-13, the
Authority recognized that the overarching purpose of the true-ups 5 to enable the
Alrport Operator to get a fair rate of return on his investments (consistent with the
guality of service as well as the risk factors for the airport in guestion). Hence an
important part of the exercise of tariff determination was to compare the ex-post (at
the end of the Control Perlod) Aggregate Revenue Requirements (ARR) of the afrport
with what was estimated as the antitlement of ARR at the time of determination of
tariff. The actual ARR that the Airport Operator is entitled to at the end of the
Control Perlod depends on the actual values of various Regulatory building blocks as
considered by the Authority, after these values are trued-up, ex-post, at the end of
the control period, based on the figures available as per the audited balance sheet of

the company.




6.4,

6.5.

6.7.

Order No. 40,/2015-16

On the revenue side, items to be considered for true-up relate to revenues from
aeronautical services to match the ARR. The Authority noted that the 30% share of
non-aeronautical revenue |s @ part of the regulatory bullding blocks for the
calculation of ARR.

Within the above framework, the Authority gave its examination with respect to
true-up of various items / bullding blocks, in Consultation Paper No 16/2014-15
dated 28.01.2015, which Is replicated as under

The Authority proposed to adopt the following approach in providing true-up to the
airport operator for the first Control Period as per Delhl Tariff Order 03 / 2012-13.
The Authority proposed to provide a true-up against the actual entitlement of DIAL
In terms of Aggregate Revenue Requirement (ARR) based on actual values of
regulatory bullding blocks for the first Control Period. The ARR was estimated based
on the building blocks, namely, Regulatory Asset Base (RAB), Hypothetical Regulatory
Asset Base (HRAB), WACC, Depreciation, Operating Expenses, Taxation and Mon-
Aeronautical Revenue for the first Control Period as per the actual audited financial
and traffic Information. Whereas, vide Decision No. 29 of Delhi Tariff Order 03/2012-
13 the Authority decided not to true-up the WACC, with regards to the Non-
Aeronautical Revenue, the value for Non-Asronautical Revenue projection was
based on Scenario 3 discussed in para 374 of the Consultation Paper No, 32/2011-12.
The Authority continued with its decision of not truing-up WACC. As regards the
Non-Aeronautical Revenue, the Authorlty proposed to consider it as per the
Authority’s Delhi Tariff Order 03/2012-13 except treatment of some items as given In
the paras 6.40, 641 to 6.47 below. The re-estimated ARR is compared with the

actual aeronautical revenue as per audited financials, to obtain the true-up value.

The Autharity had taken note of the submissions made by DIAL insofar as it relates to
its appeal regarding various bullding blocks considered by the Authority while
determining the tariff for the first Control Period. The Authegrity, however, proposed

to proceed with the true-up of various bullding blocks based on its approach as

indicated In this para and the actual figures reflected in the audited balance sheet of




DIAL pertaining to the first Control Period, which would be subject to the final

outcomes of the appeal proceedings before the Appellate Tribunal.

True-up of Regulatory Asset Bose

6.8. The Autharity had computed RAB in the first Control Perlod in order to determine
the return on RAB based on the WACC of 10.33% as per its Decision No. 29 of the
Delhi Tariff Order 03 / 2012-13. RAB considerad for the purpose of estimating return
was based on the average of opening and closing balances of RAB where closing RAB
for a vear was arrived at by incorporating additions / deletions / adjustments to

aegronautical asset base of DIAL to the opening balance of RAB in that year.

6.9. ‘While determining RAB for the first Control Period, the Authority had considered the
actual audited numbers of additions / deletions / adjustments to assets of DIAL for
FY 2009-10 and FY 2010-11 and projections of the same for the remaining years,
namely FY 2011-12, FY 2012-13 and FY 2013-14, Similarly the Authority had
conslderad the actual audited numbers of depreciation for FY 2009-10 and FY 2010-
11 and projections of the same for the remaining years, namehy FY 2011-12, FY 2012-
13 and FY 2013-14. With the actual audited numbers for all five years of the first
Control Period being avallable to the Autharity now, It has examined these actual
audited numbers for the purpose of truing-up of respective additlons / deletions [

adjustments to assets of DIAL.

6.10. In this regard, the Authority has noted from the financial statements submitted by
DIAL that the actual capital investment in the years FY2011-12, FY2012-13 and
FY2013-14 varied from what was considerad by the Authority during the first Cantrol
Period, The Authority in its Delhi Tariff Order 03,/2012-13 (Decision Trulng-up 2} had
decided that it may consider the future capital expenditure and future maintenance
capital expenditure incurred by DIAL during the balance Control Pericd based on the
audited figures and evidence of stakeholder consultation as contemplated in the
554, as well as the review thereof that the Authority may undertake in this behalf.

The Authority examined the actual Eg;lit&d numbers for these three years lLe.

FY2011-12, FY2012-13 and F‘l’iﬂlilr,ﬂ_.:a' I
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Table %: Additions to RAB a5 considered by the Autherity for the 1% Control Perlod as per Dathl
Tarifl Order 037201313 and actual aerg additions submitbed by DiaL during FY12, FY13, and FY14

| Additions to RAB

Prajected aemna-ul:lcal al:ldlth:m.':
as per Delh| Tarlff Order No, 3/
201233

| Actual Addition as submitted by
DAL In thelr ealculntions for
Retum on RAB

Actual aeronautical additions as
| per DIAL submissions

| Fraomaz

55041

372.56

56094

| Przoizas | Fraowas
78.02 Q.00
TA.06 113:59
T4.06 3d. 20"

*Includes 188,38 Cr. Partial capitalization of DF interest &s accounted for in DIAL'S books as

mentloned in §.26.6 below

| **An amount of Rs. 80.39 Cr. has been capitalized by DIAL in thelr books on account of SFIS
script which the Authority has not considered as itis considerad in the nature of grant in the

| books of BIAL.

6.11. While determlnmg the ranﬂ‘ fur the first Cuntrul Fenm:l in rEij}ECI uf DEIhl .mrpnrt,
the Authority had considered the additions [/ deletions to RAB as per the figures
given in the Table 10,

Tahle 10; Asseis considered by the Autharity In Dalkl Tackf Order 03 ] 200293 fnr the firek Control
Farlod based an actuals 1l FY 2010-11
INRcrore | Pr2006-07 | F¥2007-08 | F¥ 2008-09 | FY 2009-10 | F¥ 2010-11 |
Additbons to assats (tangkble and
| Intangible] as shown In the 214.94 E3.67 1,B91.61 HB9.Q0 5.494,19
| books of DIAL e | = =
| Deletions _ | on ] £ I
Balance == | 21a84|  #2g0| 189161 | #8109 948418
[ Sagragition Tots oy e« dpeadte oy en el T,
Agro assets | B2.46 50.52 1866.37 54001 | B23075
Non-aero a.—.-.:ats 248 12.38 2524 g1.10 1,047.65
| Non-pdmissible assets [LFnrrnnt 150.00 J
LSRN ] =i
Forex Fluctuation (A5 11
- 1165
_ediustments} | = : ===
B A]q:lurr(!uncﬂslu-nalre ftlghts | 250.B8 sl
Disaliowed assets b ] | ) 204,14
Motes:
Whike the aero assets were considered by the Authority towards addition into RAB, the other elements
were not considerad for determination of agranautical tariff In Dathl Tarlff Order 02 f 2012-13,
* - Refer pary 6.12 below i M=

6.12. The Authority notes that DIAL had considered the foreign exchange fluctuation (net
gain) of Rs. 11.65 crore for FY 2010-11 in its submissions during the first Contral
Period, Accordingly DIAL, in its submissions, had adjusted this gain of Rs. 11.65 crore

.0 Fr2010-11 and reduced the additions to

qu

while calculating the additions to

_____
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assets by this amount. However, the Authority had not factored this adjustment in
the RAB while determining the tariff for the first Control Peripd. In line with its
current approach of not considering the foreign exchange fluctuation, the Authority,
proposed to factor the adjustment of Rs. 11.65 crore in additions to RAB of FY 2010-
11 and accordingly recomputed the ARR for the first Control Period as per Table 11:

Takle 11 He{mllpllf:llinn af FAR for BY 201011 |n Cansultathon Paper’ MNa. 16/7M14-15
[ Considered by the 1 Proposed ra=-
Authority in Delhi Tarlff computation under the

{ Rsgrore Order 03 f 2012-13 currént determination
Additions to assets (tangible and T iF i |
Intangible) a3 shown n the bogks of 9,454,139 9,484.15
DAL —
Deletions = e e T S i - — gl |
Balance _ L 0,424,139 _ 948419
Adjustedby - Ryl — ey

b Disallowed assets | 044 | 204.14 |

Forex Fluctuation [45 11 adjustments) 1LE5
[ossee Aero assets. 8,230.75 824108
AL, Morserosssets | 04765 | 1,087 |

6.13. Vide Decision no 3.b of its Delhl Tarlff Order 03 / 2012-13, the Authority had decided
to true up the difference between the return on RAB calculated based on actual date
of commissioning/ disposal of assets and the return on RAB calculated considering
that such asset has been commissioned/ disposed-off half way through the Tariff
Year by adjusting the differences for each year in the Control Period at the end of the

Control Period.

6.14. In this regard, the Authority noted that there could be various dates in a year, at
which the capitalization of different assets may have been undertaken by the airport
operator, The RAB to be considered for the purpose of return will need to factor In
such dates of capitalization and the value of such assets. The Authority had also
proposed to adjust RAB on account of DF based on the approach discussed in para
5.18 of the Consultation Paper No. 16./2014-15 dated 28.01.2015. The Authority
noted that DIAL has availed the DF funding (through collections or through
drawdowns of securitization loans) on varlous dates in a year, Hence, to be able to

follow the approach of adjustment of v E,“}‘?-';E? unt of DF by considering the actual

T
ks,
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6.15.

dates of availing the DF funds, corresponding values of aeronautical capitalization
and aeronautical CWIP values were (Refer para 5.18 of In Consultation Paper No
16/2014-15 dated 28.01.2015) will need to be considered to apportion the available
DF funding Into aeranautical capltalization and aeronautical CWIP wvalues
respectively. The Authority found that this approach required valldation of a large
number of accounting data points to be considered and the data submitted by DIAL
had not yet been duly reconciled with the financial statements. The Autherity noted
that In this background an alternative approach could be to conslder all the asset
capitalizations to have been made halfway through the year and to consider all the
DF funding to be available to DIAL at the mid of the given year. However, all the OF
funding available to DIAL In a year would be considered for apportionment into
peranautical capitallzation and aeronautical CWIP values as per the approach

discussed by the Authority above.

The DF funding value apportioned to aeronautical capitalization would be reduced
from total aeronautical capitalization in that year. Such adjusted (reduced)
asronautical capitalization will be added to the opening RAB for that year and then
average of the opening and closing RAB values will be considered for the application
of WACC for the purpose of determination of Return on RAB. The Authority has
proposed this approach of averaging of RAB under Its Airports Economic Regulatory
Authority of India {Terms and Conditions for Determination of Tarlff for Alrport
Operators) Guidelines, 2011 dated 28.02,2011. On account of issues pertaining to
authentication and verification of data points under the first approach, the Authority
found the alternate approach of considering average value of opening and closing
RAB values as more appropriate. Accordingly the Authority proposed to adopt the
approach of considering the average value of epening and closing RAB values for the

purpose of determination of Return on RAB.

The Authority noted that asset addition for the years FY 2009-10 and FY 2010-11, as
submitted by DIAL under current exercise, varies from that considered by the
Authority during the first control period, The Authority sought clarifications from

DIAL. The Authority had also sought g,@_{dﬁnﬁé}

T,

-E'f the amounts submitted by
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DIAL now with what Is reflected in the books of DIAL. The Authority is In receipt of
submission from DIAL detalling the project items developed during FY 2011-12, FY
2012-13 and FY 2013-14. As regards asset addition during FY 2009-10 and FY 2010-
11, DIAL highlighted during discussions that the variation from the values submitted
during the first Control Period is on account of construction contracts petting
finalized over a period of time as well as inclusion of PSF assets in the books of DIAL.
Pending reconciliation of these values, the Authority proposed to make the following
adjustments to the calculations submitted by DIAL: Aero asset additions till the yvear
FY2011 have been taken as per the Delhi Tariff Order 03 / 2012-13 and' aero asset
additions for the year FY2012 to FY2014 have been taken from DIAL's auditor
certificate. Corresponding adjustments have also been made to depreciation for the

year,

6.16. In line with the Authority's approach towards DF apportionment as calculated in
Table 8 above, DF adjustment to RAB has also been updated and corresponding

adjustments to depreciation have been considered.

6.17. As regards the asset allocation, the Authority sought from DIAL the allocation of its
assets into aeronautical and non-aeronautical assets in line with the principles for
determination of aegronautical tariff considered by the Authority In Delhi Tariff Order
03 /2012-13, DIAL got a study conducted by Jacobs for asset allocation In respect of
IGI Airport, Delhi and had submitted the same to the Authority. The study report s
currently being examined by the Authority. For the time being, the Authority
proposed to adopt the asset allocation considered by it In the first Control Period i.e.
89.25% towards aeronautical assets and remalning towards non-aeronautical assets.
Further as per Decislon 4 of its Delhi Tarlff Order 03 / 2012-13, the Authorlty had
commissioned an indepandent study by ICWAI Management Accounting Research
Foundation on aliocation of assets at IGl Airport, Delhi. ICWAI Management
Accounting Research Foundation (IOWAI-MARF) is a well-known Institution,
incorporated under Section 25 of the Companies Act, 1956 by the Registrar of
Companies, West Bengal on 17th August, 2009. Thelr Study was based on the Jacabs

Consultancy Report {dated ch,-i"f? I%E%L\whlch provides the allocation of
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B.18,

6.19,

Terminal Bulldings between Aeronautical and Non-Aeronautical Assets and
concluded that DIAL's allocation of assets for the first Control Period as appropriate.
As per the study, the allocation of 89.25% and 10.75% towards aeronautical and
non-aeronautical assets respectively for the first Control Period should be
considered. The approach and outcomes of the Study are elaborated in the in paras

T.7 10 7.10 below.

In working out the closing RAB, the Autharity had also adjusted for the amount of
Development Fee (DF) realized by DIAL during the first Control Period. The Authority
had provided the mechanism of adjustment of RAB on account of DF in the Declsion
No. 5 of its Order No. 32/2012-13 dated 15.01.2013 in respect of CSI Alrpert,
Mumbal. The Authority accordingly proposed to consider the same approach for
adjustment of RAB on account of DF in respect of DIAL as well. The proposed
adjustments had been detailed in paras 5.18 and 5.19 of the Consultation Paper No.
16/2014-15.

Accordingly, the RAB adjustrment on account of DF and Return on RAB proposed to
be considered by the Authority In respect of IGI Airport, Delhi for the 1% Contral
Period were presented as below:

Table 12: RAR and Réturn on RAR ay per sadibed linancial statements of DAL considered by the
Authority for the 1 Control Period \n Consultation Paper No. 16;2014-15

In crore FYOF FYo& FY0g FY1l FY1l FY1l2 Fii3 | Fiia

Opening RAB 000 6134 10840 | 185033 215522 855619 607718 | 713162

Add Additions duning | o5 e | spE3 | g EEE37 | 54001 | 824108  560.94 7406 | 3320

the year

Less Sole of Assets - = .01 .56

Add Depreciation = 0.02 2
| Written back R

Depraciation charged 112 | 346 4383 11039 | 252,19 _ 358.17 Jiral 361.69

OF Appartioned - | . BO6Z 12483 158791 BELT? 70037 |

Less Disposals and

Depreciation 113 | 3.46 124 .44 23512 | 1.840.11 . 103895 1,009.62 . 361,69

Closing Regulatory

Assat Btk 61.34 i08.40 1,850.33 2,15522 . 8,556,19 . 8,077.18 . 7.131.62 . 6,803.13

Rate of Aeronautical = 3.60%  2.04% 374% BN | 497
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In erare FYO7 FY08 FY0g Y10 Fya FY12 Fria | FYi4
Azfat Depreciation

Opening

Hypothetical RAR . - -| 46700 | 44180 | 42415 406,66 38R.73
{HRAB] !

Add Additlons 1o

HRAR | 467.00 | -
Lass Dapreciation an

HRAR | 2520 17.65 17.49 . 17.94 | 23.20
Clasing HRAB - . 45700 44180 424,15 406.66 288.73 | 365.52
| Average HRAB . . 233.50 45440 43298 41541 397.70 . 37713
' Dpening Total RAB -| 6134 10840 231733 Z597.01 98034 8483B4 752035

Closing Total RAB 6134 10840 2,317.33 2597.02  §0B0.34 S4B3.B4 752035 716855
Average RAB (RAB '

foc ratum) 30.57 B84.87 . 1,212.87 245717 | 5,788.68 8,732.09 8,002.10 7,344.50

WACL Rate | 10.33% | 10:33% | 1033% | 1033% | 1033% | 1033%  1033%  10.33%
! Return an Capital |
| Emplayed 317 B.77 12520 25383 567,97 90203  B26.62  758.69

True-up of Operation and Maintenance Expenses

6.20. As regards Operation & Malntenance Expenses, the Authority, in Decision No. 14 of

6.21.

its Delhl Tarlff order 03 / 2012-13, had decided to accept the forecasts for 2012-13
and 2013-14 made by DIAL. However, it had also decided to commission an
independent study to assess the efficient operating costs of IGI Airport New Delhi for
the entire control period. The study was proposed to be commissioned by the
Autharity In line with the reguirements in Schedule 1 of S5A where it mentions
efficient operation and maintenance costs pertaining to aeronautical services as a
building block for determination of Target Revenue and accordingly establishing the
efficiency of operation and maintenance costs was considered important. The
Authority also decided that, if the costs of efficient operation and maintenance,
assessed (n the independent study are lower than the values used by the Authority,
then it will claw back this difference in the next control period commencing from
01.04.2014.

As per this declsion, the Authority commissioned an independent study by ICWAI

Management Accounting Research Foundation to assess the efficient operation and

malntenance costs of 1G! Airport, Delhly .,
p i :\
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6.22.

6.23.

The Authority is In recelpt of a letter from ICWAI vide letter no. ICWAI-
MARF/DIAL/2014/07 dated 27.10.2014 regarding this study. The Authority noted
from the letter that the actual operating cost incurred by DIAL for the year FY 2012-
13 can be considered as efficlent operation and malntenance cost far the airport in

the first Contral Perlod. An extract of the letter is reproduced below,

"..During the course af our analysis of the dota/infarmation mode ovailable by
DiAL, it has been observed that the operoting ond maintenance expenses af FY
2012-13 were efficlent during the first control periad.

The Authority may toke the cperoting and maintenance expenses incurred for

the FY 2012-13 os the costs for efficient operation In the formulating the

consultation paper for the next control period.”
In ling with this letter from ICWAIL the Authority had reference to the actual values
of operating expenses under all sub-heads as available from DIAL's audited financial
statements as well as Auditor’s Certificates submitted by DIAL for the first Control
Period, The actual operating expenses of DIAL during the first Control Period as
noted by the Authority were presented in Table 11 of the Consultation Paper No.
16/2014-15. The Authority also notes that actual operating expenses for FY 2012-13
and FY 2013-14 are much lower than those projected durlng the first Control Period.
The Authority also notes that the operation and malntenance cost for FY 2013-14
comes to Rs. 673.67 crore (excluding airport operator fee, property tax, VRS and
interest on DF), which is an increase of 10.46% over FY 2012-13. Considering that
inflation in FY 2013-14 was 9.50%" the real increase in operating expenses from FY
2012-13 to FY 2013-14 works out to less than 1%.

Tabte 13: Operating & Malitepance Expenses notad by the Authority from Rnanclal statamants f
auditor certificates of DAL for the 1™ Control Period

' 080 release 30™ May 2014
Order No. 40/2015-16

Operating Expenses, INR FY2009- | FY2010-11 | FY2011-12 FY2012-13  FY2013-14

| crora 0T | | s

[VRSAero | BODO| 3272 | 48,14 1938 2 130

| Interest on DF* | ood] ol 16213 0 0]

| S1aff Cost** | 10166 |  139.34 | 142.61 123.72 | 122.65 |
i




Operating Expenses, INR FY2008- ( FY2010-11 | FY2011-12 | FY2012-13 | FY2013-14
Crore 1 . ' . —
Administrative & General B5.44 132,23 | 153,14 | 140.95 | 161.81
Expenses - | el — S FE———
Ciectiely B Watnr crocies | Stall el @il SR1il 10636
Operating Expenses 10855 13368 210,10 247.10 | 28236
| AiportOperstorFee |  1301| _ 1538 |  1761| 1891 T_ 68.00
Property Tax o0cp 00| - 1500 | .53 B0.62 |
Total | azaaz| 57426 B34.49 | 65371 B21.67
* as considared by the Authority In its Dalhd Tariff Grder 03 f 2012-13

** includes Inline screeners cost .

Allocation of Operation & Malntenance Expenses

6.24. The Authority noted that the operating expenses presented In the books of DIAL
include both aeronautical and non-aeronautical expenses and accordingly it needed
to be allocated into aeronautical expenses, which was to be conslidered by the
Autharity as a regulatory bullding block towards determination of Aggregate
Revenue Requirements for DIAL.

6.25. 'While determining operating expenses for the first Control Period, the Authority had
considered the actual audited numbers of DIAL for FY 2009-10 and FY 2010-11 and
projections of operating expenses for the remalning years, namely FY 2011-12, FY
2012-13 and FY 2013-14 and allocated these numbers into aeronautical and non-

aeranautical components.

6.26. The Authority had noted during the first Control Period that DIAL had got a study
conducted by Jacobs to establish the ratio for allocation of operating expenses into
aeronautical and non-aeronautical components, DIAL had submitted that while there
are certain costs which can be directly classified as Aeronautical and MNon-
Aeronautical, there weare others which could not be directly classifled. In such cases,
relevant drivers (including direct allocation, area allocation, and asset base
allocation) were used by Jacobs to allocate such costs. DIAL had submitted that while
the ratio for allocation of manpower costs was worked out by Jacobs on the basis of
split of activities undertaken by respective departments, ratio for allocation of non-
staff costs / adminlstrative costs was arrived at by Jacobs on the basis of a detailed

analysis of the activity of Its departments and the functions of these departments.

el R
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The Authority had considerad the allocatlon ratlos established by Jacobs In respect

of DIAL for the first Cantrol Period. These were as follows:

6.26.1.

6.26.2.

6.26.3.

6.26.4.

6.26.5.

Manpower cost Incurred by DIAL for FY 2009-10 and FY 2010-11 was
allocated Into aeronautical and non-aeronautical components based on
application of such an allocation ratio {considered by the Authority during the
first Control Period at 89.79%), This allocated manpower cost was ad]usted
for the cost incurred by DIAL en inline screeners. The cost thus arrived was
considerad as manpower cost of DIAL Vide its Decision No. 15 of the Delhi
Tariff Order 03/2012-13 the Authorlty had decided to adopt 1471 (w.ef

01.04.2011} as the manpower requirement till the end of the Cantrol Period.

Electricity and water expenses were considered net-off recovery from the
concessionalres and were taken at 100% allecation Into aeronautical
eXpEnses.

Administrative and General Expenses (excluding Property Tax) were allocated
into aeronautical component based on application of an allocation ratio of
T0.28%.

Other operating expenses (excluding Alrport Operator Fee) were allocated
into aeronautical component based on application of an allocation ratio of
91.89%.

Elements of operating expenses namely, Property Tax and Airport Operator
Fee were allocated into aeronautical compeonent based on application of a
weighted average of allocation ratios for the above four elements, which
worked out to 87.54%. As regards the Alrport Operator Fee, the Authority
proposed to follow an alternative approach of allocation discussed in para
17.29 and 17.38 of Consultation Paper No 16/2014-15 dated 28.01.2015, As
per this alternate approach, 3% of aeronautical revenues of DIAL Is to be
considered as aeronautical component of Airport Operator Fee. The
Authority has sought views of the stakeholders for finalization of this

approach. Pending such flnallzat_i__nr'g,__'t_i'le Authority proposed to consider 3%
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of aeronautical revenues of DIAL as aeronautical component of Airport
Operator Fee.

6.26.6. As per Decision No, 16 of its Delhi Tariff Order No. 3/2012-13, the Authority
had decided to expense out the interest on DF Loan for the entire period af
01.03.2009 to 30.11.2011 as operating expenditure, This issue was discussed
in para 18.1 to para 18.6 of the Delhi Tariff Order No. 3/2012-13, The total
interest for such period amounted to Rs. 350.50 crore. The Authority has
noted the difference in treatment decided by it in the sald Order and that
made by DIAL In its books. While the Authority expensed out the amount of
Rs. 350.50 crore as per the schedule of interest payment certified by the
auditor, DIAL has capitalized an amount of Rs. 188,38 crore and expensed out
the balance of Rs. 162.12 crore. In this regard, the Authority noted the
following from the Note 29 (b) (ifi) of the Financial Statement of FY 2012-13:

“in its DF Order, issued on November 14, 2011, AERA hod stated that
treatment of interest peid on debts roised by the Compony on
securitization of DF ond llability would be considered ot the stage of tariff
determinotion. Further, based on submissions made, by the Company and
other stokeholders, AERA in its order No, 03/2012-13 Issued on April 24,
2012 considered the aforesaid interest amount aggregating to Rs. 350.50
Crares for the period from March 1, 2009 till November 30, 2011 as an
operating cost for the purpose of tariff determination end not to be
adjusted against the DF receipts.

in view of the aforesoid order and the fact that the Company has used DF
loons obtained against DF receivable for the construction of the airport,
the Company hos copitalised a porticn of interest aggregating to Rs.
188.38 Crores till the date of commencement of operations of the domestic
and International terminals at the airport and Interest aggregating to Rs

162,12 crores subsequent to such commencement of operations Is charged

to the statement of profit and loss.”
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6.27.

Order No. 40/2015-16

6.26.7.

EF:E!Hil

The Authority noted this difference in treatment. Based on the treatment
made by DIAL in its books, the Authority proposed to expense out the
interest amount of Rs, 162.12 crore in FY 2011-12 and capitalize the amount
of Rs. 188,38 crores and consider such capitallzation towards RAB in FY 2011-
12. As DF was consldered solely for funding of aeronautical assets, the ratio
for allocation of expensed Interast on account of DF securitization loan {Rs.
162.12 crore) into aeronautical component as well as for allocation of
capltalized interest of Rs. 188.38 crore into aeronautical component was kept

at 100%.

Additionally, the Authority had noted that DIAL had capitalized VRS expenses
in its books towards intangible assets. However, the Authority had decided to
expense out the VRS payments made by DIAL to A&l as these costs are moreg
in the nature of costs associated with staff matters under the concession
agreements and do not build any additional assets. The ratlo for allocation
Into aeronautical component for VRS payments made by DIAL to AAl was
kept at overall weighted average ratio of 87.54%. The Authority had
reconsidered its approach and was of the opinion that VRS expense has been
on account of manpower and Its related costs and accordingly proposed to
consider the allocatlon of VRS payment to AAl [nto aeronautical and non-
aeronautical components at the rate of allocation of manpower costs at

B7.79%.

The Authority, based on its detailed examination of various sub-heads of operating

expenses, noted that DIAL had incurred expenses on account of Management Fees,

Professional and Consultancy Fee and Corporate Costs. The Authority has noted

from the Financial Statements that the expenses incurred by DIAL towards

professional and consultancy services were Rs. 52.55 crore and Rs, £1.72 crore for FY

2012-13 and FY 2013-14 respectively and those towards corporate costs were Rs.

27.62 crore and As, 35.00 crore for FY 2012-13 and FY 2013-14 respectively. The total

expenditure towards consultancy and corporate fee for the first Control Period

works out to Rs. 280,57 crores and Rs. 89.62 crores respectively. The Authority had
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sought detalls on the nature of services availed against these expensas and recelved
the same.
6.2B. As regards the professional and consultancy expenses, DIAL stated a5 under:

“The professional and consultancy charges include expenses on account oft

- Legol consultoncy undertoken for vorfous Legol coses pending of sévergl Hon'ble
Courts in the country, legal opinion undertoken for vorious business reloted motters.

- Training: DAL follows the phifosophy of investing in its people. During the years,
various courses ond conducted to empower ond upgrode the skill set within the
compony. The employees are sent to the best of B - Schools like [IN Ahmadobad, XLRI,
{iN Bangalare, M Lucknow etc, In addition, there ore function specific trainings which
are provided to the employees to fevel up thelr skill set and bring mare efficiency into
the system,

= HR consultancy, undertoken for the recruitment of the new employees

- Expenditure on (nterna! oudit, tox oudlt ete.

- Certification fees

- Consultation charges paid to the banks

- Technical consultoncy

- Other expenses contolning, consultoncy provided ta various departments on projects
g5 and when required. In many cases, these projects ore mondalted by the bonkers,
regulotors et

The professianal and consultancy fee increase is attributed to varlous new studies and
consultancles. it included studies refoted to facility planning, comparizon with other
major airparts glabally fn light of upcoming Master Plan Update ond other facility
improvements, feasibiiity study for the solor project at the alrport efc.”

6.29. Asregards the corporate costs, DIAL stated as under;
“..We would also like to clarify that, DIAL is a group entity of the GMR
infrastructure Limited (*GIL") which holds its investments in DIAL through
holding company colled GMR Airports Ltd (“GAL®), receives several services
from the parent compony and the holding company. DIAL poys the

management fees towards the ﬂﬁf_{,{ﬂmﬁ-mﬂ! for having ovailed the services...
o i Iy I-I'I_I_.-\. a

r—— Wi
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«The costs Incurred are n noture of ‘Indirect costs’. The proposed cost

allocotion model for GiL & GAL is to recover the cost incurred in providing

common corporate services to the business for strategic leadership &

governance, business sustenonce support ond functional & manogerial

expertise,

.. The Cost allocation exercise is not a revenue generating exercise for GIL &

GAL and it does not Include any 'markup” Le. they ore at zero markup basis and

hence only a means of cost recovery.

. DIAL Board aiso has approved the allocation of corporate cost...”

6.30. The Authority noted DIAL submissions on expenditure incurred towards Professional

6.3L

6.32.

and Consultancy services and corporate costs as well as justifications for the same.

The Authority proposed to consider the inline baggage screening cost towards

determination of aegronautical tariff and hence had not removed the same from staff

cost as it had adjusted during determination of tariff for the first Control Period.

Accordingly, the Authority proposed to consider the values as presented in the Table

14 towards trulng-up of aeronautical operating expenses for the first Contral Period:

Table 14; Operating & Maintenance Expenses consldersd by the Authorty towards trulng-up-for the
17 Control Period in Consubtation Paper Mo, 16/2014-15

Operating Expenses, ' Cost |  FY2009- FYz010- | FY2011- | FY20012- | FY2013-
INR Crore | Allocation 10 11 12 13 14
| VRS fAaro | #eTe% | 713 29.38 43326 1740 1712
Interest on DF | 100.00% .00 o] 16232 | 0 | a
Staff Cost _ 8979% | o9l28| 12541( 12805 [ 1uiea| 11012
Adminlstrathng & T0.28% Go04 BE.24 10619 95.58 108,13
General Expensesk
Electricity & Watar 100.00% 31.21 61.29 Hi.89 98,17 106,54
Charges* =
Cparating ExpensesHs S1E3% 10067 | 177,57 193.06 227.06 260.01
Alrport Operator Fee | i 13.01 15.38 17.61 18.91 68.00 |
Property Tax | B7.54% 0.00 0.00 33181 121 | 6.07 |
Total | 368.03 | 49537 | 75031 565.72 | 676.00
* - In some years, DIAL hes clubbed electricity and water charges and In others electricity and fuel
charges, pdjustments hive been made accordingly |
** Teken as 3% of aero revenue for previous year
# Excludes Provisions for Bad Debts
i Encludes Cargo Expenses VY = aw]
P
True-up of Depreciation fo- f
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6.33. The Authority, vide Decision No 9 of its Delhi Tariff Order 03 / 2012-13, had provided
that it will true up the difference between the depreciation calculated based on
actual date of commissioning/ disposal of assets and the amount of depreciation
calculated considering that such asset has been commissioned/ disposed of half way
through the Tariff Year by adjusting at the end of the Contral Perlod the Future Value
of such difference.

6.34. Based on the actusl audited values of depreciation avallable to the Authority for FY
2011-12, FY 2012-13 and FY 2013-14, the Authority proposed to consider the
depreciation values recorded in the books of DIAL for these years for the purpose of
truing-up the depreciation. The Authority understands that DIAL had adjusted the
valug of Fixed / Tangible assets in its books on account of DF realized by It. Post such
adjustments, depreciation recorded in the books of DIAL do not include depreciation
attributable to DF and hence no further adjustment on this count is required. The
Authority sought a confirmation from DIAL in this regard. DIAL, vide its submission
dated 19.09.2014 in response to the Authority’s clarification, had stated as under:

“.we would like to clarify that the Auditor Certificote for Depreciation and
Amartization during 1st Control Périod submitted to the Authority Is as per the
Audited Financials and these do not include assets capitalized out of DF Funds.”

6.35. The Authority considered the additions to aeronautical assets and depreciation on
aeronautical assets for the years FY2009-10 and FY 2010-11 as per its Delhi Tariff
Order 03/2012-13 and those for FY 2011-12, FY 2012-13 and FY 2013-14 from DIAL's
submission on actual additions. The Authority had made relevant adjustments in
asset addition as given in the table below:

Table 15: Adjustrnant 1o Asro Doproclstion for RAR ealoulation in Consultation Paper No. 16,2014

e =

RsCore Ievor [rvos [evos [pao e [z (ea (eas
Depreciation charged By |
| (37a.53) | (327821 | (373 4|
|

DIAL Considered for
Calculation IR R N S R " ] e | T
Depreclation charged as |

per AERA (Actuals il
FY2011 s per Dalhl Tarlff
Order No. 03,/2012-20113)
Depreciatlon after belng
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(112) | (3.46) | (47.48) | (12038) | (250.92) | (366.94) | (322.08) | (367.21)

(388.17) | (317.81) |

[ (1.12)




|_F|s-:rufe |Fvo7 |Fvoe | Fos  (Pro (e1 o [P | Fy13 FY14

e L I i MO 1

adjusted for DF | |
6.36. The Authority had applied the tariff year wise average depreciation rate for

aeronautical assets on Hypothetical Regulatory Asset Base (HRAB) to derive the
depreciation on HRAB as per Declslon No. 10b of the DIAL Tarlff Order 03 / 2012-13.
Calculations for the same are presented in Table 12.

True-up of corparate taxes

6.37. As regards corporate taxes, the Authority had projected that DIAL will pay taxes of
Rs, 196.08 crore and Rs. 345.54 crore In FY2012-13 and FY2013-14 respectively.
These were considered by the Authority for the purpose of estimating target
revenue at the time of determination of tariffs for tha first Control Period. The
Authority, vide Declsion No 18 of its Delhi Tariff Order 03 / 2012-13, also decided to
review the actual corporate taxes on agronautlcal services pald by DIAL, based on
the audited flgures as may be available and true up the difference between the

actual corporate tax pald and that used by the Authority in the farecast.

6.38. With the audited financial statements for FY 2012-13 and FY 2013-14 being avallable
to it, the Authority noted that DIAL has not paid any tax in these years. The Authority
notes that 55A prescribes consideration of corporate taxes on earmings pertaining to
aeronautical sérvices as a bullding block. The Authority, in its Delhi Tariff Order 03 /
2012-13, had noted that corporate taxes are statutory payments due to the
Government. Further, the tax is being considered as & cost in the target revenue
computations. Therefore, if the actual tax paid in any of the years {in the cantrol
period] were lower than the tax forecast to have been pald (and accordingly
included in the target revenue calculation), it would lead to a situation wherein DIAL
would be unjustly enriched. In view of this, the Authority has decided that only the
actual tax pald that can be ascribed to aeronautical services will be reckoned for the
purpose of determining the target revenue.

True-up of Non-aeronautical Revenue

6.39. As per Decision 19 of Delhi Tariff Order 03/ 2012-13, the Authority had decided to

rojections of Non aeronautical
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6.40.

B.41.

revenue. At the time of determination of tariffs for the first Control Period, non-
aeronautical revenues were estimated based on the projections of relevant
passenger and alr traffic growth, penetration and inflation for each of the sub-heads
under non-aeronautical revenues, as Indicated In paras 21.2.16 to 21.2.17 of the
Delhi Tariff Order No. 3/2012-13. At the time, audited value for non-aeronautical
revanues realized by DIAL In FY2009-10 and FY2010-11 i.e. the first two years of the
first Contral Period were avallable. For these two years, the Authority had
considerad the higher of the projected value or actual value of each sub-head for the
purpase of estimation of the total non-aeronautical revenue. Such higher value was
considered as base for projection of revenue from that sub-head of non-aeronautical
revenue, For remaining financial years, values were projected basad on the relevant
drivers.

The revenues hence obtained were given in the Delhi Tariff Order No 03/2012-13
{Table 35 -3} and are as given in the table below:

Taale 16 Nan-feronautical Revenues considered by the Authorfty in its Delhi Tarifl Order Ma,
03/ 201213

| Bullding Blocks |  FY2010 L FY2021 FY2012 FY2013 |  FY 2014
_Kalculation = : | ) P = i
Mon Aeronautical | [ |
revenue Incl. cargo | A04.53 6E0.90 880.07 lﬂiﬁti == 19040

The Authority had recelved the Ministry of Civil Aviation's letter
Mo.AV.24032/4/2012-AD, dated 09.03.2012 which stated that revenues from Cargo
and Ground Handling services accruing to the airport operator should be regarded as
non-aeronautical, irrespective of whether these services are provided by the airport
operator or concessionaires appainted by the airport operator. In line with this
letter, the Authority proposed to consider the revenue generated by DIAL from cargo
and ground handling services as non-aeronautical revenue, The revenue of Rs.
135,59 crores from cargo in FY2009-10 was treated as aeronautical revenue at the
time of determination of aeronautical tariffs for the first Control Perlod. However,

based on the sald MoCA lettar, the Authority proposed to consider this amount as

non-aeronautical revenue. However, revenue from CUTE was proposed to be
__..-—'_'_‘—-n.‘_
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considered as aeronautical revenue as discussed in Consultation Paper No 16/2014-
15 datad 28.01.2015.

6.42. Further, the Authority proposed to continue to consider fuel throughput (FTP)
revenues as aeronautical revenues as per its Decision No. 24.d, in the Delhi Tariff
Order 03/2012-13. The Authority is of the view that any fee consequent to the
supply of fuel to the aircraft {which Is an aeronautical service), called by any name
whatsoever (fuel throughput/license fee etc.), would be an aeronautical revenue as
per the provisions of both AERA Act 2008 and OMDA. Vide Decision No. 22.a. of the
same Order (refer paras 21.5.1 to 21.5.7 for discussions), the Authority had
considered the revenue from Into Plane services as non-aeronautical revenue.
However, based on the details elaborated in paras 20.32 to 20.34 below of
Consultation Paper Mo. 16/2014-15, the Authority proposed to consider revenue

from Into Plane services as agronautical revenue.

6.43. The Authority, during the determination of tariff for the first Control Period, had not
considered the revenues realised by DIAL from “Other Income” (typically including
Interest Recelved Deposit with Banks, Income from Current Investmerts, Income
from Non-Current Investments, Interest received - Delayed payment, Sale of Others
material /Scrap others, Profit on Sale of Depreciable Assets, Dividend income,
Realized Forelgn Exchange Gain/Loss, Misc. income Others, Liquidated Damages
received, Management Fee, Tender cost recovery) as non-aeronautical revenue,
These values, as submitted by DIAL, were as follows:

Tehle 17 DIALS submission ol Other Income far the first contral periad

| INR crore Frogae | Frao-a1 | Ptz | pnzas| erisaa
' fnu!rest nacem.-d Deposits with banks 133 | 654 1T:|E_I" 135 08
Interest Received-Depotits with Others | 287 | il |‘ T
F'Eﬁtﬁsal-éﬁ inu_aﬂments i G.02 . :.15_45‘ 22713 | ﬁd—l
| Interast Received - Delayed Payment | 60| | 1076|3844 9,59
‘Sale of Other Materials / Scrap - Others | 0.78 0.33 0.63 GE?‘IL 138
Profit on sale of | Depreclabla .ﬂ.ﬂ.&ts {1 fir 039
Dividend | 17 05+ 264
Management Feas | - 105
Realized Foreign Exchange GalnfLuss - __- . L ] 131 041 0.0
| Miscallaneous Income Dthers i ﬁﬂ\\\ 0.04 | 14.95
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FY09-10 | FY10-11 | FY1l-12 | FY1213 | Fr13-4
1359 5,15
| 13.55} 1852 | 3832 80.85 B1.74

INR croce

| Tender D:rst-ravew

| Total Other Income.

6.44. However the Authority examined the revenue streams as Indicated in above and is of
the view that revenues arising out of Sale of Other Materials / Scrap — Others, Profit
on sale of Depreciable Assets, Management Fees, Miscellaneous Income Others and
Tender Cost recovery should form part of the non-aeronautical revenue of the
airport and therefore needed to be considered towards determination of

aeranautical tariff in terms of the provisions of AERA Act and Schedule 1 of 554,

6.45. As regards the other streams not reckoned towards tariff determination, the

Authority’s examination was as given below.

6.45.1. While considering such revenue, the Authority, in line with its decision not to
consider the impact of fluctuations in foreign exchange, proposed not to
consider the "Realized Foreign Exchange Gain/Loss". Also the Authority noted
that DIAL had realized dividend income from its investments in JVs, However
as the assets pertaining to the Vs were not being reckoned for the purpose
of determination of RAB, the Authority is of the view that the dividend
income accruing to DIAL from such JVs should also not be considered towards

cross-subsidisation.

6.45.2. Further the Autharity is of the view that the interest income recelved by DIAL
{an bank deposits, ether deposits and on account of delayed payments) was
part of the cash flow management undertaken by DIAL DIAL has clarified that
at the time of tariff determination for the first Control Peried, it had not
submitted a request to the Authority for considering the interest on working
capital loan. Thus the Authority did not consider the interest on working
capital as an operating expense in its determination of tariff in respect of
DIAL. Accordingly the Authority was of the view that the interest income
generated by DIAL was part of their internal cash flow management and was

therefore not considered as part of cross-subsidisation.
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B.44,

6.47.
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6.45.3. The revenues from remaining items under "Other Income® which were not
considered by the Authority earller towards cross-subsidization are now

proposed to be considered for cross-subsidization.

After making the above adjustments of treating certain revenue as aeronautical and
certain others as non-aeronautical revenue, the Authority recomputed the non-
aeronautical revenue to be considered for cross-subsidisation (n respect of DIAL for
the first Contral Perlod. With respect to the true-up of non-aeronautical revenues,
the Authority had detailed its approach for the projections In paras 21.2.14 to
21.2.24 of its Delhi Tariff Qrder 03 / 2012-13, The Authority noted that, from 2008-
09 onwards DIAL had set up IVCs with respect to some streams of non-aeronautical
revenues (JVCs with the concessionalres appolnted for these streams with egquity
participation). The Authority also noted from DIAL's submission that one of the
objectives behind the formation of Vs was to Increase the non-aerg revenue to
DIAL Accordingly, projections were done with intent to reflect this objective, The
Authority in Its approach had considered the higher of the actuals or the projected
revenues to arrive at the non-aeronautical revenues to be considered towards cross-
subsidisation,

As per Decision No. 19, Scenario 3 was proposed for the purpose of considering non-
aeronautical revenue for the first Control Perlod in Delhi Order No.03/2012-13,
based on the growth drivers also indicated In the said Order. The Authority did not
explicitly either provide for true up or state that it will not true-up. The Authority In
its Delhi Tariff Order 03 /2012-13 had stated as under,

-

{il The non-gero activities were concessianed to third parties even before 2008-
09. However, from 2008-09 onwords DIAL edopted a different business model
and mast of these activities were concessioned to JV companies where DIAL
held equity stake,

(it} In the presentation made to the Authority, DIAL strongly supported this new
business model on the grounds that rheqpf:ﬁs.fun thraugh JV route would

achigve higher revenues.




{iii} Therefare, now, it cannot fairy be the case af DIAL that revenue received by
it from these activities during 2009-10 and 2010-11 showld be in any way less
than the 2008-09 revenue figures duly adjusted by the growth drivers. In cose a
different view is to be taken, it would undermine the objective of change in

business made! followed by DIAL.

{fv)] DIAL commissioned the new termingl T3 In 2010-11, which wos
operationalised for International flights from 28th July 2010 and for domestic
flights from 11th Nevember 2010. As highlighted by DIAL in its response
regarding operating costs estimates, the termina! orea post T3 has increased
from o total of 1,25,160 sq.mts to 6, 79,047 sqg.mts {an increase of 442%). Due
to this massive increase in terminal orea ond ather reloted developments, DIAL
have themselves proposed that revenue for last 4 months of 2010-11 may be
used to forecast revenue for the balance toriff years of the Control Period. In
ather words, DIAL have propased 2010-11 figures to be the basls for forecast
for the remaining vears of the control period, The actual non-oeranautical
revenues of DIAL for 2010-11 is Rs.584 crore and the onnuallsed MNon
Aeronoutical revenues for 2011-12 as per DIAL's submission is Rs, 703 crore. The
projected Non Aeronoutical revenues for 2010-11 ond 2011-12 as per
Autharity’s methodology is Rs.686.89 crore and Rs. 835.25 crore. As can be
seen the numbers arrived by the Authority is higher than both the octuals of
2010-11 or the annualised figures for 2011-12.0t will thus be clear that as far as
treating 2010-11 os base year is concerned the Authority’s view (s same as that
of DIAL.

{v) in the scheme of 554, 30% of the non-aera revenue is to be shared towards
target revenuve determination thereby proportionately reducing the
aeranautical tariff. Therefore, it Is importont for the Authority to ensure

disincentives against lower than expected non-geronautico! revenues,
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The Authority decided to retain the forecosts os proposed in the Non-
Aeronoutical Revenue Scenario 3 as proposed in the Consultation Paper (Ref

pora 374 of CP-32/2011-12 dated 03.01.2012)

6.48. In view of the above lLe. the formation of JVCs, it was expected that the non-
aeronautical revenues to DIAL would increase. However the Authority noted that
non-geronautical revenue realized by DIAL are less than those projected at the time

of determining aeronautical tariffs for the first Control Period.

6.49. The Authority also noted that DIAL, vide their letter dated 06.01.2015, had
requested for true-up of the non-aeronautical revenues which were projected during
the first Control Period, The Authority noted that its purpose of not explicitly
providing for true-up of non-aeronautical revenue during the first Control Period was
based on the premise that the modal adopted by DIAL through JVC route was to
Increase the non-agronautical revenue accruing to DIAL, which would have allowed
them to keep the upside. Now if the Authority was to true-up the non-aeranautical
revenue realized by DIAL for the first Control Period, it would defeat the very
purpose for which JVCs were set up by DIAL. The Authority, accordingly, proposed
not to true-up the non-aeronautical revenue realized by DIAL for the first Control

Period.

6.50. Hence, the Authority proposed not to true-up the non-aeronautical revenue
projected apart from making adjustments for (1) streams of Other mmf{HEﬁ?r
paras 6.44 and 6.45 above), (2} Revenue from ITP considered (Refer para 6.42 above)
and (3) cargo revenue {Refer para 6.41 above). Thus, the non-aeronautical revenues
considered by the Authority in the Caonsultatlon Paper No, 16/2014-15 were as
below,

Table 18: Mon-Avronasulical Revenues consldered by the Authorty for 1" Control Perlod Tor truv=-up
in Consultation Papor Mo, 16/ 2014-15

Non-Aeronautical FY2009-10  FY2010-11  FY2011-12  FY2012-13  FY2013-14
Hevenues, INR Crare

Non Aero 85 per pravious
model 494,63 " GEGHD EH0.07 1,086.03 1,346.40

Cargo Handli 'l
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Non-Aaronautical FY2009-10 = FY2010-11 . FY2011-12 FY2012-13 FY2ol3-13
| Revenues, INR Crore

135,59 = = : -
Cthar Income cansidersd '
&5 Non-aeronautical .
FévEnLA _ 8.46 | 11.50 | 1635 | 23.60 44.53
| Adjustment for ITR () | 0.00 | 117 | 102 | 1.25 | 1.35
Non Aero for tha '
purpose of true-up 63868 oad. 23 | 395.40 1118.3E 138967

True-up of Aggregate Revenue Reguirement
6.51. Thus, the target revenue aestimated for the first Control Period were as balow,

Table 1%: Targel Revenues conslderad by the Authority for 1% Control Perlod In Consultation Paper
MNo. 16/2014-15

| Target Revenue, INR Crore | FY2008-10 | FY2010-11 | F¥2011-12 | FY2012-13 | Frao13-a |
(ReturnonRAB | 25383 597.97 902,03 2562 758.69 l
| Tobal Aeronautical '
. : ; ; 76.

Oowatiis Eiphngss. 368,03 | 495 3?_ | 750,31 sﬁi?_z EEM
| Depreclation &

Arsortiation e 135,45 . 25%.3.1 375,66 385,75 35:1.90

Tanes e -1 = Y, - 'I. S
| Gross Target F!E'.-Enuﬂ _ 757.35 | 1,363.18 202799 | 173208 | 181958
| Cross Subsidization 191.61 200,17 268 62 33552 | 416.90
| Net Target Asro Raveriue s6s.74 | 115401! 1759.37| 139657 140268

True-up of Aeronautical Revenue Realized by DIAL

6.52. The target aeronautical revenue for DIAL is compared against aaranautical revenues
realised by DIAL as per its financial statements in the first Control Period. The
difference is either over recovered or under recovered ARR or under recovered ARR
and accordingly the net present value of the target revenue (entitlement) and actual
aeronautical revenue (realisation) was considered by the Authority as part of the
true-up and to be carried into 2™ Control Period and accounts.

Table 20: True-up cansidered by the Authority for the 1% Contyol Period In Consultation Paper No.

16/2014-15
——T— ] — =% e
True-up, INR Crora FY2009-10 | FY2010-11 | FY2011-12 | FY2012-13 | FY2013-14

Actusl Aero Revenue | | S P i
283,58 337.24 350,17 TEd, 05 [_ #5093
i R 0.00 132227 | 1805.63
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True-up, INR Crore FY2009-10 | FY2010-11 | FY2011-12 | pv2012-13 FY2013-14
E"‘._F_ __ _E 104.10 12135 | 12812 30,22 n!:m
e I
B e ... .. I I

CUTE 4.96 | 5.07 463 10.37 10.96 |

AtroCargo-Screening | _5.4_5_| 1627 | 1923 1887 | 2191
| Total | i;sﬂ 15| 63032 | 226680 | 28206 |
| Target Asro Revenue S65.74 | 115401 | 179937 | 139657 | 1.4uzae.

Difference [Targel — .ﬂ.:tual} | 53.16 - IE&E_E;_ LEEEDE Til?l:r I.E!I. IZ‘.I. 42‘5 58} |
| Discount rate (10.33%) __1_.Eag_l_ 148 | 136 12| 110 |
_:;_;;;;;:“'i'm_“‘_e;'j‘ Beor |  sa99s | 151633 | (105631) | (157284)
TueupssonoL0020l | Tl U

6.53. Regarding truing-up of Target Revenue for the first Control Period for DIAL, based on
the material before It and its analysis, the Autharity proposed

6.53.1. To true-up RAB along with Depreciation based on actual additions during the
first Control Period towards determination of tariff for the second Contral
Period as elaborated In para 6.14 above.

6.53.2. To consider the average of opening RAB and closing RAB values and apply
WALC on this average RAB to arrive at the Return on RAB under the true-up
exercise as elaborated in para 6.14 above,

6.53.3. To adjust RAB on account of DF based as presented in Table 8

6.53.4. To consider allocation of assets of B9.25% and 10.75% towards aeronautical
and non-aeronautical assets respectively for the first Control Period as per
ICWAI repart.

6.53.5. To true-up RAB along with Depreciation for the first Control Period as
presented in Table 12

6.53.6. To not true-up WACC of 10.33%, which was considered by it in its Delhl Tariff
Order 03 / 2012-13
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6.53.7.

6.53.8.

6.53.9.

B.23.10.

6.53.11.

6.53.12.

6.53.13.

6.53.14.

6.53.15.

6.53.16.

To consider inline baggage screening expenses incurred by DIAL during the
first Contrel Perlod towards determination of aeronautical tariff and hence
include it as part of the operating expenses being considered for true-up

To consider the same ratios for allocation of operating expenses into
agronautical and non-aeronautical components as considered by It In its
Delhi Tariff Order 03 / 2012-13 except VRS which will be allocated at the rate
of manpower allocation

To consider revenue accruing to DIAL from ITP service providers for the first
Control Period as aeronautical revenue

To consider revenue accrulng to DIAL from Cargo and Ground Handling and
for the first Contral Perlod as non-aeronautical revenue

To consider revenue accrulng to DIAL from CUTE counter charges as
aeronautical revenue

To consider the aeronautical component of Airport Operator Fee as per para
17.29 of Consultation Paper No 16/2014-15 dated 28.01.2015

To consider revenue realized by DIAL under the head “Other Income”
(excluding income from Interest, dividend and forex gain/loss) during the first
Control Period towards cross-subsidisation under the current exercise

To not true-up non-aeronautical revenue for the first Control Perlod In Its
Delhi Tariff Order No, 03 / 2012-13 as elaborated in para 6.46 and 6.47
above,

To true-up corporate taxes based on actual taxes paid by DIAL during the first
Control Period and accordingly consider nil taxes for the first Control Period
towards determination of aeronautical tariff for the second Control Pericd
On balance, to consider true-up of Rs, 188.96 crore as on 01.04,2014 {over-

recovery by DIAL in the first Control Period) towards determination of

aeronautical tariff for the second Centrol Period




a. Stakeholder Comments on Issues pertaining to True-ups for first Control Period

6.54. APAQ has commented on change in methodology for adjusting DF and return on

RAR, stating as below,

“AERA hos proposed to consider chonged methodology for odjusting DF and
return gn RAB DF is proposed to be reduced from the RAB in the year the
securitized loan was borrowed against It. The reduction of DF from the RAB wos
dane in the yeor of copitalization and wos opproved by the AERA in the Order for
1at Control period. Now, the AERA has reopened the whole issue and reduced the
DF from the RAS in the vear of borrowing instead of year of capitalization which (s
not as per the principles.
AERA proposes to change the principle of RAB determination (DF odiustment)
which was finolised and approved by liself earlier in the 1st control period order,
Chonging this principle feods to change in tariff for 1st control period which (s
incansistent with the provisions of AERA Act, 2008.
in the 15t control period, AERA has aifowed the principle of reducing the DF as and
when the aosset is copitalized fn the DIAL"s books. This is g more rpbust
methodafogy and easy to understand aond Implement. A sudden change in the
already ollowed building block leads to uncertainty.
fationale for (HAL reducing DF from RAB during 2010-11 for money borrowed in
2009-10 was that there wos no major copitolizotion of osset duning this
Intervening period. As such the DF adjustment was worranted only when the asset
wos capitolized.
APAQ Recommendation;
The earlier principle of reducing RAB bosed on year of capitalizotion of DF ossets
DE restored.”
6.55. IATA has commented on each proposal of the Consultation Paper No 16/2014-15
dated 28.01.2015 issued by the Authority. Regarding the true-up of RAB and
depreciation, consideration of return on RAB on average of opening and closing RAB,

it has commented respectively that:
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i. IATA understands thot AERA Is looking to use octual figures In order to true
up depreciation and RAB. Although there is merit in taking into account
octual values, what still appeors missing is an ossessment of whether
DiAL hod mode these investments in an efficient manner. it may
therefore be appropriate for AERA to moke such on assessment (which
projects were supposed to be delivered, ot what budget, what was the
actual amount spent, etc.} to determine whether the actuol values
could hove been lower.

if, IATA agrees with this approach,

lil. Using the average RAB ((opening + closing) /2) is @ common regulatory
assumption and ATA considers it appropriate.

Iv. The method for truing up RAB is occeptable. Howewver, IATA's comments
above pertaining to 4.0.i, and 4.a.iv. should be taken into account in the
calculations,”

The 4.a.i and 4.a.lv have been captured in para 6.59 below.
6.56. APAD has commented as below with respect to Interest on DF,

"AERA has disallowed interest on Development Fee as operoting cost and

capitaiized (n the books

i. As per Decision No. 16 of its Delhi Tarfff Order No. 3/2012-13, the AERA had
decided to expense out the interest on DF Loan for the entire period of
01.03.2009 to 30.11.2011 os operating expenditure.

fi. Now in the Consultation Paper in discussion, AERA proposes to allow [nterest
on Development Fee to the extent it (s charged to the Profit and Loss on the
ground that any interest post the commencement of operations of the terminal
3 is to be expensed out as per the treatment done in the books of accolnts.

iil. AERA may note that as discussed previously that regulatory and statutory
gccounts are two separote books of occount. Alfowed in one regulatory

gccounts may be disallowed in the statutory accounts and vice versa.

APAQ Recommendation:

e
A b : -.I'.E';-W‘

-l
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APAD suggests thot AERA may plegse consider the order no.3 sacrosanct and
should not aiter the principles already settled.”
6.57. Further, APAQ has commented on the proposal to consider interest on DF as Capex,
stating that:
"AERA has propased to consider interest on DF o5 copex
Interest on OF hos been reduced from the lsr control period Operating Cost
building block, and it has been odded to the RAB. Apprax. INR 188 crores were
taken off in the 2009-10 2010-11 and 2011-12 which waos allowed os g port of
apergting cast building block. The removal from coex and oddition to RAB means
that in short run DIAL will face cosh problem,
The regulator in the 1ux control period allowed the DF interest up to Jung 2011 asa
part of Cperoting Expense.
Now the Authorfty has chonged it stend and wants o treat this os Capex,
APAQ Recommendation:
There should not be any change in treatment compared to what was approved in
first contrel period. Internationally regulotory accounts and statutory accounts are
kept separate as treatment af various items in regulatary is many a times different
from statutory accounts. In the case of DIAL the Hypothetical Asset Base is part of
RAB in regulatory and not part of the stotutory occounts. There s no need for
regulatory accounts to follow statutory occounts as the two are prepored on
different principles, *
6.58. FIA has commented on the treatment of interest on DF for the first control period
stating that!
“Interest spent on securitization of DF has been wrongly considered for toriff
determination
60. As per Para 6.26 .7 of the Consuftation Paper, out of total interest of
R5.350.50 crores spent by DIAL {for the period from March I, 2009 to November
30, 2011} on ioans taken by securitization of OF, interest of R5.162.12 crores is

propased to be expensed off and balonce R5.188.38 crores has been copitalized
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Control Period. The treatment of Interest as adopted by the Authority is in sync
with the treatment of interest made by DIAL In ts books. As per parg 18.6 of

the Previous Order,

"The Autharity has noted that the assets funded out through DF have not been
included in the RAB and the debt raised by DiAL on securitization af DF has not
been considered as an element in the means of finance. Therefore the cost of

this debt is not being allowed to be recovered through WACC™

61. It seems that the Authority hos decided that the DF (directly or indirectiy)
should not impact toriff determinaotion process; either through inclusion in
WACC or through Incluslon of DF funded assets In RAB. Accordingly, finance
cost af securitization of such DF should not be Included either in RAB or in
operating expenditure for the purpose of determination af tariff. Hence, it Is
submitted that treatment of interest of R5.350.5 crores (s inappropriate, as by
concurring to this treatment, finance costs on DF is being considered for tarlff
determination. Accordingly, copital expenditure of Rs.188.38 crores ond
pperating expenditure RS5.162.12 crores should be reduced from RAB. ond
operating expenditure respectively for the determination of aoeronautical
tariff.”
6.59. Regarding the conslderation of allocation of assets for the first Control Period, based

on the ICWAI report, IATA has commented as below,

“IATA disogrees with this approach. As highlighted in 1ATA's submission
far the first contral period, we consider thot the proportion of ossets
allocated to oeronautical octivitles Is too high. The aollocation
percentages are sensitive to the assumptions made. For arriving of the
88.25%:10.75% allocation values, the assumptions used would likely be
skewed in fovour of the oifrport. The large allocotion towards
oeronautical activities (s mainly due to the foct that common areas
have been split on the basis of surface area. This does not refiect the

fact that these commen areas are equally needed for aeronautical and

nan-geronoutical activ
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should hove been done an o 50:50 basis. We urge AERA to commission
a study that would review the cost allocation percentages based on a

different set of assumptions.”
6.60. Regarding true-up of WACC, IATA has commented as below,

“This is consistent with the declsion made in the previous determination. AERA
should not waver from it 0 as not to create regulatory uncertainty.”
6.61. Regarding the issue of considering “Other Income” as non-aeronautical revenue and
truing up the same In the first Contral Period, APAQ has commented as below,
"AERA proposes to consider Other Income as Non Aero and true up for the first
contral period despite order on contrary.

1. AERA has revisited its own order no.3/ 2012-13 wherein other income
was not used for cross subsidization. In the Consultation poper, AERA
now proposes to consider, revenues arising out of Sole of Other
Materigls / Scrap - Others, Profit on sole of Depreciohle Assets,
Management Fees, Miscelloneous Income Others and Tender Cost
recovery, as han-geronautical revenue of the airport ond cross subsidize
towards ARR for the 15t Control Period.

2. AERA maoy note that as per the Schedule 1 of the 554 which defines the
principles of tariff fixation shows cross subsidization towards non aero
FEVENLUES

APAO would like ta highlight that other income does nat fall Into the Revenue
Share Assets. Hence, any cross subsidization towards other income Is against

the 554,
APAO Recommendation:

i, Qther income was not part af cross subsidization in first contral period and

gny stand to contrary tantamount to a change In principle and s best

avalded,
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ii. Other Income does not occrue from Revenue Share Assets as per the
provisions of 554 and as such is not part of Non Aeronautical income

which is to be used for cross subsidization.™
B.62. Onthe matter of the “Other Income” 1ATA commented that,

"AERA should determine whether the income classified under ‘Other Income’
are related to oeronautical or nen-ageronautical services. If it is the former, then

AERA should consider 100% of the revenues and not just o 30% share.

6.63. Regarding the matter of treatment of Inta plane services (ITP) and cargo screening as

aeronautical revenue In the first cantrol perled, APAD has commented that,

“AERA has proposed to consider Into Plane os Aeronautical: Was treated as
Non Aere in first control period.

i. AERA has mentioned that as per the letter from the Ministry of Civil Aviation,
the revenues from Cargo / Ground handling were to be considered as non-
aeronautical regardless and irrespective of whether these services are provided
by the airpart operator himself or concessionalre. Toking a nod from the letter,
AERA mentions that if the differentiation of provision of this service by the
airport operator himself or by e concessionaire (Including 1V) appointed by the
airport aperator were to be disregarded, the revenue from ITP services in the
hands of DIAL should be treated os aeronoutical revenue.

fi. APAQ highlights the foct that AERA has yet ogoin used discretion in
clossifying ITP ond corgo screening o5 oero. In the some letter
AV.24032/04/2012-AD dated 10.09,2012, ony income from carge is to be
considered o non aero, The relevant extract Is as follow:

*This Ministry had already, In the context of IG! Airport, Delhi, clarified to AERA
vide letter doted 8.3.2012 that revenues from Corgo and Ground Handling
services occruing to the oirport operotor should be cotegorized gs non-

geronautical revenues as provided under the ONDA Y

APAQ Recommendation:
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CAPAQ would request Authority to consider into plane @i non-geronautical
considering the faoct thot DIAL is getting only a concession fee for allowing
Concessionaires to provide services within the Airport and DIAL is not providing
any service to anyone in this regard. This Concession fee is similar to what
airport cperator receives from filght coterers or ground handlers for allowing
them to provide services to customers including airiines within alrport
premises, [CAQ's Policles on Charges for Airports and Alr Navigotion Services,
appendix 3- Glossary af Terms defines Revenues from non-aeronoutical sources
as referred above in earlier paragraph is most refevant in this case as well.”
6.64. Asregarding ITP, IATA has stated that,

“As [nto-Plane service is an oeropautical octivity, !ATA supports AERA'S
proposal to consider the revenue that the oirport derives from it as
geronagutical revenue.”

6.65. On the matter of true up of non-aeronautical services APAD has commented as
below,

I, In the ist Control period, AERA hod decided not to take non eeronautical
revenues under the ambit of True L'p. This decision of AERA was unliateral and
lacked any rational justification.

il. DIAL is penalized for not achieving very high non aero revenues projected by
AERA for FY2013 ond FY2014, At the some time, to moke o matter warse, non-
aero revenues have not been considered for True Up as considered in other
alrports including Mumbal, Bengaluru, Hyderabad, Luckmow etc.

fii. AERA has mentioned that its purpose of not explicitly providing for trug-up
of non-aeronautical revenue during the first Control Period was based on the
premise that the model adopted by DiAL through JVC route was to increase the
nan-geranautical revenue accrulng to DIAL, which would have allowed DIAL to
keep the upside.

I. APAD submits that many of the other alrport operators in country have

"

i T

outsourced the nﬂn-aeraq;:uﬁmf"pqﬁ of the business. The returns
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occruing to DIAL In terms of revenue shore and lease rentols are similar
to what accrues to the other airports. The only difference is that DIAL
has a share In the equity of the JV(s. This was dong [0 ensure an
efficient control of the operatlons and provide strotegle inputs to help
them to achigve long term competence. Using this as o plea for non-
true up af non-gero seems unreasonable on AERA™s port,
if. Furthermore, APAD notes that despite putting extensive efforts to Increase
the non-oeronauticol revenues in the 1st Control Period, it still has not
been‘able to match the projections considered by AERA for FY2013 and
FY2014. Excessively high projections led to unrealistic torgets to be met
by DIAL
iii. In the 1st Controf Period, Non aero revenues were forecasted on the

following basis:

a. "The non-geronoutical revenues for various revenue heads for 2008-09 to be

considered as the base figure for forecasting the non-oeronautical revenues for

FY 2009-10 and 2010-11, escalated by the historical passenger/ cargo growth

rates plus o certoin %age increase due to higher penetration as may be

applicable (as proposed by DIAL) for those years®

b, “For 2011-12 to 2013-14, the base volue of revenuve arrived for 2010-11 to be

profected based on the traffic growth plus a certain %age year on year increase

due to penetration os per DIAL"s estimate.

On the bosis of the above-mentioned approaches, the Authority arrived at the

following numbers for non-geronoutical revenue

Year/Rs | Non Aeronautical | Non Aeronautical | Non Aeronautical
| In crares ' Revenues under | Revenues under Revenues under
_ Seenario 1 | Scenario 2 ] Secenario 3
1200920  [605  feos 495
|2010-11  |589"
2011-12 708 _
201213 .}lm i
2013-14 | 32
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@) As per Schedule 1 of 584, 30% of the gross revenue generoted should be
utflized for calculating target revenue. It does not state that higher non
aerongutical revenue should be considered. APAD propose to utilize actual non
aeronautical revenue for financlal year 2010 and 2011
APAD Recammendation;
In our view putting unochievable targets and also not truing up such revenue
leads to making airpart unviable. With the current propasal entire net worth of
DiAL will stand eroded. As such it is requested thot o reasonable approach be
followed and the non-oero revenue be trued up becouse it was highly
unrealistic growth which was projected earlier by the Authority itself.”

6.66. Cll commented on the true up of non-asronautical revenues and Other Income

stating that,

“True up of non-aere of first control period:
Background: AERA proposes not to true up the Non-Aercnoutical revenues in
the 1st Control Perfod. There was no mandate af not truing up in first contral
péeriod order. AERA has allowed true up for all airports. This leads to o susplclon
af being discriminated and gives wrong signal to potential investors.
In commensurate with stond on operating expenses, AERA maoy consider Truing
up af non-gero revenues. The stand taken by AERA with respect to Operating
Cost and Non Aero could severally Impact the finaneial viakility of the oirport.
Cll request: As such AERA may be advised to toke o bolonced approoch and
either do true up af both jtems or nat to true up both. Similarly Other income
waos not part af cross subsidization in the 1st control perfod. This change in
principle need to be oveided and be advised accoardingly.”

6.67. Regarding true up of non-aeronautical revenue in the first Control Period, IATA has

commented that,

“This is in line with the Authority’s decision in the Delhi tonff order 03/2012-
13
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0.68. On the matter of treatment of revenue from cargo and ground handling services and
CUTE as aeronautical, IATA has commented that,
“'The prapasal by the authority to treat services for cargo and ground handiing
as geronautical services but vet calculate the X-factor by treating revenues
derived from the seme services a5 non-geronautical revenue is contradictory
ond ¢confusing. Treoting such revenues as nan-oeronautical revenues for the
purpose of tariff determination clearly violotes the AERA Act. AERA has to be
fully guided by the AERA Act and we urge the autharity to redress this vialation.
As CUTE is an oeronoutical service, we support AERA's proposal to consider it
as gercnauticol revenue.
6.69. On the issue of true up of the operating expenses, APAQ's comments are stated
below,

“AERA proposes to True up Operating Expenses based on Actuals: entire saving
in opex taken away.

i. DIAL is being penalized for being efficient by clawing bock the extra
entitlement allowed towards operating cost building block in the erder no.3/
2012-13. The approoch promotes inefficiency and may set o precedent for
other airports, who may follow logse cost control system and spend more in the
last few years of the control period.

ii. APAQ recognizes that o fundamental aspect of the CPI-X process Is that
girports are enceuraged to improve perfarmance by recelving the short term
benefits for doing s0. To the extent that alrports outperform target set, the
uitimate benefits will be felt by users in the form of reduced casts in years
faliowing the next regulatory review, when the gains are Incorporated in the
regulatary cost base.

APAQ Recommendation:

Under CPI-X, the saving in opex for one control period is retained by the Airport

while users benefit by way of reduced base cost for next control perlod. As such

the proposed methodology Is W@ “?-.{ concession agreement.”

s i
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6.70. Cll also commented on the true up of operating expenditure stating that,
“Efficiency study and true up of opex

Background: AERA propases to disallow the difference in the octual operating
cost Incurred during FY13 and FY14 and operating cost allowed under building
block in the Order No.3/2012 — 13. DIAL hod done several initiatives in 15t
contral period. AERA has toxen away saving from these initiotives, This will
mean that in future, airport operators will have no incentive to sove costs, This
will lead to an inefficlent system.
Cll request: AERA may be advised to share the efficacy In opex Induced by
alrport operator to afrport and not to true up opex.™

6.71. Regarding cost allecation In the first Control Period, |IATA has commented that,
“The rationale for allocation of opex is similar to that for asset allocation. In
this regard, and in line with our comments in 4,a./v, we request the Autharity to
reconsider the cost allocation percentages proposed.”

6.72. Regarding the true up related to inline baggage screening expenses incurred by DIAL

during the first Control Period, IATA has commented that,

“This item was discussed under Proposal #1. Provided the costs of these
activities are nat belng funded elsewhere and the activitles are being delivered
efficiently, we would agree with this measure.
However, AERA has not provided an opinion on whether these activities are
being delivered efficlently and IATA is of the view that AERA should first
determing that the services are being delivered efficiently before allowing the
costs.”

6.73. On the matter of Airport Operator Fee, IATA commented that,
“Given that the cost ollocation percentoges to aeronoutical and non-
ageronautical tills remains debotable, it should not form the basis for

assignment of the Airport Operator Fee, As oerongutical revenues and nan-

geronoutical revenues are cleorly demaorcated, we support the Authority’s

Page 115

Order No. 40/2015-16




proposal to assign 3% of gross aeronoutical revenue as the portion of

ceranautical costs associated with the Airport Operator Fee.”
6.74. Regarding true up of taxes, |IATA has commented that,

“We fully support the propaosal by the Autharity to true up taxes. It would be
unfair to allow revenues to pay for toxes that were never incurred, ©
6.75. On the overall true up, IATA has stated that provided its respective comments are
taken into account and the true up cost Is adjusted accordingly, the adjusted
resulftant value could be considered for the determination of aeronautical tariffs in
the second Control Period.

b. DIAL's response to Stakeholder Comments on True-ups for first Control Perlod

6.76. DIAL's Response to APAQ submission on RAB and methodalogy of adjustment DF
from RAB Is as below,
“The principles of the adfustment af DF in first control period were finalized by
Authority ofter due consultation process. The principles once set after due
conswltation with all stakeholders should not be revised. Change in stand
without any change in clrcumstances, as cose of DIAL is unwarranted and
inappropriate”
6.77. DIAL's Response on APAD submission on change in treatment of DF interest is as
below,
"AERA has reviewed its earlier decision the 1st control perind order, The entire
amount wos allowed In cperating expenditure building block. But the current
proposal which invelves removing from operating expenditure building block
and adding to RAB is inconsistent and needs to be reverted back.”
6.78. DIAL's Response on APAQ submission on change in treatment of otheér Income (s as
below,
“Other income wos nat part cross subsidization in the 1st control peried Hence.
it should not be considered. Moreover, other income does not fall into the

Revenue Share Assets. Hence, any cross subsidization towards other income is

against the 55A. £ — T}
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The Into-plane service is o non-geronaoutical activity and this was the view
token by AERA for the first control period. We reguest the Authority to

maintain the same position ond treat /nto-plane service as Non Aerongutical

Sy,

Authority's attention is invited on the following pre bid queries Of DIAL

Query: The heads of Aerongutical
Services mentloned In Schedule 5 af
ONMDA are not separately captured in
the format provided for business plan
In RFP. Under which head da each of

Response; In respect of Services the
only charges levied are Landing Fees,
Parking Fees, Housing fees and the
focilitation component of the
Passenger Service Fee,

the Aero Services get clubbed?

it Is refevant to note the response of AAl to the pre bid query as to what all
constitutes Aeronautical income and the following the clarification provided in
response thereto: The above goes on ta show that only income arising from the

below octivities was proposed to be treated as ageronautical income of DIAL:
Landing

Parking

Housing

Facilitation component of PSF

All the other Incomes were Non Aeronautical income, |t is also relevant to the
note the response to the following query which amply clorifies that the activity

of hydrant refueling was carried out ot the airport even before DIAL was
awarded the concession of the IG! Alrport.

Response; 9@ in contact stonds in The
international apren. 12 remote stands in
international apron. & carge stands in
the cargo opron

Query: How many stands are
provided with hydrant refusling
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This goes on to show that though the hydrant refueling was olso being done at
the girport before the oward of concession but this octivity was not included in
the list of activities whose income would hove to be treated os Aeronautical
income. In view thereaf, it should be treated as a non-aerenoutical octivity and
consequently the income arising therefrom should be treated as Non
Aeronautical income.”

6.79. DIAL's response to APAOQ's comments on Interest on DF capitalized Is as below,

*This was considered under 1% control period towards interest on development
fee should be consldered since it wos finalized ond settled.”

6.80. DIAL's response on True up of Non Aero not allowed is as below,
“First control period order was silent on true up on Non Aeronautical:
The first control period tariff order wos silent on the true up of Non
Aeranautical’ revenue. Since Authority is truing up everything, we find na logic
in not doing a true up for Non Aeronautical as well.
We reguest the Authority be judicious and not penalize oirport for good work
done. The soving in opex being taken oway and the non-aero realization not
being trues up is killing the airport (n two waoys.
Abnormally high forecast and no true up - differential treatment for DIAL vis-&-
vis other major olrports. As already discussed earlier the following Is the non-
gero forecast adapted by AERA In Its varlous orders of tarlff determination of
various other airports.
The true up is allowed for all airports except DIAL. This agaln goes to show that
DiAL is singted out. This goes on ta show that the treatment meted to DIAL was

unjust and need to be relooked into

Nan Aeranaoutical and Jaint Ventures:

The rationale of AERA bthat due to WCs the non-gerangutical revenues should
grow at a faster rate I Incorrect, DIAL had first bid out the business e.g. duty
free, corgo, advertising, etc. and thEi"EEﬁﬁHen red into joint ventures with
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partners as o minarity equity holder. There for the concerned joint venture have
a landlord concessionaire relationship with DIAL which is similor to mony
olrports. The concession fees are revenue based and grow with the revenue of
the concessionaire. The fact of having o joint venture in the concessioned
business not only odds o shareholder role to DAL ond is distinet from the
concessionaire role. This shareholder role cannot be used as o bases to justify a
higher expectation of concession fees from the concessianaire. Hence for
forecasted revenve. The /V model adopted by DIAL for non-aerg activities has
no bearing on the revenue earned by DIAL from concessionaire of such
activities. Uising this rationale to penalize DIAL for forecosting unreolfstically is
equivalent to penolizing DIAL and putting It at a disadvantage to other airports.
Additionally other income was not part of eross subsidization in the 1* control

period. Hence it should not be considered.”

6.81. DIAL's response on APAQ's comments on True up of Opex Is as below,
“DIAL's Response
The current methodology of trulng up the entire is in violation of the concession
agreement. Linder concession agreement o CPI-X methodology needs to be
odopted, However, the methodology being followed by Authority is o Rate of
Return regulation and not CPI- X regulation,
The current ‘true up' (s ogaoinst the principies of CPI* The CPI-X is based on the
view that the regulated industry (airport in this case} should set an efficiency
target and should be exposed to the gains or losses the regulatory perlod,
without ‘true up' or ‘claw back ‘thereafter. ©

6.82. DIAL's response to Cil's comments on operating expense true up (s as below,
“We strongly are of opinion that the study done by AERA must have been
shared with us for our comments befare the same was accepted by Authority.
This is a violation of natural fustice.

AERA has conducted on efficlency study on operating cost of DIAL AERA now
giture incirred /n FY13 ond FY14 os

propeses to consider the actugh-ea
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efficient and it proposes to disallow the difference in the actua! operating cost
incurred during FY13 and FY14 and operating cost allowed under bullding block
in the Qrder No 03, 2012-13- DIAL had done several initiatives In control perlod
AERA has taken away saving from these initlatives. This will mean thot in
future airport operators will have no initfative to save costs, This will lead to an
inefficlent regulatery system”™
6.83. In response to IATA'S comments to AERA's proposals in its Consultation Paper No
16/2014-15 dated 28.01.2015, DIAL commented as below,

I DIAL'S Response: The RAB finalized by AERA agfter a detailed audit by two
guditars namely KPMG and EiL. There was o consultation process done
for the aforesaid capex and as per the benchmarking report he capex
spend was one of the maost efficient copex compared comparable
airports as regards to additions there is o competitive bidding process

which is followed to ensure efficiency.

ii. The first control period hod envisaged for the actual dote of capitalization
methodology for camputing the return on RAB, The new proposal s
agalnst Its own previous order. A consistent approoch In tariff
determination Is necessary for reguictory certainty. The Authority must
therefore apply the same settled principles and ratlonale while
determining tariff for the subsequent period,

iif. The DF amount should be reduced from RAB only when the asset has been
put into use. However under the proposed mechanism of adfustment,
the asset is being reduced from the books even befare it is being
capitolized in books. This is agalnst the order No.3. /2012-13 for the

first control periog.
iv. The principles of area allocatlon study have been verified by the

independent consultant appointed by AERA MARF and found to be

correct. As such the IATA’s suggestion.

v. N response
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wi. We support [ATA'S stond thot the decision which have already been
finalized in the first contro! period should not be revised by AERA.
Consistency in approoch is vital to regulatary certainty. The Authority
must therefore opply the same settled principles and rotionole while

determining tariff for the second control period.

wii, As regards to opéx like infine boggage screeners, the operating cost of DIAL
have been found to be very efficient as analysed by Leigh Fischer and
thereafter reviewed by ICWAMARF

vifi. The principles of allocation study hove been verifled by the independent
consultant appointed by AERA and (CWANMARF, ond found to be correct.
As such the IATA's suggestions hold no merit, The current suggestions of

IATA Is not backed by ony evidence.

Evidence: However the new allocotion as submitted by DiAL (s backed

by two auditor certificates ond allocation studies.

ix, Into plane service is o non-oeronautical activity and the same was
accepted by Authority in first control period. We reguest the authority
to maintain the same position and treat Into-plane service as a Non
Aeronautical activity. The Autharity I8 to maintoin o consistent
approach while determining tarlff to ensure regulatory uncertainty, The
Autharity is to maintain o consistant approach while determining tariff
to ensure regulatory wncertointy. The Authority s to maintain g
consistent approach while determining toriff ensure regulatory concern.
The Authority is to maintain a consistent approoch while determining
tariff to ensure regulatory certointy. The Authority must therefore apply
the same settled principles and rationale while determining tariff for

subseguent control periods.

X. With reference to MoCA letter - Carge and ground handling need to be

freated os Nan Aeronautical
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xi. Ground hondling services are non-oeronautical ond revenues accruing
from these services are non-geronautical revenues, Hence the revenie
genergted from CUTE services, Is revenue accruing from ground
handiing function and 5 ta he treated as Non-Aeronautical: as per

provisions aof the concesslon agreement

xil, Most of the non-geronautical activities have been outsourced by DIAL and
as such the girport operator's services are not required for the same.
Secondly, the airport operator fee has no connection with aeronauticol
and non —aeronautical revenues. This is expenditure and there is no
alrport regulator in the waorld that does cost aflocotion baosed on
revenue.

xifi. Other income include interest income on surplus funds, interest deloyed
payments and sale of scrap ond depreciable assets, dividends etc. it is to
be noted 554 provides that revenues from Revenue Share Assets are {o
be utilized for utilized for cross subsidization. Other income is not
revenue from revenue Share assets and connot be for subsidization.

xlv. We disagree with the stand af IATA's as the first control period order was
silent on the true up of non-oero.

xv. We differ with the stand of IATA. (DIAL hos alse submitted its own
comments to AERA’s consultation paper fn response to [ATA's stand.
These comments have been incorporated In DIAL's responses in the next
section)

xvi. (DIAL has also submitted Its own comments to AERA’s consultation paper
in response to IATA's stand. These comments have been incorporated in

DIAL’s responses in the next section)
xvil. No Response ™

6.84. DIAL has also submitted more details in response to IATA's comments, which are

same as those submitted by DIAL's in its own submission. These comments have

been highlighted in the relevant EECE_;ED-*" —
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c. DIAL's own comments on lssues pertaining to True-ups for first Control Period

6.85. DIAL has submitted Its views on the Authority’s treatment of true up as below,
“Arbitrary decision on true ups.
There appears to be an arbitrariness in the treatment of non-oero and opex.
The Non Aero forecast as considered by AERA in the 1st control period was
highest arongst all other oirports. To odd to the poin, AERA has not considered
true up on this account. This effectively translates to real lass to the company
a5 a result of under achieving the forecasted numbers thereby reducing the

return available to oirport ond moking alrport unviable,

And

Opex savings undertaken by DIAL has been completely trued up. This meons
that he entire efforts to save costs have been taken away In garb of efficient
€ost.

The declsion to true up ane ftem and not to true up is the unilateral decision of
Authority which has put DAL in great financial jeopardy leading to unviability
af DIAL. All the savings done by airport have been taken away which is against
the principles of CPI-X. In fact the proposed regulotion by Authorfty is not CPI-X
but o rote of return regulation.

If there was a true up allowed — it should have been ollowed on bath items or
denied in both items.

No Opportunity to review the fining of ICWAL:

At the outset we submit that DIAL was not provided any opportunity ta review,
comment and provide Its inputs on the findings of ICWAI In respect of their
study on efficlent costs. This is highly unfortunate as being the entity in
guestion, its inputs would have been critical in this matter. In ony cosé natural
justice demands thot for o study being done on DIAL, an opportunity must be
given to DIAL to submit its comments on the same. DIAL therefore does not
agree with the one line conclusion provided by AERA that the costs of 2012-13

as the base case for efficient costs.

: -especially so because in this year,
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given the cash crunch due to post losses, DIAL had deferred and postponed
costs. We request that DIAL be provided an oppartunity to review the ICWal
report and make relevant submissions on the same.,
First control period order was sifent on true up on Non Aeronauticol;
The first contro! period toriff order waos sifent on the true up of Non
Aeronautical revenue, Since Autharity s truing up everything, we find no loglc
in not allowing a true up of Non Aeronautical.
Authority has been truing up the non-aeronautical for all airports in India and
we find no justification for a different approcch belng followed. The rationale
needs ta come clearly In this respect.
We request the Autharity to be judicious and not penalize the alrport for good
work done. The saving in opex being token oway ond the shortfall In non-aera
realization not being trued up is killing the alrport in two means.”
6.86. DIAL has submitted that all other airports have been permitted Non Aeronautical
revenue true up except for DIAL DIAL has also submitted non aeronautical revenue
projections from Authority’s tariff orders for other private airports stated

"We hereby proguce evidence fo show thot DIAL wios mandated to gohieve Non

Aeronautical revenue which is almast double compared to other girgorts.

Non Aero growth rates

Ll

——

Meirage

= Bangalore = Chennal BHyderabad = colata = Mombal @ Dedhd
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There is true up allowed for all airports except DIAL. This again goes to show
that
OIAL is singled out, DIAL has been singled out and penaolized without any
reason. Non gero revenues have been considered for true up for Mumbai,
Hyderabad, Bengaluru and other AAl alrports. Growth torgets are extremely
high and unrealistic.
Autharity hod mandated us to revise non-geronautical revenue for periods
which were already closed and whose audits were over, This Is practically not
possible and Authority needs fo review its decision of forecast of Non Aero
where audited numbers were availoble®

6.87. Further, on the matter of other income, DIAL has said,
"Additlonally other income was not part of cross subsidization in the 1st contropl!
peripd. Hence, it should not be considered. If the same is being considered, the
entire non-aero should be trued up based on actuals. Furthermare, as per the

Schedule 1 aof the 554 which defines the principles af tariff fixotion does not

include other income as a part of non-ceronauticol stream. The relevant extract
from the 554 is as follows:
30% of the gross revenue generated by the JVC from the Revenue Share Assets.
The costs in relation to such revenue shall not be included while colewlating
Aeronautical Charges.
‘Revenue Share Assets” shall mean (o) Nen-Aeronautical Assets; and (b) assets
Required for provision of geronautical related services arising ot the Airport
and not consldered In revenues from Non-deronautical Assets (e.g. Public
odmission fee etc.)
In addition, it is to be noted that other Income does not fail into the Revenue
Share Assets, Hence, any cross subsidization towards other income (s against
the 554.7

6.88, DIAL's submission on forex fluctuation states,

“Forex Fluctuation needs to be Part B
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Authority has not allowed Forex fiuctuation as part of RAB. The current stand
af Authorlty for not including the Forex fluctuation a part of RAB is not justified.
Farelgn Currency borrowing is @ part of the endeavour of DIAL to keep the
charges low for passengers. The current stand of Authority means that airports
will be forced to borrow ot o higher cost in rupee terms.

The sourcing of funds at o lower rate in foreign exchange is for the benefit to
the passenger / other stokeholders by way of o lower WACC., However, this
means of funding olso corries the [nherent risk of foreign exchange
fluctuations, Toking the benefit of a lower interest rate but not ollowing the
resultant Forex fluctuotion goes agalnst the principles of natural justice,

The fluctuation need to be Incorporated os part of RAB because aof following
regsons:

1 The level of Farex barrowlng Is at normal levels:

The level of borrowing Is at level generally accepted to be normal In the
fngustry.

2 This borrowing was ovailed before the Authority®s current stand wos
finalized:

The borrowing structure cannot be amended now. However, this can ot best be
o guiding principle for future. In order to leverage an efficient financing
structure and for reduction In Interest cost, alrport operatars take foreign
currency loans to port fund the project cost, the same Is applicable for DIAL

The Company has not retalned the bengfits of cheaper borrowing cost and is
passed on to the passenger in the form of lower WACC. If the Company had
taken

Domestic Loan instead of the ECB equivalent amount, the outflows af cosh

towards interest costs would hove been much more

Alsa, it should be noted that the loss of Forex fluctuation an interest payments

& principal repayments is real (n TEEEE!:F not o notional loss, DHAL hos taken

-
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the hit of the Forex fluctuations owing to interest and repayments servicing the

ECB loan. This loss s not Included in the computations of WACC
Therefore, it is requested to olfow the Loss on impact of Forex Fluctuations by

Inclusion of same In RAB Apart from cbove on one hond outhority Is not
allowing loss due to foreign exchange fluctuation from ECB, on the contrary not

aliowing DIAL to keep the forelgn exchange fluctuation benefit of UDF.

We will also like to highlight that we have not taken out costly exchange
hedges as it has relied upon notural hedge derived from its own foreign
gxchange revenues. This is in line with internationa! best proctices and also
heips to reduce the cost of hedging that would have otherwise been allowed to
pass through to determine aero charges. However AERA has disallowed the
Forex fluctuation related to foreign exchange borrowing but on the other hand
the gains being made by DIAL due to foreign exchange fluctuation like that aof
higher UDF revenue, higher revenue of duty free due to Forex fluctuation are
being considered as part of tarlff determination. This puts DIAL In a double
Jeopardy ond Is totelly unfalr as the additional cost associgted with Forex
fluctuation are being burdened on DIAL whereas the natural hedge s being
taken away. These sort of irrational decisions has aggravated the doubt over
the viahiiity of DIAL"
6.89. With respect to the true up of operating expenses DIAL has submitted the following:

“The current methodology of truing up the entire apex is in violation af the
concession agreement. Under concession agreement a CPI-X methodology need
to be adapted. However, the methodalogy being followed by Authority s a
Rate of Return regulation and not CPI- X régulation.

DIAL response to CP-16/2014-15 Page 48 The current _lrue up' s agalnst the
principles of CPI-X. The CP-X is based on the view thot the regulated industry
{airport in this case) should set an efficiency target and should be exposed to

the gains or losses with the regulatory period, without _true up’ or _claw back
-'_._rl-- —

thereafter. e i 20,
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Ne Opportunity to review the finding of ICWAL

At the outset, we submit that DIAL was not provided any opportunity to review,
comment and provide Its inputs on the findings of ICWAI In respect of their
study on efficient costs. This Is highly unfortunate as being the entity in
question its inputs would have been critical In this matter. In any case natura!
Justice demands that for o study being done on DIAL, an opportunity must be
given to DIAL to submit its comments on the some. DIAL therefore does not
agree with the one line conclusion provided by AERA that the costs of 2012-13
as the base case for efficient costs, This {s especially so because in this year,
given the cosh crunch due to past losses, DIAL had deferred and postponed
casts. We request that DIAL be provided an opportunity to review the [CWAT

repart and moke relevant submissions on the same.”

6.90. Further on the matter of allocation of expense for true up, DIAL has submitted that

“Opex Allocation

DIAL has submitted Auditors certificate of new opex allecation ratio bosed on
Audited numbers and the some need to be taken Into consideration by
Authority

it is earnestly requested that the new opex allocation as filed with Authority
may kindly be considered both for return os also for depreciation.

Alrport Operator Fee allocaotion

The oirport operator fee has no rélationship with oeronautical ond no
geranautical revenues, earned.

International Practice on allocation:

We have not found an example of any regulatar which has recommended or
required revenue based ollocations. In foct regulators in some cases have
specifically opposed it.

Terminal floor areas/asset base approach, in contrast appears to regarded os

in fine with expectations and in some cases it reflects requirement.”
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6.91. DIAL has further provided detailed submissions on methodology of allocation of
expense across different countries and airports.
6.92. Further it has submitted the following with regards to the true up of the first contral
periad,

“True up of operating expenses
The Authority has decided to true up the entire saving in operating expenditure,
The current stand of Authority is
1 in violation of CPI-X methodology and
2 This olso violates the provision of concession ogreement. What is being
envisaged Is a rate of return regulation and not CPI-X methodalogy.
The current ‘true up’ is aooinst the principles of CPI-X, The CPI-X is bosed on the
view that the regulated industry (airport In this case] should set an efficlency
target and should be exposed to the gains or losses with the regulatory period,
without ‘true up® or ‘claw bock thereafter.
This provides the incentives in the system ond distinguishes it from incentive
free rate of return regulotion. CPl -X {or RPI-X as it originglly was) was
specifically created in rejection of the rote of return approach.
The State Support agreement af DIAL also makes the intention clear,
DIAL response to CP-16/2014-15 Page 62
Incentives Bosed: The JWC will be: provided with appropriote incentives to
operate in an efficlent manner, optimizing operating cost, maximizing revenue
and undertaking investment in an efficlent, effective and timely manner and to
this eénd will utifize a price cap methodology as per this agreement
The study of ICWA based on which a huge amount in excess of 600 crare has
been trued up in the toriff determination process was done without any
opportunity being given to DIAL to send its comments.
Natural justice demands that @ DIAL must be given an opportunity before the

report Is occepted by the Authority opdtaken on boord to true up the operating
. Rl Fiply, e,
#.‘_... L ..II.'

cost;
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The report has been prepared and occepted without any view being taken from
DIAL We do not accept the finding of this report and shall like this report to be
allowed to be reviewed by us.

Under the current proposed mechanism there is no incentive for the airport
operator to sove costs. As such this will lead to inefficiency in the system. No
airport will work hard to save cost as this gives no benefit to It

Apart from above there s Inconsistency In true up proposed by Authority.
Authority has unliaterally mandoted true up of opex towards oeronautico!

services and denled true up of opex for non-aeronautical services,

[ 2010 2011 2012 2013 2014
Nofi Aerp revenue A3
forecasted for the 15t Control
Peyiod 14839 | 206.0F | 264.02 328.81 403.92
Gross Upof 30% 434,63 686, | 5RO.07 | 109603 | 134640
Cargo Honaling Revenues 135.88
Sub Totol £30.62 6869 | §R0.07 | 109603 | 1349640

Cross Subsiadlzation ab 30% (4) 18919 | 20807 | 289.02 328 81 403,92
Nor dearo - Actual revenue o

per financiols 59976 | 58323 | 75805 J1851 | 102331

Cross Subsidizotion of 20% (B) 175893 | 177897 | 23942 275.55 F06.99

Difference (8] - {a) 026 8.1 246 -53.26 96,493

Discounting Factor 1.63 148 134 1:22 1.1 | SUM

NPV Of Diffarence -15.14 | -41.564 | -33.04 54,53 10654 | 26153

Difference in Absolute =

Revenues -30.86 | -B3.67 | -2201 -177.53 -323.09 | 70716

Differe

2010 2011 2012 J023 2014 | 5 ¥ear | nce

Tokal Experises -

AERG Fropartion

Cinly 567 631 a2 B21 853 3,674

Total Expenses [

Aero proportion -

Appréned by AERA

forthe 15t Contral |

perod True Up

{AERD Fraportion) el 455 750 570 &76 2859

Interest an OF 165 122 -85
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Total Expenses - |
Approved by AERA
for the 1st Control
Ferlod Trivg wp
[t portion)
Adjusted for
Iniberest on OF 333 G138 652 S0 (7] 3,048 525

On the other hand saving in opex of approximately Rs, 600 Crores has been
trued up by Autherity.

Provision for Bod Debts

Authority has proposed to exclude the provision for bod debts from the
operating expenses. It is to be noted that provision of bod debts are essentially
a business expenses, which s incurred fn any form of business. Every company
makes effort not to incur bod debts but despite strong credit control
mechanism, certdin debts would go bod due to certain exogenous foctors
which are beyond the control of the company. Moreover, the vaorious regulatory
commissions in the electricity sector has ollowed bad debts ot actual, % of ARR

and defined the absolute limit for bod debts during the control period.

We are dismayed of the ohove. This will contribute to the odded deterioration
of viability of DIAL. We request Authority to be judicious and to adhere to the
principles lold down in the 554 for determination of tariff for second control

period; else IGI Airport will be in peril.”
6.93. On the matter of true up of depreclation DIAL stated as below,
“Depreciation and Foréx and DF adjustment

We are agalnst the methodology of change in adiustment of DF, disallowance
of Forex fluctuation and the resultant change in depreciation. The DF amount
needs to be reduced from RAB only when the asset has come into existence.
However under the proposed mechanism of adiustment, the asset Is being
reduced from RAB even before the same is capitalized in books. The Forex
fluctuation s arising from ECB borrowing relate to a borrowing done before

AERA came into existence and Eﬂnﬂﬂ#ﬁr@[@_‘wﬂ' ot this stoge. Alsa if this is
‘_,r"' 4 : %
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not allowed against borrowings, the gains from UDF ond duty free also need to
be toxen out of the regulatory tarlff determination. There cannot be double
standards in this and a uniform policy need to be opplied.
The resultant change in the depreciation from the above odiustment also needs
to be allowed.”

6.94. On the matter of true up of taxes, DIAL has submitted that,
“The Authority needs to appreclate that there Is no unjust benefit accrulng to
DIAL To the contrary, If DIAL has not been allowed revenue shore as part af
building block, cansidering the same as cost for the purposes of tax calculation
will unjustly put DIAL to a serious financial disadvantage. This approach of the
Autharity Is thus not consistent and lacks merit,
The concession ogreement needs to be read holistically and o fogical and
cansistent appraach on this issue fallowed,
The 554 schedule 1 lays down that what does the component —Tjj = the Tax
mean while determining the components of building black for Target revenue.
The letter —Till is defined in schedule 1 as under:
From this definition, following two clarities emerge:
1. Tax need to be colculated only for the earnings pertalning to aeronoutical
services: In terms of Schedule 1 of the 55A, the corporote tax on earnings
pertoining to Aeronautical Services should be separately calculated and added
as a building black to compute the final target revenue.
This approach is consistent with the stondords and proctices occepted
worldwide. This opproach contemplotes an artificial division of DIAL's overall
incame and independent consideration af the earnings pertaining o
Aeronautical Services to compute the tax component for the oeronautical side.
The 55A envisoges corporoté tax pertoining to ocergnoutical earnings be
separately calculoted and odded as a building block to compute the final target

revenue. This calculotion has no correlation with the statutory tox calculation,

TR

F i
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for various reasons like revenue share not being aliowed os opex and non-aero
as also the post losses.

2. Revenue Share to AAl not being a pass through cost for determining the
Target Revenue the same shall not be o deductible for computing the tox
liability on the earnings pertaining to aeronautical services .

Under Schedule 1 of the 554, tax Is a building block towards the target revenus;
the notienal tax on aerongutical services (without considering revenue share as
a deduction) need to be the building block of tax.

The regson for not considering the revenue share is thot since the revenue
share Is not taken os O&M cost, it can also not be deducted for tox purposes.
Acting contrary to the express provisions of the 554, AERA has decided to toke
into account the revenue share as an opex which is contrary to concessian
agreement. Thus DIAL gets o lower tox add-on in the building block. This is not
permissible and runs contrary to the provisions of the 55A.

In our view AERA has committed errar in methodolfogy of calculating tax based
the methodology which considers revenue share os opex. The key principle
underiylng the Concesslon Agreements and the AERA Act Is that DIAL would
hove two separate tax colculgtions, one regulatory and the other statutory.
They bath have different purposes. The Statutory tox s calculoted os per
Income Tax act for payment of income tax whereas aero tax is mandated to be

calculated as per provisions of the concession agreement. ™
6.95. On the matter of non-aerc revenues, DIAL has submitted that

“4.14 DIAL Response!

Corgo Screening:

Authority has considered cargo screening as Aeronautical and reduced the true
up entitlement accordingly. Authority is requested to reconsider its decision

and mandate it to continue to be treated as o Non Aerongutical activity.

Cute Charges
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Common User Terminol Equipment (CUTE) Is used as o facility for possenger
check-in. As per the Ground Policy issued by GO! Circular No. 07/2007 of 28th

September, 2007 the passenger check in services at the airport are fn the
nature of Ground Handling Service. Hence the revenue generated from CUTE
services /s a revenue gccruing from ground handling function and needs to

treated os Non Aeronautical as per provisions of concession agreement.”

6.96. DIAL's further response on true up of the first control period with respect to non-

aeronautical revenue and treatment due to JVCs
“First control period arder waos sifent on true up on Nan

Aeronautical;
The first control period torff order was silent on the true wp of Non
Aeronoutical revenue. Since Authority Is trulng up everything, we find no logic

in not deing o true up of Non Aeronouticol as well.

We request the Authority to be judicious and not penalize the alrport for good
waork dane. The saving In opex being taken away and the shartfall In non-oero
realization not being trues up is killing the airport In two ways.

4.15.2 Abnormally high forecast and no true up — differential treatment for
DAL vis-a-vis other major alrports. As already discussed earlier the following is
the non-gero forecast adopted by AERA in its varnous orders of tariff

determination of varlous ather alrports:
“Nan Aeronautlcal and Jaint Ventures:

The rationale of AERA suggesting thot due to JVCs the non-gero revenues
should grow at a faster pace (s Incorrect. DAL hod first bid out the busingss e.g.
duly free, cargo, advertising, etc. and thereafter entered into Joint ventures
with partners as a minority equity holder. Therefore the concerned joint
ventures have o landlord concessionaire relationship with DIAL which is similar

to many airports. The concessian fees aré revenue based and grow with the

revenue of the concessionaire. The fact of having o joint venture in the
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concessioned businass only adds o shareholder role to DAL ond s distinet from
the concessionaire rofle.

This shareholder rale cannat be used as a basis to fustify a higher expectation
of concession fees from the concessionaire. Hence for AERA it should nat make
any difference In giving a true up to the actual revenue vis-g-vis the forecasted
revenue. The /v mode! adopted by DIAL for non-oera octivities has na bearlng
on the revenue earned by DIAL from concessionaires of such activities. Using
this rotionale to penalise DIAL for forecosting unrealistically is equivalent to
penalising DIAL and putting it ot o disodvantage to othér airparts.

Additionally other income was not part of cross subsidization in the 1st control

period, Hence, it should not be considered,
4,154 Into Plane:

The Into-plane service Is a non-ceronautical activity and the sSame was
occepted by Autharity In first control period. We request the Authorily to
muointain the same position and treoat Into-plone service as o Non Aeronautical
activity.

4.15.5 Fuel Throughput

Fuel throughput is Non Aeronoutical os per the provisions of concession
agreement as this income {5 not derived from fuel infrostructure, As per the
provisions of Schedule 5 of OMDA, “Common hydrant infrastructure for alrcraft
fuelling services by authorlzed providers™ Is listed as Aeronautical Service.

There is o clear distinction between the levy of Throughput Fee and the Fuel
Infrastructure Fee. In cose of the former, the fee is the consideration for the
concession awarded to the fuel supply companies to supply their product to alr
carrlers operating out of the respective airports. The lotter is o levy charged by
the owner of the faocllity (may not necessorily be airport operator] which

generally comprises of the necessary Infrastructure viz. Common Hydrant

System, Pipeline, Storage Tank ete, reguired for the performance of the fuelling

—

-J-.-'_ iy
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services, Therefore, throughput fee Is not covered under Schedule 5 of OMDA

and is consequentially not a charge for an Aeronautical Service,
In complionce with the provisions of the Act and adherence to the provision of

OMOA, we submit that the throughput fee is a concession fee charged
generally on per unit of ATF off tare. it is o fee for o non-gero service and I
similar to the concession fee charged for fiight kitchen or concessions provided
within the terminal for possenger facilltation. However, the revenues from fuel
throughput fee may be included for the purpose of cross subsidization, This
waould be in line with the letter, spirit and methodalogy provided under OMDA. "

d. Authority's Examination of Stakeholder Comments on True-ups for first Control
Period

6.97. The Authority has duly considered and analysed comments recelved from DIAL and
various stakeholders in respect of computation and provision of true-up to DIAL for
the first Contral Period. The Authaority’'s examination and decisions In this regard are
presented below.

6.98. The Authority has noted views provided by APAQ, IATA, FIA and DIAL. The Authority
has noted that the comments have been made on: a) Adjustment of RAB on account
of DOF b) approach for truing up of RAB. The Authority has addressed the matter of
adjustment of RAB, In para 5.16 to 5.22 above, Regarding the latter, the Authority
had sought Information on asset additions/disposals to RAB based on actual date of
capitalization. The Authority is in receipt of the auditor's certificate vide its
submission dated 24.07.2015 certifying that,

“As part of our scope of work we have performed the following process in
cannection with fssuance of Auditors Report on Examingtion of Prospective

Infarmotion:

a. Understand work flow of the Fixed Assets Register (FAR) af the Company.
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b. Understand and Exomine the process followed by the Company for
Copitalization of Assets along with refevance of "Capitolization date” and

"Depreciation Stort date”

c. As demonstrated by the Manogement, Capitalization date |s the date on

which it Is recorded In FAR and Depreciation start date Is the date en which
the osset is put to use / ready for its Intended use, which Is more relevant

for calewlation of depreciation.

d. We hove examined the working done by the Management with respect to

colculotion of Regulatory Asset Base (RAB) using the date of capitalization
tilf the 31st March of the following year on pro-rata basis. For Eg: An Asset
which s already existing as on 01st April is considered for 365 days for the
purpase of RAB aond as assets added on 01st July, is considered the period on
pro-riota basis from 01st July to 31st March of the following year for the
purpose of Computing RAB.

We have been exploined by the Management that Return of 10.33% Is as per
the computation of Alrport Economic Regulatory Authority (AERA) while
determining the Tariff for the first contro! period i.e. from 01st Aprll 20089 to
31st March, 2014, Accardingly the same rate is used by us for the purpose of

determining the Returm on RAB.

f. Return on RAB is calculated using the raote os explained in para (el which is

applied on the RAB calculoted os explained in para (d) above.

Return on Regulatory Asset Bose based on octuo! dote of capitolization up to

September 30, 2013

| T T

Dial Swbmission || Fror | eros Fros | mvio Aral | Fri2 Fri3 | Fri4* j

Opening RAH - 45,74 10235 | LOSE38 | 235188 | 583535 | 530338 | 718433
Add | | G (TR |
al Agdipipns during the i 62,70 | 76.66 | 1B58.95 552007 | B405.31 37256 74,06 11258

year o = = et
b,.' Additions |'.l.I|.| 4518 47 65 LE2 £3 B2300 | 442563 620 353 a1

fansiderad angd

afawed during the

weor for reguiatary g |

aurppse (Fro rofs " Lo

adoitins]! e RS I T =

I
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F¥ 4 full pear values bave been taken from another submisslon by DIAL

£} Aciolitiong pat (M= 14.54 2901 #7542 FL06 | 3597668 1036 A48 1518 |
congiderad far the -
year il
al | Addiians fiw) 14.54 29.01 | BFe4d IL.06 | 3,976,659 1036 A48
dizedawed ln
previous ey far
Regulstary Purpass
{Pro-ralo addlitiens)
considered now - Py g || PN [T | CO .
et Additions durfng | Bey)
tha pwar for ilafi
Regulatory Purpose | v) 48.16 62.19 | 1,001.54 | 1.398.41 | 4,466.68 | 4,335.89 #3.95 | 138489
Llesg |
Sale af Azsets duweing | [V
the wear . {0.77) - {6.73) - {061} {0.58)
Depreciation written | [l
bk an disposol 0.04 - 054 % - 002
epreciafion {uii]
charged {1.45) (5.80) | (4896) | (105.21) | {239.75) | {373.53) | (327.82) | (373 N4)
[uiit) {1297.35
DF grant - el = | (9d3,494) J | (824.55) ]
C=w
Dispestals evrd +idf4 f1153.1% | (267090 | [1152.91
Deprachation Wil (1.42) (6.67) | (a8.42) | (121.93} } J 3\ fa73.74)
D=y
Closing Regulotory | +8- 45 74 10225 | 1AS3R | 235184 | 563536 | FI0IIE | 718440 | GHESSE
Base ¢
WALT Rafe d03ax | 1093% | I03am | I033% | I023N ) J0.35k | I033% | J0DI3% |
Return on Copital
Ermplayed 4.83 1055 ) 11005 | 24285 | S8513 | #5Te | Mg | riga2 |

L

6.99. The Authority has considered the above Auditor Certificate for the purpose of true-

6.99.3.

up of RAB. The Autharity has reviewed the submissions by DIAL and understands

that the additions to the RAB have been considered on actual date of capitalization

gnd that,

6.99.1. “"Additions during the year” refers to capitalization made by DIAL during the

respective financial year.

6.99.2. “Additions not considered and disallowed during the year for regulatory

purpase (Pro rata additlons)” was the value out of the above total

capltalization to be considered by the Authority for regulatory purpose,

based on actual dates of capitalization.

two items and Is carried forward to the-eapitalization in the next year.
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6.100.

6.101.

B.102.

6.103.

Accordingly, the Authority has decided to true up RAB on the basis of actual date of
cepitalization / disposal of assets. The same effect would be provided for

depreciation.

Further regarding the treatment of interest on DF, the Authority has noted the
comments from APAD and FIA, In its Tariff Order for the first Control Period, the
Authority had decided to expense out the interest on DF of Rs. 350.50 Crore as per
the schedule presented in DIAL Order No.03/2012-13 for the First Contral Peried.
The Authority has had reference to the books of account of DIAL and has noticed a
change In treatment of Rs. 350.50 Crores in the books of account of DIAL. It is noted
that DIAL has expensed out Rs. 162,12 Crore and capitalized Rs. 188.38 Crores in
FY2011-12, as part of interest on DF. The Authority has taken APAD and FlA's
comments into account and believes that expensing out of Interest on DF may be
continued. However, given the change in treatment in DIAL's books, the Authority
has decided to expense out the entire amount of Rs. 350.50 Crores in the year

FY2011-12 itself.

Regarding asset allocation in the first Control Period, the Authority had decided as
per the Delhi Tariff Order No. 3/2012-13 to consider the allocation of B9.25%
(aeronautical): 10.75% (non-aeronautical) as per DIAL's proposal which was in turn
based on the Jacob's (Leigh Fischer] report submitted to the Authority. As discussed
below in para 7.30 below, the Authority had decided that It will commission an
Independent study to determine the asset allocation at the 1GI Airport, Delhi, and
take corrective action, as may be necessary, at the commencement of the second
Controf Period. ICWAI was mandated by the Authority to provide its independent
yiew on the matter and it concluded that 89.25%:10.75% was the appropriate
allocation up te March 31, 2011, Based on this report, the Authority has decided to
continue with the same asset allocation for the entire first Control Period.

The Authority notes that DIAL has submitted to the Authority a fresh study for
assessment of allocation of assets into aeronautical and non-aeronautical
components as on 31.03.2014 conducted by Lelgh Fischer {Eariler jacobs), dated
11.11.2014. The Authority has requested AAl to undertake validation of this study

Order No. 40/2015-16 P e M Page 139



({Refer para 7.30 below) and outcome of this study will be considered by the
Authority, as appropriate at the time.

6.104. In vlew of the above, RAB adjustment on account of DF as discussed in the previous
chapter and Return on RAB considered by the Authority in respect of IGI Alrport,
Delhl for the 1% Control Period Is presented below:

Table 71: AAR and Return on FAR consldared by the Authority for the 1% Contrel Pered

FYa7 FY 0l FYos|  FYi0 Fria] P2 Fri3 FYid
[Cpaning Pro Rata RAB 46.74] 10236} 1016.47| 2,07330) 4772.25) 783884] 7.064.20
Additions during the
yaurt 4BA6|  6215| 1011.54|1398.44| 4373.48| 433883 4385 5845
Salw of Azats {0.77) -l {6713) - {0.00) {056} =
|Bepraciation Written
back 0.04 0.54 - - - 0.02
Depreciation charged {146} (500} (46.60) (so.71}| (200.79)) (348.39) [307.38) (337
|OF Apportioned - (1.27)] {285.17))(1.423.74]| (523.90)] (S10.67)] (3662
Total Sale, Write back,
|Depreciaticn & OF {1.42) [6.67)] (97.33)) (301.61))(1,624.53)) (1272.30)| (B18.58] (374.47)|
Pro Rata Regulatory
Asset Basa For Raturn (1) #6.78| 102.26] 101647| 202330 477225 7.43884| 708420 6TeR22
Rats of Aero
Degratiation 31a%| sy 460%| 47| 433 A55%| 4E2%| 551w
Dpening Hypothetical
Assat Base - . -l #E7.00| 44611 42501 404.86] 38310
Addizions to Hypo Adset
Base s <| 48700
Depreciation on Hypo
RAB + - «| 2089 20.20 21.25 21.56 25.72)
Closing Hypo Asset Base
(=) - 257.00| 44611 42591 404.66) 3m310| 38738
Average Hypo RAB (i) - -| 23350 43655 43601 41528 303.M8| 37024
Opening Towl Pro Rab
RAS 574 102.26| 1,48347| 246941 5100.16) 8243.50] 7.447.30
Closing Pro Aata RAS [a)
= (i} A6.74]  100.28| 1.48347] 2460.41| 5198.16) 8,241.50] 7,447.30| 7,108.60
Adgitions not
considered for the yeas
but casTied over Lo the 14.54 19.01] 7643 37.05| 3,976.80 10.38 0,47 15,18

a

ﬁ
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next year [bj

Actual Closing RAR

[EVEELa] £1.28 131.%7| 235558 2.506.45| 9.174.85| 825386 748777 7.)130.7B

AAB for raturn (] +Li} 465,74 102.26] 1,249.97| 1 479.85| 520826 B,254.13| 7.458.08] 711846

WACC Rats 10.33% 10.33%)  10.33%] 1033%] 10.33% 10L33% 10.33% 10.33%
Return on Capital

Ermploved |, d.563 10.54 129.13] 25617 538.01 B52.65 FT0A 735,34}
* Adjustmants |{Dizallowances) have been made |n seronautical geset additans 1o RAB on account of Aeronzutical I‘
partion of disallowed assats (Rs, 93,19 Cr. For FY10-11] and SFIS {Rs. BOC3S for FY 13-14) |

6.105. a: regards non-aeronautical revenue, the Authority has noted APAD's comment on
the matter of consideration of “Other Income™ as non-aeronautical revenue. As
stated in para 6.43 of the Consultation Paper No. 16/2014-15 dated 28.01.2015, the
Authority, during the determination of tariff for the first Control Perfod, had not
considerad the revenues realised by DIAL from “Other Income” (including Interest
Recelved Deposit with Banks, Income from Current Investments, Income from Non-
Current Investmants, Interast recelved - Delayed payment, Sale of Others material
[Scrap others, Profit on Sale of Depreciable Assets, Dividend income, Realized
Foreign Exchange Gain/Loss, Mizc. income Others, Liquidated Damages received,
Management Fee, Tender cost recoveryl. In the matter of Other Income, the
Authority has decided the below mentloned treatment specific for the first control
period as below;

6.105.1. Revenues arising out of Sale of Other Materials / Scrap — Others, Profit on
sale of Depreciable Assets, Management Fees, Miscellaneous Income, Others

and Tender Cost recovery wlll be considered towards cross-subsidization.

6.105.2. DIAL has realized dividend Income from Its investments In JVs. However as
the assets pertaining to the JVs are not being reckoned for the purpose of
determination of RAB, the Authority is of the view that the dividend income

accruing to DIAL from such JVs should also not be considered towards cross-

subsidisation.
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6.105.3. Interest income received by DIAL (on bank deposits, other deposits and an
account of delayed payments) was considered by the Authority as part of the
cash flow management undertaken by DIAL and was therefore not
considered as part of the cross-subsidisation in the first Control Period. The
Authority continues with its proposed treatment and decides to not cansider
these interast incomes towards cross-subsidization as a one-time exception

for the first Control period.

6.105.4, The Authority has also taken Into consideration DIAL s submission that profit
on sale of investments is of the nature of cash investments dane by DIAL in
mutual funds and simllar treasury instruments based on avallability of cash
from time to time. Accordingly, the Authaority is of the view to consider this
itern as a part of the cash flow management of DIAL and accordingly decides
to not consider the profit for the same towards cross-subsidization as an

exception for the first control period.

6.105.5. The revenues from remaining items under “Other Income® which were not
considered by the Authority earlier towards cross-subsidization have now

been consldered for cross-subsidization.

6.106. While the Authority decides to follow the above treatment in respect of "Other
Income™ far the purpase of true-up for the first Control Period, it Is of the view that,
all components of *Other Income” should be accounted under aeronautical or non-
aeronautical categories, In the future, as far as possible. However, going foward, the
Authorlty asks DIAL to classify all revenue heads, including other income as either
aeronautical or non-aeronautical while submitting its proposal for the third Contral

Period.

6.107. Regarding treatment of revenue from Into Plane Services (ITP) In the first Control
Perlod, the Authority has noted comments from APAO and |ATA. The Authority had
at the time of tariff determination for the first Control Period, treated revenue from
ITP as non-aeronautical revenue on the basis of who is providing the service. As the
service is provided by third pa.gtx,:uncesslunulres, the revenue to DIAL from the

P
same was considered non-agfonaetical in-nature. However, the Authority has made
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reference to the Schedule 5 of the OMDA, according to which “Commeon hydrant
infrastructure for aircraft fuelling services by authorized providers” cleariy refers to
the ITP servicas, is categorised as an Aeronautical revenue, As per the Chapter 1 of
AERA Act 2008 as well, fuelling service is Aeronautical, Based on this principle the
Authority decides to consider revenue from ITP as aeronautical revenue. This was
elaborated in the Consultation Paper Mo. 16/2014-15, as mentioned in para 6.42
above, para 20.27 and para 20.28 below).

6.108. As regards IATA'S comments on treatment of revenues from Cargo and Ground
handling services as non-aeronautical revenues, the Authority believe that it is not in
violation of the AERA Act 2008. The Authority notes that, as per the Chapter 1 of the
AERA Act 2008, these "services” are considered aeronautical in nature. The Authority
had considered the revenue from these services as non-aeronautical revenue at the
time of the first Control Period, on the basis of who the service provider is.
Subsequent to that, MoCA vide Its letter No. AV.24032/4/2012-AD, dated 09.03.2012
stated that revenues from Cargo and Ground Handling services accruing to the
alrport operator should be regarded as non-aeronautical, irrespective of whether
these services are provided by the airport operator or concessionaires appointed by
the airport operator. Accordingly the Authority had decided to treat revenue from

Cargo and Ground Handling Services as non-aeronautical revenue.

6.109. Cn the matter of treatment of CUTE services and cargo screening, the Authority, in
its orders for tariff determination of DIAL and MIAL during the 1* Control Period, had
considered them as an integral part of the Ground Handling and Cargo Handling
Services respectively. In case of DIAL, the revenues and expenses pertaining to CUTE
services and cargo screening were therefore treated as aeronautical based on the
nature of its service. The Authority had continued with this treatment, in the

Consultation Paper No, 16/2014-15 in respect of the 2™ Control Period Tariff of DIAL.

6.110. The Authority has further analysed the treatment of CUTE counter services and
cargo screening services, The Authority has had reference to Schedule 5 and
Schedule & of the OMDA to classify the service under the pertinent head. However,

the Authority did not find sp;ﬂﬁ'@ﬁt}ban the term “"CUTE counter service” and
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b6.111.

“cargo X-Ray screening” service under aercnautical or non-aeronautical services
mentioned there in. The Authority did however, find a mention of “Check-in
concourse” and “X-Ray service for carry on and checked-In luggage" as part of
aeronautical services under schedule 5 of the OMDA. Based on these terms, [t may
be inferred that CUTE counter services and cargo X-Ray screening services can be
classified as an aeronautical services, This view is still held by a member of the
Authority. However, the Authority had further sought opinions from the Ministry of
Civil Aviation and AAl and had also sought legal counsel on the matter. The Autharity
Is In receipt of their response, and has also recelved views from MIAL on the matter.
The ministry has suggested that these services be treated as non-asronautical unless
there are pressing reasons to presume otherwise. Hence, it was noted that all the
above views concurred that CUTE counter services and Cargo X-Ray screening
services may be treated as Non-Aeronautical in nature, The Authority does not find it
prudent to Infer the nature of treatment of any service when signing parties to the
OMDA themselves concur on the treatment of the service, This view Is also
consistent with the view taken by the Authority in its MIAL Tariff Order no. 32/2012-
13. Hence, the Authority has in principle decided to consider cargo X-Ray scresning

services and CUTE counter charges to be non-aeronautical in nature.

The Authority is of the view that CUTE counter services are integral to the overall
provision of IT services at the alrport. Currently IT services are provided by both DIAL
and IT IV at different parts of the airport. The Authority has had reference to the
agreements entered into by DIAL and the IT IV. However, the Authority Is unable to
segregate the assets, services, revenues and costs of the IT 1V into aeronautical and
non-aeronautical appropriately. The Authority, based on Its perusal of these
agreement and other submissions by DIAL, feels the need for an Independent study
to examine the issue of allocation of assets, services, revenues and costs for the (T
IV, Into aeronautical and non-aeronautical. The Authority also notes that DIAL has
not provided the details on CUTE counter assets and that its year wise capitalization

af IT-1V are on the higher side. The Authority would accordingly take this report into

account, at the time of determination of tariff for the third Control Period and give
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6.112,

6.113.

6.114,

an appropriate treatment to CUTE services at the time. Pending the outcome of the
study, revenues from CUTE counter services and CUTE counter charges are being
taken as aeronautical for computation of the X Factor in this Order. Accordingly,
CUTE service and CUTE counter revenues shall be treated accordingly, based an the

outcome of the IT JV study.

As regards cargo screening, the Authority has received details of revenues and
expenses incurred by DIAL on this account. DIAL has also submitted that, it does not
have any assets corresponding to cargo screening on their books. The Authority is of
the view that in case there are any cargo sereening assets in the books of DIAL, Tt will
have to be treated as non-aeronautical assets. Asset allocation and OBM cost
allocation ratio will have to be revised accordingly. This revised allocation will be
accounted for along with the Study related to IT-JV as mentioned in para 6.103
abava.

In response to APAD, Cll and DIAL's comments regarding the true-up of non-
aeronautical revenues, the Authority had detalled its approach for the projections in
paras 21.2.14 10 21.2.24 of Its Delhl Tariff Order No. 03 / 2012-13. The Authority has
noted that non-aerenautical revenue realized by DIAL in the period Is less than those
projected at the time of determining aeronautical tariffs for the first Control Period,
In the said Order, the Authority did not explicitly either pravide for true up or state
that it will not true-up. Reconsidering its proposal presented in the Consultation
Paper No 16/2014-15 in view of the comments from the stakeholdérs, the Authority
Is of the view that the projections of non-aercnautical revenue made for DIAL at the
time of determination of tariff for the first Control Period were more than what was
made for other airports and accordingly non-aeronautical revenue for the first

Control Perlod has now been considered for trug-up,

In view of the above, the Authority has considered the following towards nen-

aeranautical revenues of DIAL far the first Control Perlod:

Tabile 22; Non-Agronautics] Revenues eonsfdered by the Authority far 1™ Cantrof Perlod for frie-up
Non-Asronautical FY2008-10 _E¥2040-11  FY2011-12  FY2012-13  FY2013-14
Revenues, INR Crore .-"I".T:-. e T

P
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6.115.

6.116.

Mon-Aeronautical FY2009-10  FY2010-11 | FY2011-12 | FY2012-13  FY2013-14
Revanuas, INR Crara |

Non Aeronautical 424,45 454,65 | 569,64 | 774,71 BB2.58
Ravenuas | |

Cergo Ravenues 34.27 12231 109.21 110,51 11882
Cargo Handling Revenues 135.59 : =] - -
Other income 846 548 0.9 | 0.87 2722
Non Agron dutical 602.77 SE2.44 779.74 | 885,00 1,028.62
RevEnues for the purposa

of true-ug

The Authority has noted comments from APAQ, Cll and DIAL that by truing up
operating expenses penalising DIAL for being efficient. However, the Authaority would
like to clarify that at the time of tariff determination for the first Control Period
decided to accept the forecasts for FY2012-13 and FY2013-14 made by DIAL. It had
also decided to commission an independent study to assess the efficient operating
costs of 1G] Alrport New Delhi for the entire control period. The Authority had
further decided that If the costs of efficient cperation and maintenance, assessed [n
the independent study are lower than the values used by the Autharity, then it will

claw back this difference in the next control period commencing from 01.04,2014.

In line with the same, the Authority had commissioned an independent study by
ICWAIL The Authority Is In receipt of a letter from ICWAI that states that “the
Authority may take the operating and maintenance expenses incurred for the FY
2012-13 as the costs for efficient operation in the formuloting the consultation paper
far the next control period.” Further, considering that the inflation in FY 2013-14 was
9.50%°, the real [ncrease In operating expenses from FY 2012-13 to Fy 2013-14
works oput to less than 1% and hence Fy2013-14 was considered as the base for
projections for the second Control Period operations and maintenance expenses.
Further, with respect to DIAL's comment that the Study was not shared with DIAL,
the same was available on the Authority's website for over a month and DIAL had

the opporiunity to comment on the same.

L0 Release 30™ May 2014
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6.117.

6.118.

6.119.

6.120.

6.121.

Regarding consideration of bad debts, the Authority has noted Cil's comments. The
Authority wishes to clarify that as per the Delhl Tarlff Order MNo. 3/2012-13, the
provision for bad debts Is not provided by the Authority; however bad debts are
expensed out.

The Authority has noted IATA's support regarding stance on the Inline baggage
screening expenses. In the absence of the comments from other stakeholders, the
Autharity continues its previous stance in the Consultation Paper No. 16/2014-15
and decides to consider the inline baggage screening expenses incurred by DIAL
towards security related requirements for determination of aeronautical tariff.
Further, the Authority has declded to bring te the attention and Information of
MoCA, the inclusion of these elements of expenses of securlty; as the same is

presently determined and monitored by MoCA.

The Authority had sought stakeholder comments on the matter of allocation of the
Alrport Operator fee. Airport Operator fee being paid by DIAL is at 3% of Gross
revenue of Airport. The Authority had discussed two approaches for computing the
airport operator fee In para 17.29 and 17.38 of Consultation Paper No 16,/2014-15
dated 28.01.2015, One approach Is to consider the weighted average ratio of 87.54%
for allocation (based on cost allocation) of Airport Operator Fee into aeronautical
and non-aeronautical components for the second Contral Period. The second
approach is to consider 3% of aeronautical revenue as aeronautical component of

Ajrport Operator Fee.

The Authority has noted the comments recelved from IATA as well as APAO and DIAL
{Chapter 17} on this matter. The Authority noted from the Airport Operator
Agreement that the Airport Operator fee is based on the gross revenue of DIAL and
that the scope of Alrport Operator Includes both aeronautical and non-aeronautical
services. Accordingly, the Authority has decided to consider 3% of aercnautical

revenuas of DIAL as aeronautical component of Airport Operater Fee.

In view of the above, the Authority has considered the following as operating and

maintenance expense;
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Tolsle 23; Opecatlng & Malnfenance Expanses constdered by the Authority towards truing-up for thi
1" Contral Period as per discission (n pars 6.1 above and 6.2 above

Operating Expenses, Cost FY2009- FYZ010- | FY2011- | FY2012- | FY2013- ]

| INRCrore | Allocation| 10| @ u| 12 13 14

WAS Aarp BE. 795 1.8 249,38 4336 1740 1742

Interast on OF 100.00% 000 0.00 350,50 000 000 |

Staff Cost 55, 75% 20,25 123 .49 124,27 10647 104.65

Administrative &

Garieral Expansas T0.28% ai.04 3624 106,19 05,838 108.13

Elacoricity & Water

Charges® 100 00% 3131 f 6128 - 86,89 5817 106,54

Operating Expenses 891 B9% 16T 17757 143.06 227 0 260,01

Al

: :ﬂ" peratr 3.00% 13,01 1521 17.13 18.33 67,44

Property Tax B7.54% | 000 000 15.1% 121 6.07

Total 367,00 483,55 934 43 564,53 BES.97

® in some years, DIAL has clubbed slactricity and waber charges and in others electricity and fuel

charges, adjustments have been made accordingly

** Takan as 3% of aero revenue for previous year

6.122.

The Authority has noted IATAs comment in support of Authority’s computation of

tax. The Authority has also noted DIAL's comment on this matter and on expensing

out of revenue share to AAl The Authority is not persuaded to change its stance in

the Consultation Paper No. 16.2014-15, reproduced In para 6.37 and 6.28 above, and

has decided to consider the tax as nil in FY2012-13 and F¥Y2013-14.

6.123.

With respect to VRS, the Authority had not received any comments and in view of

the Authority, the stance as per the Consultation Paper No. 16/2014-15 will

continue,

6.124.

In view of the above decisions, the Authority has decided to provide a true-up of Rs.

36.33 crores for the flrst Control Perlod, based on the following table:

Table 24! True-up considered by the Authority for the 1" Control Pertod as per discussion in para

5.1 abave and 6.2 above

Order No. 40/2015-16

Bullding Blocks Calculation | FY2008-10 | FY2010-11 | FY2011-12 | FY2012-13 | FYZ013-14
Raturn on RAB | 266,17 SIEM B51.65 | 770.42 73534
Total Expanses 367.00 493.50 934.42 | 564.53 668,97 |
| Depraciation & Amortization 110,50 220,99 364,63 128.94 363,57 |
Tanes 0.00 0.00 0.00 000 | Q.00
Gross Target Revenus | AT 138255 2,156.70 1,663.8% 1,768.98
Less: Cross Subsidization at
3% of Mon-Aeronauticel e———
| Revenues 18247 17961 239.70 271.4% 315.16




fomir b | |

Recelved | s i0vass| iS00, 138240 | 145372
| Landing Parking, Housing _wmasa|  apae|  msew ]  7ea0s 854,53
L \Vber Devalopmant Fes 000 0.00 000 L33 LBIS.63
| Passanger Service Fes 410 12135 12812 30.13 0.00
Fusl Throughpat Fes and

_into Plane Revenue .5 106 06 pFi St 130.98 a8
Other (baggage X-ray in

2009-10) = WHOL_ 116 oeol o 000) 000
| CUTE Counter Changes 438 507 453 10.37 10,54 |
Total Aeronautical Revenue

Roalized 0713 ST0.88 E1L.07 2,147.93 2,806.35
B | esas] 50330 130584 @ .msssy 138260
PV Factor 163 121 134 112 110
NIV of the difference as on

_01.04.2014 7232 743.98 1,753.89 | 104141 140006
Trug-up 3€33
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Decision No. 4 The Authority decides to adopt the following approach for
consideration of true-up for the first Control Period, towards determination of
tariffs for aeronautical services provided by DIAL at 1G] Airport, Delhi:
4.a. To true-up RAB along with Depreciation based on actual date of
capitalization of assets during the first Control Perlod towards
determination of tariff for the second Control Period as elaborated In Table
24,
4.b. To consider the Return on RAB based on actual date of capitalization of
assets, as detailed in Table 21.
d.c. To adjust RAB on account of DF based as presented in Table 8
4,d.To consider allocation of assets of 89.25% and 10.75% towards aeronautical
and non-aeronautical assets respectively for the first Control Period as per
ICWAI report.

4.e.To not consider forelgn exchange fluctuations In the determination of RAB
and depreciation in the first Control Period (refer para 8.24)

4.f. To not true-up WACC of 10.33%, which was considered by it in its Delhl Tariff
Order No. 03 / 2012-13

4.g.To consider inline baggage screening expenses incurred by DIAL during the
first Control Period towards determination of aeronautical tariff and hence
Include it as part of the operating expenses being considered for true-up.

4.h.To consider the same ratios for allocation of operating expenses into
aeronautical and non-aeronautical components as considered by it in its Delhi
Tarlff Order 03 f 2012-13 except VRS which will be allocated at the rate of
manpower allocation.

4.1, To consider revenue accruing to DIAL from ITP service providers as

aeronautical revenue In the first Control Period

4.]. To consider revénue accruing to DIAL from Cargo and Ground Handling and

for the first Control Peried as nnqj;_:erunauti:al revenue,
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4.k. To commission an independent study on the allocation of costs and assets of
the IT JV into appropriate aeronautical and non-zeronautical portion.

4.1, To consider revenues from CUTE counter charges as aeronautical revenue In
the first Contral Period, subject to outcome of the independent Study on IT-
.

d.m. To consider 3% of aeronautical revenues of DIAL as aeronautical component
of Airport Operator Fee in the first Control Period.

4n.To consider revenue realized by DIAL under the head "Other Income”
{(excluding incomes discussed as under para 6.105 ) during the first Control
Period towards cross-subsidization under the current exercise.

4.0.To true-up non-aeronautical revenue for the first Control Period as discussed
in para 6.113 above,

4.p. To true-up corporate taxes based on actual taxes paid by DIAL during the first
Contral Period and accordingly consider “nil” taxes for the first Control Period
towards determination of aeronautical tariff for the second Control Period.

4.q.0n balance, to consider true-up of Rs. 36.33 crore as on 01.04.2014 (under-
recovery by DIAL in the first Control Period) towards determination of
aeronautical tariff for the second Control Period

4.r. To add the above true-up in the ARR to be considered for determination of

aeronautical tariff for the second Control Period
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7.  Allocation of Assets (Aeronautical / Non-Aeronautical)

a DIAL Submission on Asset Allocation (Aeronautical / Non-Aeronautical)

7.1. DilAL's submission with respect to Allocation of Assets into aeronautical and non-
aeronautical was based on the list of activities to be Included In the Aeronautical
services as given in OMDA schedule 5. DIAL stated that It adopted this approach for
dllocating costs and assets between aesronautical and non-aeronautical segments
which was based on their principles of Full allpcation, Attribution quality, Relevance,

Consistency, Continuity, Avoidable Cost and Transparency.

7.2.  In this matter, DIAL was advised by M/s Jacob Consultancy. The summary of aero
and non-aero classification as obtained through this exercise for the terminal areas

at IGIA was as given below;

_Passenger Terminal Aeronautical Area % Nﬂﬂ-ﬂﬂfﬂﬂﬂufllcﬂf.ﬁfﬂﬂﬂ
Terminal 3 84.07 15,93
Terminal 14 = = B 4.00 |

| Terminal 1€ | 75.00 | 25.08 |
Terminal 10 B 83.00 | -U-.F'.‘l-:
Terminal 1 (4,C80) 84.00 16.00

| Terminal 2 DO 84,20 a5

| Overall Welghted Averoge 410 0 15.80|

7.3. DIAL had also elaborated the methodology adopted for classification of assets Into

aeronautical and non-aeronautical based on which the allocation of the assets, as on

March 31st 2013 and September 30th 2013 was submitted as balow.

Gross Block Fy2o1s FY2013 FY2014 (H1) | FY2014 (K1)
(85, Crores) | (%) {Rs: Crares) (%)
| Aeronautical 11,402 | 89.31% 11,4139 £9.31%
Non Aeronautical | 1,354 10.69% 1,367 10.69%
Total 12,766 12,786

7.4. DIAL subsequently submitted the allocation of assets {as on 31st March 2014} info

aeronautical and non-aeronautical, independently verified by statutory auditors:

Gross Block = __Fr2014 | Fr2014
e (fs. Crores) (%)
Aergnautical e o TR 85.24%
| Non Aeronautical o .1,388 10.75%
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b Authority’s Examination of DIAL's Submission on Asset Allocation {Aeronautical /

Non-Aeronautical)

7.5. The Authority noted that DIAL in its submissions during the first Control Period had
proposed an asset allocation of 89.25% and 10.75% towards aeronautical and non-
aeronautical categories respectively as on 31" March 2011 based on Jacob’s Report.
The Authority had decided In Delhl Tariff Order 03/2012-13 to accept the DIAL
proposal to take aeropautical asset allocation as 89.25% and non-aeronautical asset

allocation as 10.75% for the first Control Perlod on the basis of the Jacobs® Report, in

the absence of any other relevant basis for allocation at that stage.

7.6. Subsequently, the Authority commissioned a study by ICWAI Management
Accounting Research Foundation on Allocation of Assets at IGI Airport, Delhi, which
is agency promated by the Institute of Cost Accountants of India. The Authority was

in receipt of a letter from ICWAI dated 03.04.2014 confirming that it considers DIAL's

allocation of assets for the first Control Period to be appropriate.

7.7.  The Autherity had also received the study from ICWAI-MARF titled "Report on Study
of Allocation of Assets at Indira Gandhi International Airport, Delhi", Based on the
outcome of the ICWAI study, the Authority proposed to consider allocation of assets
of B9.25% and 10.75% (the ratio that was considered by the Authority at the time of
daetermination of the tariff for the first Control Period in respect of IGI Airport, Dethi)

towards aeronautical and non-aeronautical assets respectively for the first Control

Perlod.

7.8B. In its revised submission dated 23.07.2014, DIAL had submitted the allocatlon ratio
of Aeronautical to Non Aeronautical to 89.24% and 10.76% respectively based on the

Auditor’s Certificate as of 31 March 2014. The comparisons of DIAL submissions are

presented below,

Table 25 Comparlson of Asset Allocation Into aeronautical ond non-andonautlcal assets submitted
by DAL
[ DIAL submissions on | As per Jacob’s feport In Ordér-| 11.11,2013 23.07.2014 |
allocation of agsats | ne.03 (as of 31.( Dﬂtﬁﬁ“‘ ; __tg of 31.03.2013) {as of 31.03.2014) !
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Aeronautical Rt 89.25% | @odim | E9.d%

Nen-Asranautical = 10.75% | 1069% | 10.76% |
7.9. The Authority noted the revisions in allocation of assets between aeronautical and

non-aeranautical assets submitted by DIAL DIAL also submitted to the Authority a
fresh study for assessment of allocation of assets into aeronautical and non-
aeronautical components as on 31.03.2014 conducted by Lelgh Fischer (Earlier
Jacobs), dated 11.11.2014. An extract of the findings of the report have been
reproduced from DIAL submissions as below:

Table 26; Asset allocation ratio ps per Leigh Fischer ropert dated 111120148

_[New  [wew  jod  [oid
90.29% | 1151580 | B9.24%
9.71% | 1387.92 | 10.76%

100% 1 | 200%

SL No. | Summary of Assets New
Aeronautical Assets { 11650.91

I'!i:-_l:l-ﬁerunautlcal__ﬁ.sé:_au ' 1252'.3-!2_
~Grand Total I:

7.10. Pending completion of its examination, the Authority proposed to continue with the
results of the study carried out by ICWAI for the second Control Perlod and follow
the same asset allocation as followed in the first control perled, Regarding allocation
of assets into aeronautical and non-aeronautical assets, based on the material

before it and its analysis, the Authority proposed:

7.10.1. To consider allocation of assets of 89.25% and 10.75% towards aeronautical
and non-geronautical assets respectively for the first Control Period as
indicated in para 7.19 and also for the second Control Period as indlcated in
para 7.20 of the Consultation Paper No 16/2014-15 dated 28.01.2015.

7.10.2. To true-up the allocation of asset into aeronautical and non-aeronautical
componant for the second Control Period as per para 7.20 of the
Consultation Paper No 16/2014-15 dated 28.01.2015.

7.10.3. |f the Authority finalizes its normative approach for determination of asset
allocation presented in the Consultation Paper No. 05/2014-15 dated
12.06.2014 ("Normative Approach to Building Blocks in Economic Regulation
of Major Alrports), the Authority proposes to consider such finalized

approach for allocation of assats in respect of 1G| Airpart, Delhi.
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¢ Stakeholder Comments on Issues pertaining to Asset Allocation (Aeronautical / Non-

Aeronautical)

7.11. ACIsubmitted that as per DIAL's submission, revised allocation should be considered

far tariff determination

“We understand that DIAL has submitted the new allocation ratlos baosed on
the latest audited report. These should be considered in tariff determination. It
is recommended that the revised allocation ration bosed on audited numbers
be considered for tariff determination.”

7.12, AQC on the other hand, urged the Authority to follow revenue based allocation as
stated below

“Iit haos been proposed to allocate operating expenses ond ossets to
aeronautical and non-aeronautical tills in the ratio of 89.25% and 10.75% ond
the same has been proposed for the Second Control period also. This allecation
is too high and it would be pertinent to mention that revenues from non-
oeronautical till ore olso substantiol and therefore alfocation for opex and
assets should be based on a farmula driven by revenues and costs for both the
tills, "

7.18. APAQ, while recommending using new asset allocation ratio submitted to the
Authority, stated that

*AERA hod considered an asset allocation ratio of 89.25% and 10.75% towards
aeronautical and nom-geronautical cotegories respectively as on 31st March
2011 based on Jacob's Report for the 1st Control Period. The ratioc was
estimated since it was bosed on the CAD Drowings ond not on the octual area
utilized by the concessionaires,

ii, It is critical to point out that DIAL hod appointed the same consultant, Leigh
Fisher (formerly Jacobs) to revise the asset ollocation of terminals based on the

octual area leased out to the concessionaire. Furthermore, an auditor

certificate to thot effect has been furn.fsiged to AERA.
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iit, As mentioned earlier, the ratio used in the 1st control period was estimated
since ot that time Terminal 3, the biggest terminal of DIAL was not in
operation at the time of determining the asset allocation ratlo. Hence AERA s
requested to consider the actual esset allocation ratlo for the period In
consigeration, which is much more logical to consider and @ rational extension
to the estimated allocation thot was used in the first control period. APAD
belleves there is enough evidence produced before AERA that it may decide to

consider the new asset allocation rotio based on the realistic situation”
7.14. Cll commented on the allocation as under,

“The new allocation ratio need to be adopted otherwise viability of DIAL will be
compromised.”™
7.15. FRegarding the same lssue, FIA submitted that the Authority should commission an
Independent study which does not rely on the inputs of the Leigh Fischer report. FIA

stated as under,

“The Authority hos proceeded to continue with the asset ollocotion ratio of
§9.25:10.75 (aeronautical: non - aeronauticall arrived in the Previous Order.
The osset ollocation ratio s also a subject matter of the Appeal. The Authority
has arrived at this figure on the basis of ICWAI MARF's (defined below) review
of Jocobs Consultancy's report on asset allocation ratlo. It Is submitted that
ICWAI MARF ought to have conducted an Independent study on the asset
allocation ratio rother than basing the report on Jocobs Consuftancy’s Report.
Further, the Authority has not appreciated the fact that the asset ollocation
ratic of 89.25:10.25 has been challenged by the FIA In the Appeal and the same
is sub-judice. Therefore, there may be a change In the osset allocatlon ratlo
depending on the outcome of the Appeal.”

“The Authority could not have proceeded to rely on the ICWA! MARF's Report
which is nat an independent analysis of the asset allocation ratio and is based
on the Jacobs Consultancy Report. It would hove been prudent for the Authorty
o hove commissioned o separate stody on the allocation of eeronautical

resources,.”
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716, Further Fl& added as below

“The clarifications or reports relied on by DIAL may only support the DIAL's
claims. Such reports do not provide an independent evaluation of the issues at
hand. The Authority may consider formulating a mechanism for the
engogement of consultants by the Authorlty for the determination aof
geronautical tarlff. Such o mechanism will ensure transparent and independent
evaluation af the components of the seronautical tariff.”

“The Authority has proposed to proceed with the oeronoutical to non-
geronoutical asset ollocation decided in the Previous Order, which s
859.25:10.75, which is g subject matter of the Appeal. The asset allocation rotio
Is therefore subfect to the outcome of the Appeal. The Authority hos based this
proposal on the basis of the CWA! Management Accounting Research
Foundation’s (“ICWAL- MARF") review of the Jacabs' Consultancy

Report submitted for the 1 Control Period. It Is pertinent to note that Jocobs'
Consultancy Report was lssued on 14.06.2011. Further the Jacobs' Consultoncy
Report was with respect to the period ending 31.03.2011. Therefore, the
ICWaAl- MARF's assessment of asset alfocotion rotio is based on an old report
which may not be relevant for the 2™ Control Period.

DIAL has submitted a study by Leigh Fischer dated 11.11.2014. Leigh Fischer's
report stipulotes o higher ratle of 50.21:9.79. The Authority has not pet
reviewed the Report doted 11.11.2014 issued by Leigh Fischer, Further, pending
the review af the Report the Authority has proceeded to proceed with the ratio
of 88.25:10.75 which has been confirmed by ICWA! MARF.

The Autharity could not have proceeded to rely on the ICWAI MARF's Report
which is not an independent analysis of the asset allocation ratio and Is based
on the Jocobs Consultancy Report. It would have been prudent for the Authority

to hove commissioned o seporate study on the aliocation of eeronoutical

FESOUICes.
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The Authority has further proposed that the Authority will consider the issue of
asset ollocation, if the Authority finolizes Its normative approach for
determination of asset allocatlon presented in the Consultation Paper No.
05/2014-15 doted 12.06.2014, It is submitted that asset allocation
ratio is an Important criteria which has @ bearing on various other building
blocks of the Target Revenue, It is pertinent to note thot:
fa) DIAL has continued to provide studies which support DIAL's claim on asset
ollocation rotio;
(b) Studies commissioned by the Authority have considered studies submitted
by DIAL's cansultants as o reference point;
(e} Due to the lack of any (ndependent analysis of the asset allocation ratio,
the consumers were subjected to Increased chorges, os DIAL'S consultonts
suggested a skewed asset allocation ratio favering DIAL,
(d) Authority's review of the asset allocation ratio does not seem to take into
account the construction of new ossets. [t is submitted thot one of the key
issues which was roised with respect to the Previous Consultation Paper was
increased capex af DIAL.
The Authority fn the Previous Order considered asset aliocotion rotio of
89.25:10.75. However, with the osset construction undertaken during the
previous control peried, there Is o Wgh likelthood that the asset allpcation ratio
may have changed.,
"In view of the foregoing submissions, it (s submitted that the Authority ought
fo pass a reasoned order on Issues like ‘bifurcation of assets Into aeronoutical &
non oeronouticol” Instead of seeking time to review the Leigh Fischer Report.
Further, in paragraph 7.18 of the Consultation Paper has stated that "pending
completion of Its examination, the Authority proposes to continue with the
results of the study corried out by ICWAI for the 2"d Control Perlod and follow
the some asset allocation as followed In the 1st Control Period", The Authority
seems to have proposed that the Authority will revise the asset allocation ratio
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from 88.25:10.75 only on the basis of the Leigh Fischer report submitted by
DIAL, It Is submitted that revision of the ratlo salely on the basls af the Lelgh
Fscher report may be construed as premising the revision on the submissions
made by DIAL. The Authority may clarify that the Authority will consider other
factors/ reports while revising the osset allocation ratlo. Further, it Is submitted
that assets of common naoture like fire station, perlmeter roads, boundary wall,
sub-stations etc, should be classified as mixed assets and should be

apportioned accordingly.

The belaw table shows the mismatch between ollocotion of assets and revenue
generated from those assets in case of DAL, Based on the below taoble it s
submitted that 45% aof the total revenue (i.e, the non - aeronautical revenue) is
genergted by 10% of osset bose. Therefore, there is a clear mismatch with

respect to asset allocation and the revenues realized.

Revenwe, and asset share -Aero and Non Aesro

Partleulars Assat bifurcation Total ravenue % shang
Aeranzutical B9.25% 7.731 S4.28%
Maon Aeronautieal 10.75% fi,511 45.72%
Total 10086 | 14242 | 100%

As per paro 6.4 of Delhl Tarlff Order 03/2012-13, the [nternotional Air
Transport Assaclation (IATA") had suggested 50:50 between ceronautical and
nan-geronaulical service. The IATA further submitted further submitted that
available data from European girports shows that the proportion of assets
allocoted to the ceronautical category averages around 70%. Hence at least 70:
30 should have been accepted in the tarlff order subject to the determination
by the experts appointed by the Authority. Other comparable International
girports with same model of tariff determination hove assumed rotie of
Aeranautical asset base which range from approximately 49% to 82% of total
asset base. Hence, FIA hos aodopted o rotia of 70:30 between aerongutical and
non-gerenautical service to analyze impact on target revenue. The analysis
indicates that if ratic of ceranautical to non-aeronautical ossets changes to

70:30, target revenue will redusce .‘:n_;.‘f_ E_Ei_‘n'_."
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7.17. Commenting on the matter of lack of mechanism to commission independent
studies, FIA said that
“Lack of Mechanism to Commission Independent Studies
It is submitted thot the reports submitted by DIAL or any ocperotor may be
coloured by the approoch proposed to be token by DIAL Therefore, the
Authaority may consider to commission studies/ reports through independent
consuitants. The Authority may consider the following while suggesting such
course af action:
{a) The consultant should report to the Authority only; and
{b) ANl communications/ interactions between the consultant and DIAL should
be with the knowledge of the Authority; and
ft is submitted that the report so prepared may be subject to scruliny by
stokeholders os well as DIAL. The above opprooch moy help provide a neutral
opinion on the bullding blocks forming the aeronautical tariff determination
mechanism,”
7.18. FICCI has commented that allocation ratio should be updated and realistlc. FICCI
stated as under,
“It has not been considered on the bosls of octucl daoto; instead the old
aliocation ratic has been considered. It has been suggested by our members
thot AERA should consider the asset allocation ratio which Is realistic and
reflect the true picture of the DIAL, *
7.19. 1ATA has submitted that the current ratio Is too high in favour of aeronautical assets
and that a fair split in the ratio of 50;50 should be made. They have stated
“We request the Authority to reconsider the proposed osset allocation
percentages which puts too high an alfocation to ceronautical activities. We do
not belfeve using surface area to allocate costs for comman areas is a fair spilt.

As mentioned previously, we belleve thaot these casts should be split on an

equal basis (50:500.7
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"AERA should corry out further investigation on the different ways that ossets
could be allocated and make o determination on the basis of these studies. This
should then be incorporoted into the determination through o true up
exerclse.”

"IATA agrees with this approach but reiterates that once the order is possed,
the allocation percentages should be considered gpplicable Immediately and

truing up is then carrled out in the subsequent third control perfod,”

d DIAL's response to Stakeholder Comments on Asset Allocation (Aeronautical / Non-

Aeronautical)
7.20. Regarding ACI's comments, DIAL has responded as below,

“DIAL's Response; We strangly recommend this proposol. The new allocation
ratio is based on the actual dota and provides the more recent stote of offairs
ot the girport The ofd allocation ratio was based on the CAD drawlings since the
final structure was not yet finalized when it was determined In the control
perfod, Autherity may take cognizance since the various building block are
considered for true ups to ensure the octuolity is olways refiected in the
regulgtory approoch of the airport. Majarity of the true ups are being targeted
to hurt the company. The new asset allpcation ratio, in sync with the regulatory
philosophy of reflecting the actual position In practice 15 belng proposed to be
encluded *

7.21. DiAL's response to AQC's comments on allocation ratio is as below,

*There is no foct based submission on the issue of allocation being toa high.
Such representations which are not based on any rationole should not be
considered by the Authority.

The o locotion methedology odopted by DIAL has been reviewed by
independent consultants who have agreed with the fairness of the allocation

exercise undertaken by DIALY

-

— :
7.22. DIAL's response to APAQ's comments ufji.aHﬂmﬁug\-ﬁ_éH_a is as below
'} = N .\"l !
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AL had originally submitted the estimated rotio based on the CAD
Drowings. Subsequently DIAL hos undertoken o new study with the same
Consultant who had provided the terminal asset allocation ratio for the 1st
control period and provided the actual data for arriving ot the new terminal

ratio

This was further concurred by the stotutory auditors. AERA requested to make

approgriate changes in the torff calculations using the oudit-d certificotion

submitted b/ DIAL bosed on actuals. We have submitted the actual terminal

area allocation as on 31.03.2012 based on octual areg occupled ond the same

may kindly be considered by Authority for Return on RAB and Depreciation.”
7.23. To FICCI's comments on area allocation, DIAL respended as below

“The new asset allecation ratia is based on new terminal area allocation as per
the study conducted by Lelgh Fisher as on 31.03.2014, which was submitted by
DIAL to the Autharity.

DiAL hod submitted the rotio based on the CAD Drawings which may be Far
from the reality. Subsequently, it hos undertaken a new study with the some
Consultant who had provided the terminal osset olfocation ratic for the 1st
control period and provided the actun! data for arriving at the new terminal
alfocation ratio. This wos further concurred by the statutory ouditors, AERA is
requested to make appropriate changes In the tarlff caleulations using the
audited certification submitted by DiAL based on actuals.”

7.24. To IATA's comments, DIAL responded as below
“The principles of allocaotion study hove been verified by the independent
consultant appointed by AERA ICWA MARF and found to be correct. As such
IATA’s suggestions hold no merit, The current suggestion af IATA Is not hacked
by any evidence.
Evidence: However the new allocations submitted by DiAL Is backed by

evidences by way of Auditors certificate and allocation study™
e

] 11.\_
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& DIAL's own comments on Issues pertaining to Asset Allocation (Aeronautical / Non-
Aeronautical)
7.25. DIAL's comments on the Authority’s proposal to consider old allocation ratio are as

below

"We reguest Authority [o consider the mew gsset allocotion rotio bosed on new
terminal area allocation based on the study conducted by Lefgh Fisher as an
31.03.2014, submitted by DIAL to the Authority.
DiAL had submitted the rotio bosed on the CAD Drowings which may be far
fram the reality, Subsegquently, it hos undertoken o new study with the same
Consultant who hod provided the terminal asset allocation ratio for the 1st
control period and provided the actual data for arriving at the new terminal
ollocation ratio. This was further concurred by the stotutory auditors. AERA is
requested to moke oppropriate changes in the tarlff calculations using the
audited certification submitted by DIAL based on actuals.”

7.26. DIAL has also responded to the Authority's pesition on actual terminal area

allocation. DIAL's comments are as under,

“We have submitted the actual terminal arec allocotion as on 31.03.2012
based on actual area occupied and the some may kindly be considered by
Authority for

Return on RAB and Depreciation, Actual Allocetion as on 31st Mar 2012 [s as
follows:

TAmLE B ATVARED PEAL TERARMINAL ARLS ALLOCATION

TLA | 11,897.03 AZ.00 1685 .5 a4 AN
Tic [ damim . l TAS AT 13,00 E.5N 015
rig AR E T R L4 A4 20m, 10 1638 (TR
™" | Sl TR L | W Axl A7 0 s LR
- [ | 'I-‘i!..l‘:ijg_i _ ELELET gaFsraal  qdam b
Tosd | Bososnse | 30,677.40 3780400 12.9% ET.1M
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The obove numbers are based on the Auditors certificote ond the allocation
exercise undertaken by Lelgh fisher. Non consideration of above will lead to
putting DIAL in financial jeopardy, Considering the new terminal aliscation
ratio as on 31.03.2014, the asset allocation ratio increases to 90.29% as per the

stotutory oudliors.”
7.27. DIAL's submission on normative approach on the topic is as under,

“As regords to normotive opproach, as already submitted earlier, this
methodology wos not envisaged In cohcession agreement and as such cannot

be made applicable to DIAL”,

7.28. DIAL has additionally re-submitted Lelgh Fischer's report on allocation of assets and

auditor certificates for terminal allocation.

f  Authority's Examination of Stakeholder Comments on Asset Allocation [Aeronautical
[ Non-Aeronautical)

7.29. The Autharity has carefully considered the comments from the stakehalders as well
as DIAL's comments and response to these stakeholders’ comments regarding Asset
Allocation (Aeronautical / Non-Aeronautical) for the second Control Period in respect
of the IGI Airpart, Delhl. The Authority's examination and decisions In this regard

have been presented below.

7.30. The Authority notes that ACI, APAQ, CIl and FICC! have requested for adoption of the
new allocation ratio submitted by DIAL. The Authority has also noted DIAL's
submission that at the time of the first Control Period, DIAL had submitted the
allocation ratio based on the CAD. DIAL has submitted that its recent submission on
the allocation ratio Is based on actual area handled over to concessionaires for
various non-aero services as an 31.03.2014 as recommended in the new Leigh Fisher
asset allocation report, DIAL has also submitted an auditor certificate for the
updated allocation ratio based on actual handed over area, However, the Authority
has not received a detailed worksheet for such change in non-aeronautical area from
what was there in CAD drawings to '.'!.ljhs_i_t has now been handed over to the

T -
concessionaires. The Authorityfias cbsérved™that the area considered non-
F s LY

N
= 1
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aeronautical now is less than what was submitted by DIAL initially. Determining area
allacation and subsequently asset allocation based on only handed over area does
not follow the original principle of allocation considered by Jacob's Report. The
Authority sees the need to have a detalled validation of the submission through
experienced professionals. As AAl Is a major sharehalder in DIAL and has significant
experience in alrport operations, the Authority has requested AAl to validate the
Leigh Fischer Report dated November 2014 for the current allocation of assets into
Aeronautical Assets and Non-Aeronautical Assets suggested therein. The Scope of

Wark for 84l is defined below:

7.30.1. \alidation of the allocation of assets inte aeronautical and non-aeronautical

categories, suggested by Leigh Fisher, in its Report
7.30.2. Undertaking physical validation of the terminal area and its allocation

7.30.3. Comparison of the two Leigh Fischer (Jacobs) Reports, highlighting key
differences, examining the change in allocation and assessment of

justifications for these changes

7.31. Based on AAl's study report, the Authority would true up the asset allocation for the
second Contral Period during tariff determination of the 3™ Control Period. For the
time being, the Authority has decided to continue with the allocatlon ratio of

89.25%:10.75% for the second Control Perlod,

7.32. IATA has commented that “we believe that these costs should be split on an equol
basis (50:50/*, The Authority notes that IATA has not provided a basis for the
Justlfication of applylng a ratio of 50:50 for asset allocation between aeronautical
and non-aeronautical assets. The Authorlty has also noted FIA's suggestion of
adopting an allocation of 70:30 based on the same being accepted elsewhere by
international airports, The Authority believes that these suggestions are of

normative nature, which will be considered by the Authority in finalization of its

Normative Approach to Economic Regulation of Alrports as presented in the

Consuitation Paper No 05/2014-15 dated 12.06.2014.
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7.33. The Authority has alse noted FIA's comment that "It is submitted that the reports
submitted by DIAL or any operator may be coloured by the approach proposed to be
token by DIAL Therefore, the Authority may consider to commission studies/ reports

through independent consultants”,

7.34. With respect to FIA's comments regarding commission of independent studies, the
Authority would like to mention that the alrport Is operated by DIAL independenthy
and any data or information Inputs for studles are provided for by DIAL However,
the Authority would like to highlight that the Authority appoints Independent
consultants to carry out the study, data inputs are validated, as necessary, through
auditor certificates and other religble documents. In case of any discrepancy or lack
In elarity, further clarifications are sought on the issue at hand. Consequently, an
analysis is made of the pertinent issues within the report before finalizing on the
Autharity’s decision. Hance, the Authority believes that reports of independent
consuitants appointed by the Authority are fair and based on sound inputs and are

not dependent on DIAL's representation alone.

7.35. [In view of the above, the Authority continues with its approach on consideration of
allocation of assets into aeronautical and non-aeronautical assets presented In the
Consultation Paper No 16/2014-15 and has accerdingly decided to apply allecation
ratio of 89.25%:10.75% (aeronautical non aeronautical assets) for the second

Control Period.

Decision No. 5 Based on stakeholder comments and the analysls done by the
Authority In the Consultation Paper No 16/2014-15 dated 28,01.2015 and this Order
regarding the Allocation of Assets, the Authaority has decided:

5.3.To consider allocation of assets of B9.25% and 10.75% towards aeronautical
and non-aeronautical assets respectively for the first Control Perlod and for
the sacond Control Period

5.b.To true-up the allocation of asset into aeronautical and non-aeronautical
component for the second Control Period as per the results of AAl's study on
asset addition and its allocation for.the second Control Period

A
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8. Opening Regulatory Asset Base (RAB) for Second Control Period

a. DIAL Submission on Opening Regulatory Asset Base (RAB)

B.1. DIAL has submitted that return on RAB for each year is calculated on the average of
the opening and the closing RAB. Opening RAB Is calculated based on the historical
cost of assets created by the alrport. In addition to above a valug is determined an
the assets acquired on privatization (Hypothetical Asset Base) in line with the 55A.
Hypothetical Asset Base has been added based on the calculation explained earlier
and the capital expenditure forecasted for the relevant year is added to the RAB.

B.2. The statutory auditors have classified total assets of the organisation between

Apronautical assets and Non-Aeronautical assets as follows:

(g

Gross Block 2013- 14
{Rs. Crores)
Agranautical 15,516
| Nen Aeranautical 1,388 |
folal 12,004

8.3. DIAL submitted that opening RAB has been firmed up, by aggregating the

aeranautical assets as on the |last day of the 2013-14 as below:

~r

RABR for the purgose of calculation of return on RAB | As of Mar 2014

e = ___| InCrores |
Aeronautical Assets g5 certified by aUdiors | 11516
Less: DF funded assets [3.065)
Less: Aeronautical Assets disollowed 27
Add! Fovrex Adjustmént (Aeronputical Portion) 478 -~
Total Aerpnoutical Block eligible for retam 5833 ]

M

8.4. Reconciliation of Assets used for RAB calculation of FY2013-14, as submitted by DIAL

is as follows:
Particulars z Amount Reference
— finiRs.€rs)
Tongible assets as on 31 Mar 2014 w B 8l0,481 | Note 13 of finaneiols
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Particiilars | Amount R-qfemn:e
= Sl i | {in As. Crs)

intangible ossets as on 31 hMar 2014 : 523 | Nopte 14 of finoncials

OF Funded R . 3,085 | Total of OF drawdown |
| OF Cof Callection rhal:g_ai = (17) | Total DF Colection Chorges |
| Total assets I 14,068 = Il

Aero Assets as per Auditor Certificate 11,516

Non Aerg Assets os per Auditor Certificote 1,388

Forex Adjustment Ll | -2
_Egit:xicupnnhﬂd ' 4 :gg (Copitalized in book and not
intangibles — VRS JEg | NeRRdipChAR) -
Total assets -1 | 14,068 |

i

b. Authority’s Examination of DIAL Submissions on Opening Regulatory Asset Base (RAB)
8.5. The Authority noted from DIAL's initlal submission dated 10.11.2013 that DIAL had
considered a closing RAR as on 31.03.2014 of Rs. 8,543.17 crore. The Authority also
noted that DIAL had differed from the Authority's calculation of closing RAB in
certain aspects,
8.5.1. Hypothetical RAB considered by DIAL was Rs. 1,119.00 crore at the end of
FY2008-09 as against Rs. 467 crore decided by the Authority in its DIAL Tariff
Order 03/2012-13.
85.2. Second, The Authority noted that DIAL had considered an adjustment of Rs.
536.82 crore as on 31.03.2014 an account of forelgn exchange fluctuations.
The Authority has noted from the financial statements of DIAL that the forex
fuctuations for respective years are as follows:
Table 27: AS 11 ad|ustments [n tHe books of DIAL ad nobed by the Authority

FY2011-12 | FY2012-13  Fr2013-14

INR t.rnrﬂ i | Frz005-10 F;EEII.EI-:I.:I.
A5 13 Edjualmenu. [on m:m-unl: .:-F |

B8O 210,82
Fnru-:r: Auctusticns) {11.65] IEIE_EE _.13.1 _

Tﬂtal Fnre-rﬂuctuatln;r I;:-rl C'nn'trn-l Feflnﬂ haﬁaﬁ 82 :rnm

8.5.3. The Authority had noted from financial statements of DIAL that the actual
capitalization of assets in FY 2011-12, FY 2012-13 and FY 2013-14 respectively

are different from the values considered by the Authority in the sald Order.
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B.6. The Authority proposed to consider the HRAB at Rs. 467.00 crore at the end of FY
2008-09, pending cutcome of the appeal by DIAL As per the DIAL Tariff Order 03 /
2012-13, HRAB was proposed to depreciate at a rate, which is the average rate of
depreciation of aeronautical assets every tariff year. The Authority proposed to
consider closing HRAB at the end of FY 2013-14 as Rs. 365.52 crore.

8.7, Inthe matter of adjustments in RAB related to foreign exchange variations related to
both debt and interest on debt, the Authority did not find any fresh argument in the
matter from DIAL and proposed not to consider foreign exchange fluctuations in the
datermination of RAB,

8.8. The Authority considered the closing RAB as on 31.03.2014 at Rs. 7,168.65 crore,
which Included closing value of HRAB at Rs. 365.52 crore. Accordingly the opening
RAB for second Control Period was proposed to be considered at Rs. 7,168.65 crore,
which included opening value of HRAB at Rs. 365.52 crore.

8.9. The Authority proposed to have the reconciliation of the DIAL project scope and its
final cost and appropriately consider the cost incurred, if any, including IDC. based
on reconciliation study at the time of determination of tariff for the next control
period. The Authority also proposed to obtain revised Board approval with
|ustification for Increase in cost and/or scope.

B.10. Regarding Opening RAB for second Control Period for DIAL, Based on the material
before it and its analysis, the Authority proposed

8.10.1. To consider an Opening RAB of Rs. 7,168.65 crore, which included opening
value of HRAB at Rs. 365.52 crore

8.10.2. To reconclle the scope considered under the allowable project cost of Rs.
12,502.86 crore and the costs incurred by DIAL for this scope as elaborated in
Consultation Paper No 16/2014-15 dated 28.01.2015

8.10.3. To appropriately consider the outcome of the study at the time of
determination of tariff for the next control period as presented In

Consultation Paper No 16/2014-15 dated 28.01.2015
g
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¢. Stakeholder Comments on Issues pertaining to Opening Regulatory Asset Base (RAB)

8.11. On the Authority's proposal regarding ECB forex fluctuation, ACI submitted the
following
"The loss on account of External Commercial Borrowing (ECB) is not considered

o pass-through item. As the lower cost of debt (due to ECB) is beneficial to
passengers and lead to lower charges, the related risk of foreign currency
decling should therefore also be ollowed. AERA should ensure consistent
treatment of cost and the associated benefits of refated items. In the event that
foreign exchange fluctuation is not atfowed on borrowing, the same principle
should be applied to User Development Fee receipts and Duty free receipts
whereby the resultant gains thereof should be taken out of the regulatory
consideration, *

812, APAD submitted that the Authority should allow foreign exchange fluctuation as a

pass through, reasoning that

“The Authority should aflow the foreign exchange fluctuations as a pass
through cost in its determination of tariff for oeronautical services on account
of the following reasons:
I} By resorting to the cheaper source of finance Le. External Commercial
Borrowing, DIAL has passed on the benefit to the airlines and passengers as a
result of lower cost of debt. But forelgn currency depreciation. which Is an
external foctor beyond the control of the company, has resulted in the increase
In the octuol cash outflow from the books of the company,
ii} The External commercial borrowing focility was avoifed by DIAL before the
AERA came into existence. AERA maoy note thot oltering the copital structure is
@ very cumbersome exercise.
iii} APAD highlights that the copital osset creoted from the funds sourced via
foreign currency loon is subject to depreciation year on year. On the other
hand, foreign currency depreciation resufts in octual increase in the lighilities.
ICAl provides the resolution to this unni?r Chapter 46A of AS -11 which provide:
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“In respect of eccounting periods commencing on or after the 1st Aprll, 2011,
for an enterprise which hod earlier exercised the option under paragraph 46
and at the option of any other enterprise (such option to be irrevocable and to
be applied to all such forefgn currency monetary ltems), the exchange
differences orising on reporting of long term forelgn currency menetary tems
ot rotes different from those ot which they were initlolly recorded during the
period, or reported in previous financial statements, in so far as they relate to
the acquisition of o depreciagble capital asset, can be added to or deducted from
the cost of the asset ond sholl be degrecioted over the balance life of the
asset..”

This treatment was further volidated by Ministry of Corporote Affoirs by o
notification in 2012,

APAQ would ke to highlight thot DIAL"s intent to ovoll Foreign Currency Loan
a5 to reduce the burden on the passenger. But as a result of external factors, it
has resulted into ectual loss to the company. As a matter of fair treatment, any
associoted goin or loss shouwld be tronsferred to the passengers. Non-
considerotion of the same may resull into o situation where existing and future
private girports would not subscribe to cheaper source of finance and insteod
use Rupee Term Loan which is much more expensive source of finance.

v) APAQ will aiso like to highlight that DIAL has not taken out costly exchange
hedges as it has relled upon naturel hedge derived from its own foreign
exchange revenues, This is In line with International best practices and also
helps to reduce the cost of hedging that would hove otherwise been allowed to
pass through to determine aero charges. However AERA has disallowed the
Forex fluctuation related to foreign exchange borrowing but on the other hand
the goins being mode by DIAL due to foreign exchange fluctuation like thot of
higher UDF revenue, higher revenue of duty free due to Forex fluctuction are
being considered as part of tariff determination. This puts DIAL in o double

feopardy and Is totally unfair as the addl,.cost pssociated with Forex fluctuation
.._.- o g -;_.::'-\‘
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are being burdened on DIAL whereas the notural hedge are being taken away.

It is these kinds of irrational decisions that aggravate the viakility of DIAL.
ArAD Recommendation:

Airport operators who have borrowed In form of foreign exchange linked loan,
the Forex fluctuation should be allowed as port of RAB.”
B.13. Cll submitted that DIAL had availed of ECB which helped reduced its borrowing cost

and hence helped keep tariffs low. Supporting cost pass through of forex fluctuation
Cll stated:

“DIAL had taken External Commercial Borrowing. This was done before the
constitution of AERA. This was done to ensure that the cost for the passenger is

lower. AERA is not allowing the Forex fluctuation an the Farex borrowing.

As o result of avaliing the ECB facility, DIAL hos been able to reduce down the
interest cost on borrowed funds, The associated benefit of lower borrowing
cost gets disseminated ultimately to possengers. However in all ECB facllities

there is an associated risk of Forex fluctuations of amount borrowed.

AERA Is taking the benefit of lower cost of ECB but not allowing the Forex
fluctuations associated with It This contradiction In the treatment hos resulted
in the substantial fall in the RAB ond reduced the return on RAB for DIAL, This is

impacting viability of DIAL and sending wrong signol to investing community.

Cli request: ECB borrowing Is necessary to ensure thot in future olso airports
borrow ot lower cost to passengers. This is ofso needed to ensure viobility of

DIAL end lower charges to passengers.”

8.14. FICCI submitted the following:

"AERA has proposed to disallow the forex fluctuation, it results in the
disallowance of Forex losses from the Net Asset Block resulting in lower RAB
and lower return on RAB under building block. This means octual amount of
ECB being repaid is not allowed to be recovered. The regulator should provide
level playing field to oll the stokeholders. *

8.15. IATA agrees with the Authority’s proposed approach and stated

.- .I Page 172
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“In principle, we agree with the adjustments that AERA has undertaken to
calculate the RAB (i.e. forex, hypothetical RAB, etc).
However, as highlighted previously, we request AERA to reconsider its cost
allocation percentages which has an effect on the RAB calculation™
d. DIAL's response to Stakeholder Comments on Opening Regulatory Asset Base [RAB)
B8.16. DIAL's response to ACI with respect to treatment of forex fluctuation as pant of RAB
Is as follows
"Authority has not ollowed Forex fluctuation as part of RAB. The current stand
of Autharity for not including the Forex fluctuation @ part of RAB is not justified.
Forelgn Currency borrowing is a part of the endeavour of DIAL to keep the
charges low for passengers. The current stand of Authority means that airports
will be forced to borrow ot o higher Cost in rupee terms.
The sourcing of funds at a lower rate in foreign exchange is for the benefit to
the passenger / other stakehoiders by wov of o WACC. However, this means of
funding also carries the inherent risk of foreign exchange fluctuotions. Toking
the benefit of o lower interest rote but not ollowing the resultant Forex
fluctuation goes ogainst the principles of noturel justice.

The fluctuation need to be incorporated as port of RAB becouse of following
regsons:

1. The Farex barrowing Is at normal levels:
The level of borrowing Is at level generolly occepted to be normal in the
industry.

2. This borrowing was ovailed before the Authority's current stond was
finalized

The borrowing Structure cannot be amended now. However, this can at best be
o guiding principle for future. in order to leverage an efficlent financing
structure and for reduction in Interest cost, airport operators take forelgn
currency loans to port fund the prnfﬁ,mm the ffm' Is applicable for DIAL.

. T
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The Company has not retoined the benefits of cheaper borrowing cost and is
passed on to the passenger in the farm of lower WACC, If the Company had
taken Domestic Loan instead Of the equivalent omount, the outflows cash

fowards interest costs would have been much mare.

Also it should be noted that the loss ot Forex fluctuation on (nterest poyment
and principal repayments is real In noture and not o notional loss. DIAL has
taken the hit of the Forex fluctuations owing to interest and repayments

servicing the ECB loan. This loss is not Included in the computations of WACC

Therefore, is requested to allow the Loss on impoct of Forex Fluctuations by
Incluston Of same in RAB. Apart from above on one hand outharity is allowing
logs due to fareign exchange fluctuation from ECB, on the contrary not allowing
to keep the foreign exchange fluctuation benefit of UDF.

We will also like to highlight that we hove not token out costly exchange
hedges as it has relled upon naotural hedge derived from its own foreign
exchonge revenues. This is in line with international best proctices and olso
helgs to reduce the Cost of hedging that would hove otherwise been allowed to
pass through to determine aero charges. However AERA has disollowed the
Forex fluctuation related to foreign exchange borrowing but on the other hand
the gains being mode by DIAL due to foreign exchange fluctuation like that Of
higher UDF revenue, higher revenue of duty free due to Forex fluctuation are
considered as part Of tarlff determination, This puts DIAL In o double Jeopardy
and is totally unfair as the additional cost associated with Forex fluctuation are
being burdened on DIAL whereas the natural hedge is being taken away, These
sorts of Irrationol decisions hove aggravated the doubt over the viability of
DIAL”"

8.17. DIAL's response to APAD, CIl, FICCI, IATA comments on forex fluctuation in RAB is

similar to its response to ACKs comments

“The current stand of Authority of not including the Forex fluctuation o part of

RAB is not justified. This is part of theendeavor of DIAL to keep the charges low
for passengers. The curren;,«{lghgi uf'.ﬂtﬁt@eﬂts means that alrports will be
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forced to borrow ot @ higher cost in rupee terms. The sourcing of funds ot o
fower rote in forelgn exchange Is for the benefit to the passenger / other
stokeholders by way of a lower WACC. However It Is means of funding also
carries the inherent risk of foreign exchange fluctuations. It Is the bene_ﬁfi of a
lower Interest rate but not allowing the resultant Forex fluctuation goes
against the principles of natural justice.
The fluctuation need to be incorporated as part of RAB becouse of fallowing
reasons:

1. The level of Forex is not excessive. The level of borrowing is at the level

generolly occepted to be normal in the Industry.

2. The Target Revenue should cover the actual debt repayment in INR of
Foreign currency denominated loans of DIAL

In order to leverage an efficlent financing structure and for reduction in interest
cost, oirport pperators take foreign currency loans to part fund the project cost,
same ‘s applicable for DIAL.

The Company has not retained the benefits of cheaper borrowing cost and is
passed on to the passenger in the form of lower WACC. The Company had
taken Domestic Loan Instead of the ECB equivalent amount, the outflows of

cosh towards intérest costs would have been much more,

It should be noted that the loss of Forex fluctuotion on interest poyments &
principal repayments I§ real in noture and not notional loss. DIAL has taoken o
hit on the Forex fluctugtions owing to interest and repoyments servicing the
ECB loan and loss is not included in the computations of WACC.

We will also like to hghlight that DIAL has not taken out costly exchange
hedges as it has relled upon natura! hedge derfved from its own foreign
exchange revenues. This is In line with internationol best practices and also
helps to reduce the cost of hedging that would have otherwise been allowed to
pass through to determine aero charges. However AERA hos disollowed the

Forex fluctuation related to foreign €xchange borrowing but on the other hand
Lk J'.:“i-
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the gains being made by DIAL due to foreign exchange fluctuation like that of
higher UDE revenue, higher revenue of duty free due to Forex fluctuation are
belng considered as of tariff This puts DIAL in o double jeopardy and is totally
unfalr os the additional cost assoclated with Forex fluctuation are being
burdened on DIAL whereos the notural hedge ore belng taken away. These
Irrational declsions will aggrovate the doubt over the viability of DIAL
Therefore, it's requested to allow the Loss on impaoct of Forex Fluctuations by

Inciusion of sarme in RAB"
8.18. DIAL added to its response to Cll as below

“We will also like to highlight that DIAL has not token out costly exchange
hedges as It has relled upon natural hedge derived from Its own foreign
exchange revenues. This is in line with international best proctices and also
helps to reduce the cost of hedging that would have otherwise been allowed to
pass through to determine gero charges. However AERA hos disoliowed the
Forex fluctuation related to foreign exchange borrowing but on the other hond
the goins being made by DIAL due to foreign exchange fluctuation like that of
higher UDF revenue, higher revenue of duty free due to Forex fluctuation ore
being considered as of toriff This puts DIAL In a double Jecpardy and is totally
unfair as the additlonal cost assocloted with Forex fluctuation are being
burdened on DIAL whereas the naturo! hedge are being taken away. These
irrational decisions will oggravate the doubt over the viability of DiAL™

2. DIAL's own comments on Issues pertaining to Opening Regulatory Asset Base (RAB)

8.19. DIAL's submission on issues related to HRAB is as under,
“Issues in determination in first control period.
We ogaoin reiterate that during the first control period tariff determination,
Authority on one hand held that CUTE counter charges os part of the
aeronautical charges, the revenue received from provision of these services has

not been included while colculating the HRAB. The AERA’s approach s self-

contradictory, inconsistent.

L o

.
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The Authority’s approach must be in sync with the principles laid down in the
55A. Schedule 1 of the 55A provides that:

Consistency: Pricing decisions in eoch regulatory review period will be
undertaken occording to o consistent opprooch in terms of underlying
principles. Accordingly, the treatment of CUTE counter charges must be
consistent — The AERA cannol treat these services as aeronautical for the
purpose of regulation and simultoneously treat the revenue from them as non-
aeronautical for the purpose of determining HRAB under the same process of
tariff determination,

Additionally Authority has included the manpower cost of both AAl and DIAL
staff in the operation and malntenance costs for the purpose of HRAB
determination. DIAL had argued ogainst this and hod previously submitted
expert opinions of KPMG and Prof. Martin Cave to support Its view.

DIAL is of opinion that, for the purpose of colculation of HRAB, only efficent
cost should be considered (in occordonce with the efficiency principle under
Schedule 1 the 55A) - considering the overlopping monpower costs while
determining HRAB would not be in line with the efficiency principle as this wos
only @ one time short-term scenario. Thus. DIAL submitted that DIAL stoff
should be excluded for the purpose of calculation of HRAB.

There was an overlap of AAI staff ond DIAL staff during the 2008/ 09 financial
year on account of the requirements under the OMDA, which prescribes the
retention of 0% of the existing AAI staff for an initial period following
concession. It Is submitted that it is not appropriate to Include the cost of both
AAl and DIAL staff as part of the operating and malntenance expense in
computing HRAB and only the AAl staff should be treated as part of the
operating and maintenance cost that actually pertained to the provision of
Aeronoutical Service. The Authority has not done so and has included both
categories In computing HRAB. DIAL hod submitted before the Authority the
expert opinions of KPMG and Prof. Martin Cave. The éxpert opinions/ evidences
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should have been taken Into consideration, but hove been Ignored by the
Authority. KPMG in its report reached the following concilusion:

Duplication of manpower is maximum (n FY2009 becouse it is the last full
financiol yeor of operation support. Alse, duplication of manpower cost is not o
recurring cost. For the purpose of calculation af HRAB, anly the sustaginable
manpower cost, .e. the manpower cost related to AMI staff may be considered.

HRAB Valuation change due to change in classification of revenues;

it is submitted that o consistent opprooch needs to be adopted for working out
hypathetical RAB based on classification of revenue intc cerc and non-gero.
The authority s incorrectly treating Cargo screening charges, cute charges and
Into Plane chorges os AERO a3 we have submitted in other chopters of this
submission. Without prejudice, If AERA treots these revenue heods os Aero
revenue, it will need to appropriately rework the calculotion of hypothetical
RAB which will need to be enhanced effective from the first control period.
AERA is requested to adopt o bolanced and consistent approach.”

B.20. DIAL's submission with respect to adjustment of forex exchange in RAB was in tune
with its response to stakeholders as under

“The current stand of Autharity of not including the Forex fluctuation o part of
RAB is pot justified. This is port of the endeovour of DIAL to keep the chorges
low for possengers. The current stand of Authority means that airports will be
forced to borrow at a higher cost in rupee terms,

The sourcing of funds ot o lower rate in foreign exchange is for the benefit to
the possenger / other stakeholders by way of o lower WACC. However this
means of funding also carries the inherent rlsk of foreign exchange
fluctuations. Taking the benefit of a lower [nterest rate but not aliowing the
resultant Forex fluctuation goes against the principles of natural Justice.

The fluctuation need to be incorporated as part of RAB because of following

Feasons
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1. The level of Forex barrowing is not excessive, The level of borrowing Is at

the level generally accepted to be normal in the Industry.

2. The Target Revenue should cover the actual debt repayment in INR of
Foreign currency denominated loans af DIAL,

in arder to leverage an efficlent financing structure and for reduction in interest
cost, alrport operators take fareign currency loans to port fund the project cost,
the same is applicable for DIAL.

The Company has not retained the benefits of cheaper borrowing cost and is

passed on to the passenger in the farm of lower WACC, If the Company had
taken

Domestic Loan instead of the ECB equivalent amount, the outflows of cash

towards interest costs would have been much more,

Alsa, it should be noted that the lass of Forex fluctuation on interest payments
& principal repayments Is real In nature and not o notional loss, DIAL has taken
the hit of the Forex fluctuations owlng to interest and repayments servicing the
ECB loan. This lass s not included In the computations of WACC, We will also
fike to highlight that DIAL has not token out costly exchange hedges as it has
refled upon naturgl hedge derived from Its own foreign exchange revenues,

This is in line with international best proctices ond oiso helps to reduce the cost
of hedging thot would have otherwise been allowed to pass through to
determine ocero chorges. However AERA has disollowed the Forex fluctuation
reloted to foreign exchange borrowing but on the other hand the gains being
made by DIAL due to foreign exchange fluctuation fike that of higher UDF
revenue, higher revenue of duty free due to Forex fluctuation are being
considered os part of tariff determination. This puts DIAL in a double jeapardy
and Is totolly unfair as the addl. cost ossocioted with Forex fluctuation are
being burdened an DIAL whereas the naturo! hedge ore being token awoy.
These irrational decisions will aggrovote the doubt aver the viability of DIAL.

Therefore, it is requested to olidw the Lossainimpact of Forex Fluctuations by
3 - A Ny
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Inclusion of same in RAB,
Apart from above on one hand authority is not allowing foreign exchange
fluctuation fror ECB, but taking oway foreign exchange fluctuation benefit of
UDF and duty free.”
8.21. DIAL's commented on the matter of reconciliation of project cost with project scope
by reproducing the project work listed In OMDA Schedule 7 and reproduced the
Table 1 and 2 on project cost for the Delhi Alrport and Means of Finance

respectively, from the Order No, 30/2012-13 dated 28.12.2012. Extracts of its
comments are reproduced below:

“The entire Development / Expansion work carried out and to be further carried
out by DIAL at IGI Alrport Is based on the concession ogreement and the scope
defined therein.

DIAL had submitted to the Authority the project cost réport as approved by its
board of directors vide its letter No DIAL 2009-10 /MoCA- DF/2651 Dated April
1 2010. The Authority had thoroughly reviewed the entire Project Cost. At the
reference of Autharity itself Engineers Indla Umited and KPMG had submitted
the detalled report on the technice/ and financial aspects of the profect. The
Authority considered these reports while accepting the project cost for IG)
Alrport to determine the RAB, *

“The current stand of Autherity to review its own decision, which was taken
after due consultation process Is totally unworranted and will add to regulator
uncertainty. DAL hos submitted all required detail with respect to the
odditionol capex of Rs. 267 crores. AERA should consider this odditional copex
and occept to include it in the RAB while calcuiating tariff for oeroncutical
services for the second control period.”

f.  Authority’s Examination of Stakeholder Comments on Opening Regulatory Asset Base
(RAB)

8.22. The Authority has carefully considered the comments from the stakeholders as well
as DIAL's comments and respnn.qr'l’u# these
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Opening Regulatory Asset Base (RAB) for the second Control Period In respect of the
Gl Airport, Delhi. The Authority’s examination and declslons In this regard have been
presented below.

8.23. Regarding the matter of reconciliation of project scope, the Authority has looked at
DIAL's submissions an reconciliation of project cost with the asset value as per the
books of DIAL. DIAL has stated that the JV assets were not part of the project cost of
Rs. 12,857 Crore and were to be developed by other JV entitles. Even on acceptance
of thelr claim, the Authority finds that as per DIAL's own submissions on
reconcliiation, the asset value in the books of DIAL after being adjusted for AS-11
adjustments and DF exceeds the allowable project cost by an amount of about Rs.
546 crore (If 350.50 Crore Interest on DF Is not considered as part of the original
project cost or Rs. 896,11 Crore (if Rs. 350.50 crores are considered as part of the
project cost). DIAL has submitted that interest on DF is not a part of the original
project cost. As per DIAL submission, there is an excess of Rs, 546 crore from the
original project cost, whereas Authority notes the project cost of Rs. 12857 Cr (s
inclusive of Rs. 1320 Cr. of pre-operative and IDC Cost and DF, as a means of finance
were granted on that basis. DIAL has not provided the detalls of this amount of Rs.
546 crore and the same will be reconciled. The Authority also proposes to have a

reconciliation study on the cost of JV assets and assess whether they are part of the
allowable project cost.

8.24. The Authority notes that as regards regulatory asset base, stakeholders have
primarily commented on the treatment on foreign exchange fluctuations. It s noted
that APAD, ACI, Cll and FICCI have requested the Authority to consider forelgn
enchange rate fluctuations in determination of seronautical tarlff through
appropriate adjustments in RAB. Authority Refers to decision 12.C and 29.f of the
DAL Order for the 1" control period. Accordingly, the Authority decided not to
consider any adjustments related to currency fluctuation on capital or Interest
payments or any other charges in respect of the ECB loan. The Authority also
decided that WACC will not be trued-up.

£

I‘;_._...---- = -\-""\._‘_-I

Order No. 40/2015-16



8.25. The Authority has also noted the fact that DIAL has hedged the Forex loan for IRS,
restructure of rupee term loan and replacement of ECB loan with Bonds at lesser
financing cost. Hence, head room is avallable in WACC and the cost of saving In
financing the project needs to be accounted, which according to assessment is much
mare than the Forex fluctuation. However in view ralsing the issue again, While the
Authorlty is inclined to consider foreign exchange rate fluctuations, it is not
persuaded to consider the approach of making adjustments in RAB. Normally, actual
losses incurred by the operator on account of fluctuations in foreign exchange are
expensed out while determining tariff for the operator. The Authority is of the view
that in case it were to consider foreign exchange rate fluctuations by expensing out
actual losses on this account, it would also true up the WACC (including actual
interest rates on domestic term loan). The Authority had communlicated to DIAL to
censider foreign exchange |osses along with true-up of WACC, However, DIAL did not
Exercise any option. It seems that DIAL would like to be reimbursed for foreign
exchange |losses and also retain the savings they have made on account of lower
Interest rates. The Authority does not find this acceptable. Accordingly, the opening

RAB computed by the Authority Is Rs. 7,120.79 crore including HRAB,

Decision No. 6 Based on stakeholder comments and the analysis done by the
Authority In the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Opening Regulatory Asset Base, the Authority has decided to:

6.2.To consider an Opening RAB of Rs. 7,120.79 crore (refer Table 37), which
includes opening value of HRAB at Rs. 357,38 crore and the carry over RAB
from RAB true up of Rs. 15.18 Cr.

6.b.To reconcile the scope considered under the allowable project cost of Rs.
12,502.86 crore and the costs incurred by DIAL for this scope as elaborated in
Consultation Paper No 16/2014-15 dated 28.01.2015
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9. Hypothetical Asset Base

a, DIAL Submisslon on Hypothetlcal Asset Base (HRAB)

9.1. Hypothetical Asset Base Is a part of Regulatory Asset Base, which has been
considered as a regulatory bullding block for the purpose of determination of
aeronautical tarlff. The Hypothetical Regulatory Asset Base (HRAB) was sot as Rs. 467
crore vide Decision No. 10 of the Authority's Order no. 3/2012-13 dated 20.04.2012
in respect of IGI Alrport, Delhl as agalnst Rs. 1,119 crore submitted by DIAL; at the
time of determination of tariffs for the first Control Perlod.

9.2. DIAL submitted the following calculation for Hypothetical Asset Base, based on s
interpretation of the principles of S5A and OMDA, for the current Control Period:

Partlculars T00E-0F Figures in A1,
. Crones
Aero Revenue (4] 434
Aerp Expenses [B) 385
Less: Expenses not considered |C] | ¥
DAL manpower cost Bl
Runway 11/29 operations & maintenance cout 1
| Eligibie Expenses [D=8-C) e - | 304
Aerro EBIDTA [A-D) 130
WACLC 11.60%
Hypothetical Agset Base 1,119

b. Authority’s Examination of DIAL Submission on Hypothetical Asset Base (HRAB)

83. The Authority noted that DIAL submitted the same value of Rs. 1,119 crore in its
submissions for the first Control Period. The Authority vide Paras 168 to 201 of
Consultation Paper No. 32/2011-12 dated 03.01.2012 had examined the submissions
of DIAL on the Hypothetical Regulatory Asset Base and vide Paras 12.21 to 12.35 of
DIAL Tariff Order 03/2012-13 had given its decision on the same. The Authority, vide
Decision No. 10 of DIAL Tariff Order 03/2012-13, had determined the value of
Hypothetical Regulatory Asset Base (HRAB) as Rs. 467 crore as against Rs. 1,119
crore submitted by DIAL as calculated below:

Table 76 Hypathotical AR determined by the Autharity in its Delhi Tl Grder 03/2012-13

Hypothetical RAB s decided by the Authorlty | mmerore |
Revenes at revalling tarlfs i the year 200809 4] 43351
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Landing Charges i 24331
i Parking & Houting Charges 1240
_ Passenger Service Fees 85.16
L Baggage X-Ray Revenue : _ 363
IT Fuel Throughput Revenue B
| Aergnautical Expenses [B] - - NN —
| Operation and Maintenance Cost 1 522
 Corporate Tax pertaining to ll‘ﬂnm‘lil:ll'ﬂhim al |hi -'rrpnrt - 0.00
_Eligible Target Revenue C= 4.8} - 2828
_Capitalization Factor (@ WACC) [D] - 1033 |
Hypothatical Asset Base ol /O | 467,00

9.4. The Authority did not find any néew irlumun‘t submitted by DIAL on H'l-ls Issue In its
submission for determination of aeronautical tarifis for the second Control Period
and proposed to malntaln thelr decislon. However, the Authority acknowledged that
its determination of HRAB would be subject to the final outcome of DIAL's appeals
before AEARAT / High Court In respect of Delhi Tarlff Order no. 03/2012-13.

9.5. Accordingly, HRAB considered towards determination of aeronautical tarlff based on
the closing HRAB for 2013-14 (also the Opening RAB for the 2™ control Perlod) was
calculated as below:

Table 39: HAAS and Degrechation on HRRAE 6l the ead of the Brit Coniral Period |0 Consuliatan
Paper No. 16/2014-15

_—— — e — —_—_——— -

Mypothetical RAB (HRAB) 200809 2009-10 | 201041 201112 | 201243 201314 ]

| Opening HRAR | < | asr00 | 44180 1_411.15 | 40666 | 38A.73

| Additions to HRAB a0 | - (T N [V |

| Depreciavonon hRAB | - | 2520 | 1es | was | wes | 2330 |
| Closing HRAB (448-C) | 46700 | 44180 | 42415 | 40666 | 38873 | 36552 |

"r.uprm on HEAB has been Htlﬂ"l-l!ld an the serage Hﬂrl-:fulm rate for the seronsutical

assets in redpective year, which have in turn been re-estimated by excluding seronsuticsl assets
| funced by Development Fee.

9.6. The Authority also computed the HRAB considered towards determination of
aeronautical tariff for the second Control Period while noting the sharp jump in
depreciation on HRAB in FY2014-15 from FY2013-14 on account of new rates of

depreciation adopted by DIAL from FY2014-15 onwards, as below:
— T
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Tahle 30 HYAB and Degraclation an HRAD for Second Cantrol Period In Consuliation Paper Mo,

16/2014-15

,| | i
| Opening HRAS . -l

Y ST

| Luss: Depreciation on HRAB ‘| 28,61
[oomngems | sssoa

9.7.

201546 200607 | 200718 | 201819
13692 | 31021 2m378| 29783
0.00 0.00 ooo| o000
%7 |  2644| 2625 2596

| apa| wam|  wisa|  zms

s mmma

material before it and its analysis, the Authority proposed

9.7.1.

e ——

Regarding Hypothetical RAB for second Control Period for DAL, based on the

To continue with [ts determination of Hypothetical RAB at Rs. 467.00 crores

as on 31.03.2009 as was considered in Delhl Tariff Order 03 / 2012-13

9.7..

To adopt the year-wise average depreclation rate for aeronautical assets for

the second Control Period as rate of depreciation for HRAB in the second

Control Period
8.73.
on 01.04.2014

To accordingly consider an Opening Hypothetical RAB of Rs. 365.52 core as

c. Stakeholder Comments on lssues pertaining to Hypothetical Asset Base (HRAB)
9.8. APAD is of the view that if Cargo Screening is treated as aeronautical, it's impact

should also be seen on HRAB,

"APAQ, in principle, is of the view that there should be no viclation of
concession agreements and the entire tariff fixation should be as per provisions

of concession agreement,

i Subfect to above principle being adhered, APAD would like to highlight

that AERA had considered Cargo Screening os Non Aero while

calculating the Hypothetical RAB. If AERA decides to consider Cargo
Screening revenues as aero then retraspective effect should be given by
adding the cargo screening income in FY2008- 09 in the aeronautical
income to be reckoned towards colculating Hypothetical RAB.

fi. Additionally, Ministry of Civil Aviation had confirmed in @ communication
to AERA thot any revenues from cgrgo reloted business shouid be
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classified under non oeronouticol head, The new proposed Ground
Handling Policy as issved on 28th Sep, 2007 vide AIC 51, No. 7/2007 by
DGCA defines ground handling to include:

1.1. “Ground hondiing” means:

i. ramp handiing which shall include the activities specified in Annexure
A

ii. Traffic hondiing which shall include the activities os specified in
Annexure B and
iil. Any other octivity specified by the Central Government to be a part
of either romp handling or traffic handiing.
The passenger handling items are given in Annexure 8 of the aforesaid
palicy. It includes amongst others the X-Ray scan of cargo (paro5.1)
It seems thot treatment of corgo screening as oero by AERA is stemming from the
notion thot cargo screening is security service. AERA may note that a3 per the new
GH policy X-Ray in any noture whether baggoge/ corgo/ oircraft are classified os
Ground Handling Services, which is considered non oeronautical in nature.
APAD recommendation: In view of the provisions of concession agreement and
based on evidence produced obove, the Corgo screening be consigered as Non-
Agronoutical for the tariff determination of DIAL *
9.9. FiA has commented on the Authority's consideration of HRAB as Rs. 467 crore and
has stated that,

"The Authority proposes to consider the HRAB ot Rs.4567 crores ot the end of FY
2008-09, pending outcome of the appeal by DIAL (Poro 9.5 & 9.6 of the
Consultation Paper), As per the Previous Order, HRAB is proposed to depreciote
ot o rate, which (s the average rate of depreciation of oeronautical assets every
torlff yeor. Accordingly, the Autharity proposes to consider closing HRAB at the
end af FY 2013-14 as Rs.366 crores. The 55A indicates the components of the
HRAB but it does not glve the method of capitalizing the resultant revenue

stream, hence the computation #H@_ﬂiﬁriﬁt Control Period by the Authority
T,
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does not seem to be In concurrence with SSA. Per poro 12.25 of the Previous
Order, the Authority hod requested the MoCA to indicate the objective and
mechanism for computotion of HRAB. However, the MoCA have not intimated
the Authority in the maotter. The table below shows the decrease in volues of
RAB and increase in depreciation over the two control periods due to adoption
of life as per the Companies Act. It is evident from the below table that there Is
substantial reduction on the value of RAB due fo increased rote of depreciation.

_Hypotheticol RAR FY10 Fyii Fril Fr13 Fr14
Openimg HRAB (] 467 442 424 407 Jag
Claging HRAB (8) 443 424 407 _3&3 J66
Averoge HRAS [[A}{8])/2 B54 433 415 asg awr
Depredotion 5 18 17 18 23
Rote of depreciation 5.55% 4.08% 4.21% 4.51% 6.15%
Averoge rote of depreciation 4.50%

_Mypotheticol RAS FY18 FY18 Fri7 __ Fras FY19
Cipenting HRAS (4] 366 EEH 1o 284 258
Closing HRAS {8) 337 310 284 258 n
Average HRAB ({A)+{8])/2 ELCH 324 197 i 245
Depreciation 29 27 26 ] 25
Rate of depreciation 2158 8.15% &.90% 8.0 IO
Average rate of depreciation 2.12%

It is submitted that sensithvity analysis to understand the impoct of excluding
HRAB on target revenue Indicates that the exclusion of HRAB will reduce target
revenue by 4%,

r, ]

No, Partlculors FY1? FYia Fv19 Change Change

A Apgroge RAS 5017 S50 s

8  Foir Rate of Return 9.99% 999% 9.99% 599N 5S.99%
529

ik
e

Aeturn on Average
€ RAB[A®B) 858 622 559 2960 -148 @ 5%
D Operoting Expenditure 753 798 857 939 4183 - .
E  Depreciation 508 487 433 438 2488 -l 5%
F  Corporote Tox - ; ! :
Cross Subsidization of
30% of nan- ”
otronouticol revenue 308 368 387420 487 -1953

True up
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Aggregate Revenue
Requiremian
I [CaiEsFrGrH] 1407 1,548 1498 1499 1499 7449 -282 et

It is submitted that there will be an increase in depreciation and return on RAS
of airport operator, If the HRAB is included in RAS which would consequently
increase the target revenue. Hence. it is submitted thot the Authority should
not have considered HRAB as part of target revenue:

{a) As the principles laid out in the S5A ore inconsistent with the Authority's
regulatory philosophy,

{b) in the absence of ony intimation from MoCA with respect to HRAB
computation®

9.10. In the matter of determination of HRAB by the Authority, IATA stated that,

“We supported this approoch during the determination of toriffs for the first
control perfod and continue to support it as there (s no new evidence to suggest
@ need to chonge our position.”
Toking the averoge depreciotion rate is an gcceploble ossumption. However, o
better approach might be to assume o "fixed” asset life ond depreciate the
HRAB accordingly. This will improve the certginty of the depreciation values In
the future and avoid true up colculations,
The coleulation is in line with whot the Authority bod proposed previously.
However, as stoted under Proposal 7.a.0i. Above, the Authority may want o
reconsider its approoch towards depreciation in subsequent periods,”

d. DIAL's response to Stakeholder Comments on Hypothetical Asset Base (HRAB)

9.11. DIAL's response to APAD comments is as under,

"We ogree to the contention of APAOD that Corgo Screening Is Non
Aeronautico! In noture. To odd to the cbove orguments, in response of pre bid
guery, AAl mentioned os to whot all constitutes Aerongutical income and AAl
provided the below elarification to DAL The pboue goes on to show that on
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income orising from the below octivities was proposed to be treoted oS
ceronauticol income of DIAL:

1. Londing
2. Parking
3. Housing
4, Focilitotion component of PSF

All other incomes including those orising from Cargo Handling Services were
Non Aeronautical fs also relevant ta note the respanse of AAl o pre bid query

FTT) Ty g Rarpors Tivd mrmy EREFEES 14138 by AAT up 12 3. 14000 wad b
Wl sE T comssl ghaagen Pleey | 150 pee by Ty o @ owinieue o B OO0 per pakignmenl
wimsduning, baodieg demwrrapn wis ) for aa Bois hey appiimsd the (EfaaEigaPon of sowy oharges o
ibpent R e raagnd | Setowr of WDV, say wreeaeg of emorl @i B 05 o

Pyl Movds the peoetiage Ta Of | el - W
dfpiwint cateporing of carpo tar thi st %
i Thie wdslivg Uhargvn 1or warehouse. Fisndling S8 Twithpr =i am

sl w Ghes e fa ke fuglh gereenlegs | orowaded in the Dirta Fati i) k8 |
ol dsmerage muerue I tlel esrga

e ] The perrensaju fi @l diflgrenk catagoras l carge in ing ket fve
jeas & amn  prowided i tha  Daa Bk OB 3

hsraatn Al Wl sl Bree of Fepart cage MPONES Ly mors
A - ¢haniel I8 TR ClvRirnEnl] Wi aF O BEyera
1 fee panand ! U3 v dava. Sa i ey Coidocied Surmg
My P0UE I VA-CATED. he awerape Owedl friw of IMOONT GagE
waiby gul W T men and ol epbit ceps b 15 den
Thee Frasieth bl Megfy sl e @re dve b Cudtoond frocedure and |
pgenrs! wmpiriey readiress to dloar thed dargi.

- A ! L i

Response to the above query reveais that the prior to the oword the concession
of the Airport to DIAL corgo screening octivity was being undertoken by the
AAl ond was therefore not port of oeronoutical income.
it Is aiso pertinent 1o note the response of AAl to another pre-bid query on the
entities which were engoged in providing ground handiing services.”

9.12. DIAL's response to comments from IATA is as below,

*"We are of the view that the current valuation of RAB needs to be revised for
the follawing:

1. Mypothetica! RAB (HRAB) matrer is sub judice:

The valuation of HMM'M;{M control period is sub judice
udthtamwnﬁnuﬂ-mh '
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the AERAAT appeal. It's earnestly requested thot we may néed to be
ollowed to revise cur filing bosed on outcome of oppeal.

2. HRAB Voluotion need to chonge due to Change if classification of
revenues are conternplated to be changed:

It's earnestly requested that the Hypothetical RAB may need o
revaluation if some items are being considered as geronautical. We are
opposed to the reclassificotion of revenue in violation of concession
agreement, but hove to highlight that the approach of AERA to
consider, though Incorrectly, certain revenues os ceronautical without
incorporoting the consequentlol Impoct in HRAB &5 iflogical and
inconsistent.”

&. DIAL's own comments on lisues pertaining Hypothetical Asset Base (HRAB)

9.13. DIAL's submission on value of HRAB considered by AERA is as under,

“To relterate our earller stond, during the first control perod toriff
determination, Authority on one hand held that CUTE counter chorges as part
of the ceronoutical charges, the revenue received from provision of these
services has not been included while colculating the HRAB., The AERA's
approach s self-contradictory and incansistent.

The AERA’s approach must be in sync with the principles lald down in the S34.
Schedule 1 of the 55A provides thot:

Consistency: Pricing decisions In each regulatory review period will be
undertioken occording te @ consistent approoch in terms of underlying
principies. Accordingly, the treatment of CUTE counter charges must be
consistent — The AERA cannot treat these services os ceronautical for the
purpose of regulation ond simultaneously treat the revenue from them as non-
aerongutical for the purpose of determining HRAB under the some process of
tariff determination,

Additlonally Autharity has included the monpower cost of both AAl and DIAL
staff In the operation ond maintenance st Jor the purpose of WRAB
» " "‘.
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determingtion. DIAL hod argued ogainst this and hod previously submitted
expert opinions af KPMG and Prof. Martin Cave to support its view.

DiAL is of apinion that, for the purpose of calculation of HRAB, only efficlent
cost should be considered (in accordance with the efficiency principle under
 Schedulel the SSA) - considering the overlapping manpower costs while
determining HRAB would not be In line with the efficiency principle os this was
only a one-time short term scenario. Thus, DIAL submitted thot DIAL staff
should be excluded for the purpase of calculation of HRAB.
There was an overlap of AA! staff and DIAL stoff during the 2008/ 09 financial
yeor on gecount of the requirements under the OMDA, which prescribes the
retention of 60% of the existing AAI staff for an Initial period following
concession. It is submitted that it is not appropriate to inciude the cost of both
AAl and DIAL stoff as part of the operating ond maintenance expense In
compuling HRAB and only the AAl staff should be treated as part of the
operating and maintenance cost thot actually pertoined to the provision of
Aeronoutical Service. The Authorlty has not done so and has incuded both
categories fn computing HRAB.

DIAL hod submitted before the Authority the expert opinions of KPMG and Prof.

Martin Cave. The expert opinions/ evidences thouwld have been token into
consideration, but have been ignored by the Authority. XPMG in its report
reached the following conclusion;

Duplication of manpower is moximum in FY2009 becouse it is the last full
financial year in the OSP. Also, duplication of manpower cost is not @ recurring
cost. For the purpose of colcwlotion of HRAB, only the sustainable manpower
cosl, Le. the manpower cost related to AAI staff may be considered.

Revoluction bosed on redlassification of revenue as AERO:

Additionally, o consistent approach may be adopted for treating of corgo
screening, inio plane, cute revenue. If these revenues are classified os Aero,
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(which we are nat agreeable to), the hypethetical revenue need to be revised
upwords,
f. Authority's Examination of Stakeholder Comments on Hypothetical Asset Base (HRAB)
9.14. The Authority has carefully considered the comments from the stakeholders as well
as DIAL's comments and response to these stakeholder's comments regarding
Hypothetical Asset Base (HRAB) for the secand Control Period In respect of the 1G]
Alrport, Delhl. The Authority's examination and declsions in this regird have been
presented below.

9.15. The Authority has noted APAD's comments on appropriste treatrment of cargo
screening in the calculation of Hypothetical RAB. As discussed in para 6.108 above,
the Authority has decided to consider revenue from cargo sereening and CUTE
counter revenues as non-aeronautical in both the first and the second Control
Period. Thus, there is no need for revision in the HRAB that was determined by the
Authority in the first Control Period.

8.16. The Authority has noted FIA's comment that “It is submitted that sensitivity analysis
to understand the impact of excluding HRAB on torget revenue indicates that the
exclusion of HRAB will reduce target revenue by 4%°. The Authority has presented a
detailed analysis on consideration of HRAB in para 175 to 201 of the Consultation
Paper No 32/2011-12. The Authority does not find any new argument in FlA's
submission and continues to consider HAAB as decided In its Order no 03/2012-13
dated 20.04.2013.

917. The Authority has accordingly computed the HRAB considered towards
determination of aeronautical tariff for the second Control Period 25 below.

Tabibe 31: HAAB and Depreclation an HRAB for Sacond Cantrol Peried ai contdered by the Autharity

| Hypothetical RAB (201435 200536 |201697 | 201718 | 201810 ‘
| Opening HAAB ' s8ie|  soose|  7ey|  avon |
| Add: Addition 1o MRAB 000 0.00 | Mnl ___am
| Less: Depreciation on HRAD 7| ww|  ®m| %
| Cosing HRA wess!  mw| ool  now
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Decision No. 7 Based on stakeholder comments and the analysis done by the
Authority in the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order,
the Authority decides the following regarding the Hypothetical Asset Base

7.5. To continue with its determination of Hypothetical RAB at Rs. 467.00 crores
as on 31.03,.2002 as was consldered In Delhi Tariff Order 03 f 2012-13

7.b.To adopt the year-wise average depreciation rate for aeronautical assets for
the second Control Period as rate of depreclation for HRAB in the second
Control Period

7.c. To accordingly consider an Opening Hypothetical RAB of Rs. 357.38 crore as
on 01.04.2014
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10. Additions to Regulatory Asset Base

a DIAL Submission on Additions to Regulatory Asset Base

10.1. DIAL submitted that the total capial expenditure {including inflation) in the form of
Addition to Regulatory Asset Base (Excluding Security Equipment), dated 11.11.2013

as given below:
Ll
Capitailzation including infiation
Year Amount | Amount spent | Copitall | Copitolira | Buliding/Pav | PEM | Furniture
Spent with inflation | rotion | tion armgnt
inckuding
iylation
2013-14 13677 | 13677 6838 |6B38 5470 1026 1347
J014-15 | 13677 | 13677 13677 | 13677 | 10942 2052 |&84
201826 | 13677 | 147.30 13677 (1803|3313 2461 | 820
2016-17 | 13677 |1s864 | 13677 |1s403 (13122 @ | 2461 |82
201718 18235 | 22278 159.56 | 181.36 153,09 28.71 557
2018-19 | 18235 | 245.34 18235 | 21870 | 17M4.96 3281 | 10.94
1019-20 9118 | 10935 | #n48 1640 | 547
TOTAL 91178 | 1,052.62 911.78 | 105262 | #4209 | 157.90 | 5263

10.2. DIAL's submission regarding future capital expenditure in the form of Addition to
Regulatory Asset Base (Security Equipment) was as below:

- g =

| Fyis | Fva6 | FY17 | Fvis | FYao | BCAS l

Cincular

Total 7233 [614 [5.38 |a4a | 481 _'|
10.3. DIAL had assumed that the following Capex will not be allowed for Inclusion In PSF

determination. In case the same is allowed In fixation of PSF Tariff then security
Capex may not be considered for the purpose of tariff fixation. DIAL also requested
for a full true up ol the security related capital expenditure.

10.4. DIAL had also submitted capital expenditure on Solar Power as part of its updated
submission dated 23.07.2014. As below:

) | 0 .
¥ Exparision (MW) e i
1516 |56 == = a6 (lorsEMw)
ey |5 = 38 (far 5 MW)
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10.5.

DIAL also stated that, as per the MoCA order, AV,13024/03/2011-A5 (Pt.1) dated 18"
Feb 2014, regarding Security Capital expenditure incurred by DIAL from PSF account
during 1st control period. DIAL may have to relmburse the capital expenditure
incurrad by alrport operator out of PSF (SC) together with interest to an escrow
account of PSF [SC). DIAL has contested the order, howaver as per the outcome of
this, DIAL may entall revision of the current tarlff filing, including true up related to
previous control perlod.

b Authority's Examination of DIAL's Submission on Additions to Regulatory Asset Base

10.6.

10.7.

The Autharity noted that DIAL has segregated the proposed additions to RAB In two
parts, namaly, Additlons to RAB (excluding security equipmant) and Additions to RAB
(security aquipment), The Authority further noted that DIAL had applied an Inflation
rate of 7.7% every year to compute Inflation-adjusted values of capltal expenditure
to be incurred In @ach year of the second Contrel Perlod, as below:

Table 32: Surmmary of capital axpendiiue (inflation adjusted values In INR crora) propased by DAL
for second Condrol Period

Yanr Capas [excl. Secutlty | Salar Plant in INR PEF (SC) I INR | Totalin IMR

related) in INE crare crofe crore CHoTE
2014-15 136,77 Ti.33 208,10
2015-16 L A 42,60 6.14 156,04
2016-17 156,64 3800 5.39 202,03
2017-18 22780 4,44 232.24
2018-18 24534 4,81 250.15
TOTAL 515.85 BO.60 83.11 10859.56

The Authority recomputed the Inflation-adjusted capital expenditure including
security related assets as an Indicative cost for the second Control Period based on
the revised CPI inflation forecast of 6.6% per year by RBI, as elaborated below:

Tablg 33; Summary of extimated capital expenditure ronsidered by the Authority as indicative cost
for secontd Control Perlod

Yoar Capex (excl. security |  Solar Plant In INR PSF(SC)nINR | Total in INR crore
relmted) In INR crore Eroe crofe

2014-15 13677 7233 209.10

201516 145,80 42.16 6,08 154.04

201617 155,42 37.13 5.28 197.93

2017-18 22089 | < — M, 4,31 225,20
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2018-18 emsaT [ 462 240.09

TOTAL BO4 35 #3309 82.62 106536

10.8. The Autharity proposed to consider the estimated cost of capital works {refer Table
33) for addition towards RAB and for consideration towards determination of
aeronautical tariff for 2nd Control Period.

10.9, As Noted by the Authority in para 17.118 below, IT-IV intends to incur Rs. 301.85
erares capital expenditure to create additional assets for provision of its services at
the airport, The Authority decides to consider the capital expenditures incurred by
the IT-JV in the next Control Period based on actual expenditures incurred by DIAL
(and provision of auditor's certificates), subject 1o approval from Board of Directors
of DIAL,

10.10. Regarding Additions to RAB during second Control Period, based on material before
It and its analysls, the Authority proposed

10.10.1. To conslder the additions to RAB as presented in Table 33 towards
determination of aeronautical tariff for 2nd Control Period.

10.10.2. Based on the interim Order from the Hon'ble High Court of Delhi, the
Autharity proposes to include a capital expenditure of Rs. 92.62 crore on
account of assets for security-related infrastructure for consideration
towards RAB in the second Control Period. The Authority proposes 1o review
the same based on final outcome of the legal proceedings and the SOP /
Guidelines issued by the Central Government in this regard,

10.10.3. To true-up the projected additions to RAB (refer Table 33) based on actual
audited values of these additions over the second Control Perlod towards
determination of aeronautical tariff for the third Control Period

¢ Stakeholder Comments on Issues pertaining to Additions to Regulatory Asset Base
10.11. FiA commented on the Authority’s acceptance of DIAL projections, stating that
“DIAL’s projections accepted without Technicol Evaluation
82. It is submitted that the Authority is a sectorial regulator, The Authority
should nat come ot the conclusion based on the submissions made by DIAL

conducting any independent d a 43, Since, DIAL is controlling a public
Order No. 40/2015-16 '
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asset, the comments of the stokeholders, like the passengers, should be taken
inta account, prior to accepting DIAL's submissions and projections. It is further
submitted that pending the submissions of the stokeholders, the Authority
should consider the scenarie which Is beneficial to the consumers and the
stakehaolders. In view of the same, it Is submitted that the Authority ought not
to have accepled the following bosed an DIAL's profections:

(a) The Authority hos oeccepted DIAL's projections with respect to future
capital expenditure without conducting any technical evaluation.

(b} Lower troffic projections submitted by DIAL (provided in Table A of the
Consultation Paper) hos been accepted without conducting on independent
study. (As explgined in sub-heading 5)

fc) Non Aeronoutical Revenues projections occepted as is, an independent

technical valuation {s required:
X.2 (o) Future capital expenditure projections accepted, without any evaluation

83. The Authority has stated In paro 10.19 of the Consultotion Paper as
follows:

‘the estimation of cost proposed by DIAL for the copital works to be
undertaken during the 2™ Control Period should have been based on standard
methodology of estimation like CPWD scheduled rates for scheduled items and
market rates estimation for non-scheduled items os per the methodology
adopted In CPWD estimation and should have been subjected to stakeholder
consultation as per the provisions under OMDA. ",

The Authority has refteroted the some approach in cose of BIAL vig
Consultation

Paper No.05/2014-15, and per para 9.46 of Order No. 08/2014-15. However,
the Authority has aceepted DIAL's submission despite the known foct thot
nelther standard estimation methodology for estimating the copital
expenditure has been adopted gnd nor stakeholders have been consulted.

Instead, the Authority opted to. aduise LIAL to follow principles of CPWD
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methodology ond stakeholder consultation before execution of aforementioned
capital works, This depicts that very cosual approach which has been adopted
by the Authority In evaluating the future copitol expenditure. Also, DIAL's
submissions ore accepted os it Is without a detoiled study on technical ond
economic grounds by an Independent agency.

84, Future copital expenditure of DIAL pertains to:

fa) Maintenance capex (Rs.894 crores);

{b} Solar plant copex (Rs. 79 crores); and

(c) Security reloted copex (Rs-93 crores).

Maintenance capex primarily includes Alrside works and Terminal work. As Per
para 10.21 of the Consultatlon Poper, the Authority hos occepted DIAL's
submission regarding future capital expenditure. The additions as proposed by
DIAL are adjusted with inflation by the Authority and accordingly, total future
capital expenditure of Rs.1,068 crores has been considered Summary of capital
expenditure proposed” by the Authority for second control Period Reference
from Table 28 from CP 1612014-15

For the 2™ Control Period. It Is submitted that the Authority should scrutinize
incremental capex an technical and economit grounds before consldering It as
additions to RAB. Also, the additions proposed by DIAL should be benchmarked
as per methodology odopted in CPWD estimation.

85. Future capital expenditure Incudes IT related capex aggregating to Rs.100
crores, contract for which is aworded to JV Company which is incorporated by
DIAL with Wipro to provide IT services at IGI Alrport. Contrary to the Guidelines
which mokes stake holder consultation mandatory for o capex above Rs-50
crores, the Authority hos ollowed the DIAL lo dispense with the regulatory
requirement on the ground of break-up of costs of Rs-100 crores for IT capex’
(Ref. Paro 10.1 of the Consultotion Paper) provided by DIAL it seems that to
escope stokeholder involvement, qe‘ﬂ'ltfuns proposed by DIAL have been
artificially maintained at value J'Esﬂ:[ t,hnﬂp its as specified in the Guidelines.
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it Is submitted that the Authority must ensure the compliance with Airport
Guidelines rather than accepting DIAL's submission as Is. The Autharity should
evaoluate the actual requirement of IT assets and to ensure that the transaction
between DIAL and JVC is being carrled out on the basis of arm's length™

10.12. IATA has stated the following with respect to capital investments proposed by DIAL

“For efficlency and economics, It Is reasonable to expect the airport to manage
apron/taxiway/runway works os @ pockage rather than treat eoch
toxiway/apron areg/runway portion as individual small profects. it Is unclear
why the airport had split the works into individual small parts. What thot has
brought about Is these small individual projects costing lower than the copex
threshold required for the alrport to consult with users. IATA is of the view that
capex on taxiways, opron, runwoys etc. ore strategic decisions that impact the
girfines and therefore consultation needs to be held with the airlines. In the
case of the edditional capex items represented in Table 28, AERA should require
that these be subject to consultation with users before the investment s made
and If that is npot corried out, the copex should not be aliowed to be added to
RAB."

“The Authority should not just occept “octuals” on foce value during its true-up
exercise but should first ensure thot such assets hove been delivered in an
efficient monner ond thot the forecast investments have been delivered.”

10.13. MIAL has commented on the capital expenditure related to security, stating that

“EorRer Copitol expenditure reloted to security of the oirport were being
incurred from P51 {SC) occount and therefore not included as part of project
cost MoCA order doted 18.02.2014 has required the airport operator to reverse
/ reimburse bock the capex incurred towards security related requirements
from FY 2006 to the respective P5I-5C) accounts, this order has been challenged
before the Hon'ble High Court. in cose, it Is finally decided that such capex
cannot be met out of PSF (5C), it shall hove to be met through project cost
which shall result in increased tarfff. in case of such eventuality, the return to
the airport operotor for the capex incu
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should be determined separately since reimbursement of cost towards a
sovereign function cannot be maode subject to Annual Fees payable to AAL"
d DIAL's response to Stakeholder Comments on Additions to Regulatory Asset Base
10.14. DIAL's response to comments by 1ATA s as under,
"As per the project agreements, DIAL s required to undergo user consultation
only if the capital cost of the development is In excess of Rs. 100 Crores
In the 2nd contrel period, DIAL has projected for routine feustomory
/maintenance development. Each single development is less thon INR 100
crores and hence outside the purview of the user consultation, If the airport

was to do user consultotion for such and every minor development, It may not
be feasible to run the oirport In an efficient manner,

There Is an Inbuilt methodology of competitive bidding to ensure efficiency of
the amount spent at oirport. Inefficiently banefits none of the stokeholders.”
10.15. DIAL's response to comments by MIAL is as under,
“We agree to the stand of MIAL on aforesald subject. However we reserve our
right to make submission on this subject once o decision from court is received™
e DIAL's own comments on Issues pertaining Additions to Regulatory Asset Base
10.16. DIAL has commented on the use of CPWD rates for estimation of capex, stating that
“CPWD rotes cannot be made applicable to DIAL
As already submitted to Authority, such norms were not prescribed at time of
privatization of DIAL ond as such cannot be mondoted now. A detailed
response in this regard has olreody been submitted to authority In our
normative opproach vide our letter no. DIAL/2014-15/Regulotory/5897 dated
8th Dec, 2014 User Consultation required on single project of more than 100
crove. As olready submitted to Authority, in terms of the concession agreement,

there is no consultation required for the prosed capex of DIAL Enclosed is the
apinion taken from Amarchand Mangaldos on this subject.
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f Authority's Examination of Stakeholder Comments on Additions to Regulatory Asset

10.17. The Authority has carefully considered the comments from the stakeholders as well
as DIAL's comments and response to these stakeholder's comments regarding
Additions to Regulatory Asset for the secaond Contral Period in respect of the 1Gl
Airport, Delhi, The Authority’s examination and decisions in this regard have been

presented below.

10.18. The Authority has noted the comment from IATA that “For efficiency and economics,
it is reasonable to expect the airport to manage apron/taxiwoy/runway works as a
package rather thon treat each toxlway/opron area/runway portion as individual
small projects. It is unclear why the airport had split the works Into Individua! small

parts.”

10.19. The Authority has noted IATA's concern about consldering capital projects as a
package rather than individual small projects. However, the Authority notes that
DMAL is obligated to undertake stakeholder consultation on projected capital

expenditure as per the requirements stipulated under OMDA, Clause 8.4,1,

10.20. The Authority feels that DIAL should prepare an estimate prepared on standard rates
and exercise control over costs. Alse, the Authority suggests that the Director
representing AAl on the DIAL Board should be involved in planning and execution of

any major capltal expenditure/ alrport development plans.

10.21. As regards MIAL's comments, the Authority has already highlighted itg stand in Its
Caonsultation Paper No. 16 dated 28.01.2015 reproduced in para 3,14 to 3,16 above
with respect to the PSF (SC) capital expenditure. The Authority would take into
consideration, the order of the court in the matter and based on the final outcome
of the legal proceedings and the SOP / Guidelines Issued by the Central Government
in this regard may permit capital expenditure incurred by DIAL in the ARR building

blocks at a suitable time after taking into consideration the order of the court and

the provision already made In the first and second Control Period.
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10.22. In view of the above, the Authority continues to consider the additions to RAR, as
proposed by it in its Consultation Paper No 16/2014-15 towards determination of
aeronautical tariff for DIAL for the second Control Perlod. However, the Authority
has noted that the projected additions to RAB were adjusted for inflation, which was
considered at 6.6% In the Consultation Paper No 16/2014-15. Based on the latest
forecast from RBI, the inflation value has been projected to be 5.1% and accordingly
the following inflation-adjusted values of Additions to RAB has been considered by

the Authority;
Table 34 Summary of estimated capital expenditure considered by tha Authority @ indicaiive oo
for second Conirol Period
Yaar Capex [oncl. security | Solar Plant in INR PSF(SC)inINR | Total in INR crore
related) in INR crore crone crong
2014-15 136.77 0uo0 Ti33 209.10
2015-15 143.75 4157 553 19131
2016-17 151.08 36.19 513 151.40
2017-14 211.70 000 £13 21583
2018-18 12150 .00 435 ___IEE.BE
TOTAL BES.79 77.76 o182 1,08545
T
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Decision No. 8 Based on stakeholder comments and the analysis done by the
Authority in the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Additions to Regulatory Asset Base

8.3. The Authority decides to consider the additions to RAB as presented in Table
34 towards determination of aeronautical tariff for 2nd Control Period.

B.b.Based on the Interim Order from the Hon'ble High Court of Delhi, the
Authority decides to Include capital expenditure of Rs. 91.94 crore on account
of assets for securlty-related infrastructure for consideration towards RAB in
the second Control Period. The Authorlty decides to review the same based
on final outcome of the legal proceedings of the appeal by DIAL in this regard
and the SOP [ Guidelines issued by the Central Government in this regard.

8.c. The Authority decides to true-up the projected additions to RAB (refer Table
34 and Table 37) based on actual audited values of these additions over the
second Control Period towards determination of aeronautical tariff for the
third Control Period
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11. Regulatory Asset Base for Second Control Period

a Authority’s examination of DIAL Submission on Regulatory Asset Base

11.1. The Authaority noted DIAL's projection of regulatory asset base for the second
Control Period from its revised Tariff Model dated 23.07.2014 to be as below:

Tabla 35; RAB computed by DAL for the second Control Perlod a5 par Tarll Modal [23.07.2014)

| SMo | INRin crore ' 200415 01516 | 201617 | 200718 | 20819
Opening RAR E 54317 | 7,713.05 | 7.088.01 | 6, 528.65 5,989.05

| Addltions to Aero Assets In the period | 10485 | 20257 | 199.04 ]_ 217,14 | 24119 |

| Depreciation for the period 934.67 | BZ7Bl | 75635 | 75678 | 67166 |

Closing RAB(A+B-C) | 7,713.05 | 7.088.01 | 652869 | 5,980.06 | 555,59 !

11.2,

The Authority computed the RAB for the semnd Control Period based on opening

RAB of Rs. 7.168.65 crore (including Hypothetical RAB of Rs. 365.52 crore) for

FY2014-15 as per Table 12. Thus, the Autherity proposes to consider RAB for the

second Control Period as below:

Table 36: RAD and Return on RABR considered by Authority considarad for the sacond Controd Period

In Consultation Paper Na, 16/2018-15

| IR crore [201415  [201526 200617 [2007-18 [ 201818
Dn_unfns RAB(without HMEJ 680313 5331 :r§_ | B075.9 58 5757, EEI | 5445626

| Investment / Additions ! 89.83 173.19 168.39 181.78 159.89

| DEIul:h:ln.-' Disallowance E.I:Elﬂ aﬂﬂ ' IIH:IIZI I .I:I.':'J‘.'I IJ-DEI

| Depreciation & Amortizafion | soa21 | 4gig6 | 48677 |  403ii| 49837

| Assets funded out of DF 000 | 0.00 0.00 | 0eo| 000 .

| Closing RAB G3B4.75 | 607598 | 575760 | 544626 5147, ?&
Opening HAB E 36552 | 33692 | 31021  2m37E| 25753

. - additions to HRAB 0.00 0.00 0.00 0.00 0.00

 Depreciation onWRAB | 2861 | 2671 2644 | 2625 | 2596 |

! Clasing HRAR 136,92 310.21 283,78 | 257,53 231,57 |

| |

' Opening Regulatory Asset Base 715865 672167 638519 | 604133 5703,79
G g ooy ek e 672167 | 636619 | 604138 | §70379 | 537935

!_-_‘-ii‘-‘f_HEE RAB £945.16 | 6553.93 6213.78 | 587259 | 554157

WAL 9.89% |  5.99% | 9.99% 9.99% 9.99%
ol idrd 693.55 | 65448  €305) | 98644 |  553.39 |
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11.3. Regarding Regulatory Asset Base to be considered for second Control Period, based
on the material before it and Its analysis, the Autharlty proposed
11.3.1. To consider the Regulatory Asset Base and Return on RAB as per Table 36 of
the Consultation Paper No 16/2014-15 dated 28.01.2015 for the purpose of
determination of aeronautical tariff for second Contral Periad.
11.3.2. To true-up the Regulatory Asset Base and Return on RAB for second Control
Period at the time of determination of aeronautical tariff for third Control
Period based on actual additions to RAB and actual depreciation during the
second Control Period
b Stakeholder Comments on Issues pertaining to Regulatory Asset Base (RAB)
11.4. IATA commented as below:
“It Is unclear how the Authority had arrived at the "investment/additions”
figures provided In Table 32. it would be oppreclated If the Authority could

provide the reconciliation between these figures ond the ones provided in Toble
287

“Any true-up would need to consider whether the copital Investment was
delivered efficiently, ond not just taking the octuals on face value. We urge the
Authority to make it explicit in its final determinotion thot actuals will be used
only if investments haove been delivered efficiently.”

¢ DIAL's response to Stakeholder Comments on Regulatory Asset Base (RAB)

11.5. DIAL's has not respended to the comments from IATA on the matter.

d DIAL's own comments on Issues pertaining Regulatory Asset Base (RAB)

11.6. DIAL's comments on the issue of RAB and associated aspects have been captured in

previous chapters and there are no additional comim Ent_s to be presented here,
¢  Authority’s Examination of Stakeholder Comments on Regulatory Asset Base (RAB)
11.7. The Authority has carefully considered the comments from the stakeholders
regarding Additions to Regulatory Asset for the second Control Period in respect of
the IGI Airport, Delhi. The Authority's exafination and decisions in this regard have

been presented below,
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11.8. The Authority has noted IATA's comments In the matter. The Authority would like to
elarify that Table 28 of the Consultation Paper No 16/2014-15 presents the capital
expenditure projected by DIAL and considered by the Authority for respective years
of the second Cantrol Period and Table 32 of the Consultation Paper No. 16/2014-15
presents the Additions to RAB for respective years {which are the capitalizations for
respective years), This is based on the capitalization schedule as submitted by DIAL
to the Authority for the second Control Period.

119, In line with its analysis of various comments from stakeholders including DIAL
présented above as well as in previous chapters, the Autharity has considered the
following value towards RAB for the second Control Period:

Tahle 37 RAK and Raturn on RAE consldered by Autharity to be constdered Tor the second Control

Period
INR crore (201415 | 201516 [ 200617 [ 201748 | 201819
 Opening RAB | emaz 6343.45 g032sE 5708, ]"-l 5391.48 |
| Additions to RAB for the Year® | g5 | 17265 | 16548 17602 _ 190,88 |
 Additions to RAB carried over r
from RABR True up [Carry aver |
RAB) e I |
_Depreciation & Amurtltauun E10.07 48361 48834 .ugg_;_g'_' 459,08
F'IEEEE fUI'fl:I-Ef.l ﬂ-'l-ltﬂfﬂF ._|;|£|.:|._-_ _|:|_|:|,|.1 [ _ T_E:}_ ] 0.00
ﬂ'““"ﬂ RAB | E3s3.43 503253 |  5709.74 539148 508328
| Opening Hypothetical AssetBase | 35738 | 32814 300.85 | 27387 247.08
_ Additions ta Hypo Aszet Base .00 000 .0 | .00 0,00
Depraciation on Hypd FIAB P MR T 2728 1699 16,75 2648
Lloging Hypo Asset Base | whpsae 300.86 |  273.87 i_ 247,08 220.60
UE'-E-IIEE_HE_ELI_IEIEGW fggel Base Ly
Ll e JinAl ) 667163 | 636339 598361 |  5638.56
_Olosing Regulatary Asset Base BE71.63 | 633339 528361 SE3BSE | 530388
Lo il ot | eeeae2|  es02sL| 615850 | SE1108 | 547122 |
Cpaning Hegulatur!.r.-;.a.s;tﬁaﬁe il i
with Carry over RAB | T B671.53 6333.33 S983.61 | 563856
| Closing Regulatory Asset Base | BATLER £333.39 5583.61 S638.56 | 530388
| Average RAB | 6896.2) 650251 | BLSESO SH11.08 5471.22 |
L | _ | |
WACC | s oor | mame|  setw | mam
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INR crore. | 2014-15 ‘!ﬂiﬁ-iﬁ | 200617 | 201728 |[201819 |
Retura o RAS: | emar|  smod|  euys| s3] sesas |

| ®Includes capitabization of A5 15.18 crores not Included in FY2013-14 énd cerrigd ovar to FYa014-15 a3
| per para 6.99 above

Decision No. 9 Based on stakeholder comments and the analysis done by the
Authority in the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order,
the following regarding the Regulatory Asset Base for the Second Control Perlod

9.a. The Authority decides to consider the Regulatory Asset Base and Return on
RAB as per Table 37 for the purpose of determination of aeronautical tariff
for second Control Period.

9.b.To true-up the Regulatory Asset Base and Return on RAB for second Control
Period at the time of determination of aeronautical tariff for third Control
Period based on actual additions to RAB and actual depreclation during the
second Control Perlod as per actual date of capitalization of the assets.

9.c. The Authority decides to adjust the balance amount of DF of Rs. 173.98 crore
from the RAB of DIAL when the “New ATC block” is capitalized by DIAL In its

books.
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12. Costof Debt

a DIAL Submission on Cost of Debt

12,1. As per DIAL's submission on 23.07.2014 the outstanding debt as of 31st March 2014
included Rs. 2,979.56 crores of Rupee Term Loan (RTL) and Rs. 2,443.14 crores (USD
403.89 milllon} of External Commerclal Borrowing (ECB), The welghted average cost
of Rupee Term Loan and for the ECB was provided at 11.38% and 7.10% respectively.

12.2. DIAL had alse submitted the welghted average cost of debt of the ECB for FY2014-15
to FY2018-19, at half yearly intervals. The weighted average Interest ranges between
7.02% and 7.78% and these rates have been considered for the purpose of
calculating WACC,

b Authority’s Examination of DIAL Submissions on Cost of Debt
12.3. The Authority had carefully examined DIAL submission with respect to cost of debt.

12.4. The Authority had noted DIAL's revised submission on the value of outstanding RTL
and ECB, prepayment of RTL, Increase in ECB to pay the pre-pay the RTL and on
account of forelgn, Repayment of RTL and ECB, and welghted average cost of debt of
RTL and ECB respectively, In the first Control Period.

12.5. The Authority had sought auditor’s certificates certifying @ach of the above
submissions as well as sought clarification on mismatch of the ECB raised for funding
pre-payment of the RTL. The Authority was in receipt of auditor's certificates on:

12.5.1. The above information for each of the years in the first Control Period

12.5.2. The debt repayment schedule for the RTL and ECB during the second Control
Period

12.5.3. The interest rates on ECB loans from all banks from which DIAL has
berrowed, for the period 1% April 2014 to 31 March 2021,

12.6. For the RTL, the Authority had noted that DIAL had forecast a 25 basis paint per
annum increase in the nominal interest rate during the second Control Period. After
careful examination, the Authority concluded that as market views indicate that RBI

can be expected to continue to cutinterast rates during the second Control Period in

order to boost economic growth In thé._cd'ﬂ try, DIAL's forecast Is not justified.

L
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However, the Autharlty proposed to consider providing a true-up of the cost of debt,
with a celling of 50 basis points on the increment in the cost of debt over the second
Control Period. That Is if the weighted average cost of RTL debt over the period
works out to be greater than the current level of 11.28%, it will be trued up at the

time of the tariff determination for the third control period up to 11.88%.

12.7. The Authority computed the weight average of the cost of debt over the second
Control Period as below:

Table 38: Cast of Debt as congiderad hy tha Authority for secnnd Contegl Perind in Consultation
Paper Mo, 16/2014-15

201516 | 201647 | 201718 | 201819
 789m | 7% TOT% | 1.74%
11.36% | 113 | 1138x | 1138%

10.01% | 10, anﬂ 10.44% | 10.55% |

[ Interest rates durlng the period, % T 101#15
| Externgl commerclal borrowings * 7.08%
| Rupee term faan 11.38% |

Welghtad Ayeraga Cust aof Dabt*® _I 8.78%
~ based on respecthig wtsundln.u: debt

12.8. Further, based on its declsion in the Delhl Tariff Order No. 3/2012-13, the Authority

had proposed not to consider forelgn exchange fluctuation and therefore the

reinstatement of ECB on this account to the tune of Rs. 210.82 crore in FY2013-14
was not considered,

12.9. In view of the above, the Authority had proposed to consider outstanding RTL and
ECB balance, based an the auditor’s certificates, repayment and interast payment
schedules for the second Control Period as below:

Tabie 3% Dutstanding Batence of ECB and Rupos Tarm Loans considerad by the Authorlty for
FYl013-14 to FY201E-19 In Consultation Paper Mo, 16f2014-15

INR crores. | 1'[!13 1_ﬂ_] Z'Dl-l-:lj B _IE:IE-E |_1’BTE-1'.F_: !ﬂ-i'f-lﬂ_!ﬂ'lﬁ-l? |
| External commercial hn-fruwlnl;.. INR crores |
- Opening balance :; | 1,552.00 | 1.964.70 | 1,753.76 LEE_H_EE 1,301, ‘.’ri- 1,051.01 |

HPRk Akt fet R 50250 | 000 000 000 000| 000
| Prepayment duringthepedod | © 7 | 77 | =Ygt e e

Intrease in Hzbllities {Exchange :
| I'Blvrl..l'tﬂtﬂr'nﬂﬂt_]_ ) 0.00 0.00 . ﬂl.ﬂ_ﬂ_ ED | EE_ 0,00 !

: |
| oo oment AN | j170.79) | (21094) | (21492) | (23691 | (25091} | 24285)
| Pl el S ] e i e .
| Closing balance 1,964.70 | 1,753.76  1538.84 | 1,30193 | 1,051.01 | 808.06 |
k Hupee_tmﬂ loan, INR crores _

Opening balance | 3.650.00 | 2,979.56 | 2855.08 | 2,930.50 | 2,850.23 | 2,637.17
| Debt prepayment duringthe | " [ ' ‘
|_parled | {8ds.53) l —AEN, - | e X
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| INRcrores 2013-14 | 2014-15 | 2015-6 r 2016-17 _ 2017-18 | 2018-19 |
| Debt drawdown during the I | I

period 0.00 | 0,00 0.00 | 0.00 0.00 0.00 |
| Dbt rapayment during the |
| period {64.84) | (24.48] | {(24.48] | [BO.36} | (213.06) A (296.B8] |
| Dlasing balance 2,979.56 | 2,855.08 | 2,930.59 | 2.850.23 | 2,637.17 | 2,340.30 |

t Stakeholder Comments on Issues pertaining to Cost of Debt

12,10.

12.11.

12,12.

12.13.

Subsequent to the Stakeholder Consultation process, the Authority has received
comments [ views from various stakeholders including 1ATA, VistaRa, APAD, CII,
MIAL, Air India etc. in response to the material and the tentative proposals
presented by the Authorlty with respect to varlous elements of determination of
aeronautical tarlff in its Consultation Paper No 16/2014-15 dated 28.01.2015,
Comments with respect to cost of debt are presented below.
On the lssue of consideration of true-up in cost of ATL in the third Control Period
subject to 50bps ceiling, the IATA stated that it does not support this approach as it
unjustly increases the interest rates on existing loans in the absence of sufficlent
market signals that would indicate rising interest rates in the near future. It further
stated:
“..The recent rate cut {on 4 March 2015) by the Indian central bank of 25bp
{which is already the second cut in 2015) had in foct demonstrated o downward
trend in interest rates. In light of these developments and in the absence of any
strong market signals for a future rate rise, 1ATA 5 of the opinian that no bp
increase should be allowed in the nominal interest rote going forward on Rupee
loans.”
FiA stated the contradictory declining trend in theé Interest rates as well and
commented against allowance of a ceiling/headroom in Interast rates. It further
opined that RBI projections for Interest rate for next 5 years should be considered
for the Interest rate projections,

On this issue ADC too pointed out to the declining trend in interest rates however

i

stating in favour of a true-up, that:
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“DiAL has proposed an increase of 25 basls points {bp) per annum in the normal
interest rate going forward on rupee loans, It is submitted that the indicatars of
ecanomy indicate a down-fall in interest rates and to adhoc and the authority is
not justified in viewlng o hardening of the interest rates. The interest increase if
any, to be proposed should be based on the historical data and any truing up
both downward and upword should be done in the subsequent control
peru'uds,';’
12.14. Regarding the reinstatement of ECB loan on account of foreign exchange fluctuation,
the Cll commented that:

“As g result of ovailing the ECB facility, DIAL has been able to reduce down the
interest cost on borrowed funds. The associoted benefit of lower borrowing
cost gets disseminated uitimately to passengers. However in all ECB facilities

there is on associoted risk of Forex fluctuations of omount borrowed.

AERA is taoking the benefit of lower cost of ECB but not allowing the
Forex fluctuotions associated with it. This contradiction in the treaotment has
resuited (n the substantial fall in the RAB and reduced the return on RAB for
EMAL.  This is impacting viability of DIAL and sending wrong signol to investing
cammunity.

12.15. Additionally, Cll requested that ECB borrowing is necessary to ensura that in future
also airports borrow at lower cost to passenger and that this is also needed to
ensure viability of DIAL and lower charges to passengers.

12.16. FICCI too highlighted similar concerns, stating that:

"AERA has proposed to disallow the forex fluctuation. It results In the
disallowance of Forex lpsses from the Net Asset Block resulting in lower RAB
and lower return on RAB under building block. This means actual amount af
ECB being repaid is not allowed to be recovered. The regulator should provide
level playing field to all the stokeholders.”

12.17. ACI too responded on the matter of consideration of foreign exchange fluctuations in

the ECB. In its view as the lower cost of debt (due to ECB) is beneficial to passengers
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and leads to lower charges, the related risk of foreign currency decline should

therefore also be allowed. The ACI added that,

"AERA should ensure consistent treatment aof cost and the associated benefits
af relgted items. In the event that foreign exchange fluctuation s not alfowed
an borrowing, the same principle should be opplied to User Development Fee
receipts and Duty free receipts whereby the resultant gains thereaf should be

taken aut of the regulatory consideration.”

12.18. APAQ provided a detailed view on the matter, citing several reasons for allowing
foreign exchange fluctuations as a cost pass through. These are reproduced below,
"APAC submits that the Authority should allow the foreign exchange fluctuations as
a pass through cost in its determination of teriff for peronauticol services on account
of the following reasons: j] By resorting to the cheaper source of finance i.e. Externaol
Commercial Borrowing, DIAL has passed on the benefit to the airines and
passengers a3 a result of lower cost of debt. But foreign currency depreciation, which
is an éxternal foctor beyond the control of the company, has resulted in the increase
in the octua! cash outflow from the books of the company. i) The externol
commerclal borrowing focllity was avalled by DIAL before the AERA come into
existence. AERA may note that altering the copital structure Is o very cumbersome
exercise. fif) APAQ highlights that the capital asset created from the funds sourced via
fareign currency loan is subject to depreciation year on year. Onthe other hond,
fareign curréncy depreciation results in actual increase in the liahilities. ICAl provides

the resolution to this under Chapter 464 of AS -11 which provides:

“In respect of accounting periods commencing on or after the 1st April, 2011,
for an enterprise which had earlier exercised the option under paragraph 46
and gt the oplian of any other enterprise (such option to be irrevocable and to
be applied to all such foreign currency monetary ftems), the exchange
differences arising on reporting of long term foreign currency monetary items
ot rotes different from those at which they were initially recorded during the
period, or reparted in previous finaneiol statements, in so for as they relate to

the acquisition af o depreclable capital asset, can be added to or deducted from
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the cost of the asset ond shall be depreciated over the balance life of the

asset...”

This treatment was further volidated by Ministry of Corporate Affairs by a

notification in 2012,

12.19. APAC further highlighted the risk non-conslderatlon of forex fluctuation of ECB
might pose:

“APAQ would like to highlight that DIAL's intent to avall Forelgn Currency Loan
was to reduce the burden on the passenger. But as a result of external factors,
it has resuited /nto actual loss to the compony. As a matter of fair treatment,
any associgted goin or loss should be transferred to the passengers. Non-
consideration of the same may result into a situation where existing ond futlre
private airports would not subscribe to cheaper source of finance and instead
use Rupee Term Loan which is much more expensive source of finance. *

12.20. Further APAO has emphasised on the consideration of foreign exchange fluctuation

with respect to expenses and revenues as below,

"APAD will aiso like to highlight that DIAL has not taken out costly exchange
hedges as It has relled upon natural hedge derived from Its own forelgn
exchange revenues, This Is in line with international best proctices and also
helps to reduce the cost of hedging that would have otherwise been allowed fo
pass through to determine aero charges. However AERA hos disallowed the
Forex fluctuation related to foreign exchange borrowing but on the other hand
the gains being made by DIAL due to foreign exchange fluctuation like that of
higher UDF revenue, higher revenue of duty free due to Forex fluctuation are
being considered as part of tariff determination. This puts DIAL in a double
feapardy and is totally unfair as the add!, cost associoted with Forex fluctuation
are being burdened on DIAL whereos the natural hedge are being taken away.

it is these kinds of irrational decisians that aggravate the viability of DIAL, ©

12.21. FIA commented the matter as well suggesting consideration of interest risk

associated with the ECB as below,
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“As ECB is based on fareign currency, ECB loans are mare prone to interest rate
risk, which Is currently based upen rates (Margin + IRS | as per ECB focility
agreement (per para 12.3) provided by DIAL, It Is submitted thot the Autharity
may consider implementing interest rate celling in case of ECB considering the
current economic scenarios. Further, the Authorlty moy consider Interest rates
on ECB loans to other infrastructure companies like telecom ond power
companies to ahalyze the cost of debt with respect to ECB."

d DIAL's response to Stakeholder Comments on Issues pertaining to Cost of Debt

12.22. Subsequent to the receipt of comments from the Stakeholders on the Consultation

Paper No 16/2014-15 dated 28.01.2015, the Authority forwarded these comments to
DIAL seeking its response to these comments. DIAL has provided responses to the
Stakeholders' comments, which are presented below:
12,23, In response to [ATA's and ADC's comments with respect to cost of RTL debt DIAL
stated as under,
“Eraglon In net warth and resultant increase in borrowing cost
The current tarlff will erode net worth of company and it will become difficult
to raise debt for DIAL. This is likely ta result in lorge increase in borrowing cost.
This aspect need to be considered by autharity. Its’ earnestly regquested to
1 allow o 25 BR increase YPY as filed
2 Remove the upper cap in debt cost as the borrowings are mainly from
nationolized banks and market forces will dictate the terms.”

12.24. In response to ClI's comments with respect to cost of debt DIAL stated as under,
“We agree to the aforesald request of Cil. Authority has not ollowed Forex
fluctuation as part of RAB. The current stand of Authority for not including the
Forex fluctuation a part of RAB is not justified. Foreign Currency borrowing is o
part of the endeavour of DIAL to keep the chaorges low for possengers. The
current stand of Authority means that alrports will be forced to borrow at o

higher cost in rupee terms.
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The sourcing of funds at a lower rote in foreign exchange is for the benefit to
the passenger/ other stakeholders by way of o lower WACC. However, this
means of funding o6lso carries the inherent risk of foreign exchange
fluctuations. Toking the benefit of a lower Interest rate but not allowing the
resultant Forex fiuctuation goes against the principles of notural fustice.

The fluctuation need to be incorporated s part of RAB because of following
regsons:

1 The level of Forex borrowing (s at normal levels:

The level of borrowing s ot level generoily accepted to be normal in the
industry.

2 This borrowing was avalled before the Authority’s current stand was
finalized. :

The borrowing structure cannot be amended now. However, this can at best be
@ gulding princlple for future.

in arder to leverage an efficient financing structure and for reduction in interest
cast, airport operators take foreign currency loans to part fund the prafect cost,
the same is applicable for DAL

The Company has not retained the benefits of cheaper borrowing cost and (§
possed on to the passenger In the form of lower WACC. If the Company had
taken Domestic Loan Instead of the ECB equivalent amount, the outflows of
cash towards interest costs would have been much more

Also, it should be noted thot the loss of Forex fluctuation on interest payments
& principal repayments is real in nature and not a notional loss. DIAL has taken
the hit of the Forex fluctuotions owing to interest and repayments servicing the
ECA loan. This loss is not included in the computatians of WACC.

Therefore, it Is requested to ollow the Loss on Impact of Forex Fluctuations by

Inclusion of same in RAB
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Apart from above on one hand outhority is not allowing loss due to foreign
exchange fluctuation from ECB, on the contrary not allowing DIAL to keep the

foreign exchange fluctuation benefit of LDF.

We will also like to highlight that we have not toxen out costly exchonge
hedges as it has relied upon natural hedge derived from its own foreign
exchonge revenues. This (s n line with international best proctices and also
helps ta reduce the cost of hedging that would have otherwise been ollowed to
pass through to determine gero charges. However AERA has disallowed the
Forex fluctuation related to forelgn exchange borrowing but on the other hand
the gains belng made by DIAL due to foreign exchange fluctuation like that of
higher UDF revenue, higher revenue of duly free due to Forex fluctuation ore
being considered as port of tariff determination. This puts DIAL In a double
Jeacpardy and Is totally unfair as the edditional cost ossocioted with Forex
fluctuation are being burdened on DIAL whereas the notural hedge (s being
token away. These sorts of irrational decisions have aggrovated the doubt owver
the viahility of DIAL."

12.25. In response to ACl's comments with respect to cost of debt DIAL stated as under,

*Authority hos not allowed Forex Fluctuation as part of RAB. The current stond
of Autharity for not Including the Forex fluctuation a part of RAB Is not justified,
Fareign Currency borrowing is @ part of the endeavor of DIAL to keep the
charges low for passengers. The current stand of Authority means that airports
will be forced to borrow at a higher cost in rupee terms.”

12.26. In response to APAD's comments with respect to cost of debt DIAL stated as under,
“The current stand of Authority of riot Including the Forex fluctuation o part of
RAB is not fustified. This I port of the endeavor of DIAL to keep the charges low
for passengers. The current stand of Authority means that airports will be
forced to barrow at a higher cost in rupee terms.

The sourcing of funds at o lower rate in foreign exchange is [or the benefit to

the possenger / other stakeholders by way of a lower WACC. However this
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means of funding also carries the inherent risk of foreign exchonge
fluctuations. Taking the benefit of o lower interest rate but not allowing the

resultant Forex fiuctuation goes against the principles of natural justice.

The fluctuation need to be incorporated aos part of RAB because of following
regsons;

1. The level of Forex borrowing is not excessive. The level of harrowing |5 at the
level generally occepted to be normal in the Industry.

2, The Torget Revenue should cover the octual debt repoyment in INR af
Foreign currency denominated loans af DIAL,

In order to leverage an efficlent financing structure and for reduction in interest
cost, alrport operators take foreign currency loons ro port fund the project cost,
the same {5 applicable far DIAL.

The Company has not retained the benefits of cheoper borrowing cost and s
passed on to the passenger in the form of lower WACC. If the Company had
taken domestic loan instead of the ECB equivalent amount, the outflows of
cash towards interest costs would hove been much more.

Alsa, it should be noted that the loss of Forex fluctuation on Interest payments
& principal repayments is real in nature arid rot a notionol toss. DIAL has taken
the hit of the Forex fluctuations awing ta Interest and repayments servicing the

ECB lpan. This loss is not included in the computations of WACC,

We will also like to highlight thot DIAL has not taken out costly exchonge
hedges as it has relied upon natural hedge derived from its own foreign
exchange revenues. This is in line with international best proctices and also
helps to reduce the cost of hedging that would have otherwise been allowed to
pass through to determine Gero charges. However AERA has disallowed the
Forex fluctuation related to forelgn exchange borrowing but on the other hand

the gains being mode by DIAL due to foreign exchange fluctuation like that of

higher UDF revenue, higher revenue of duty free due to Forex fluctuation are
being considered as part of tariff _a'g_n_a'_rm;r’rmﬂﬂn. This puts DIAL in @ double
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Jjeopardy and s totally unfalr as the addl, cost associated with Forex fluctuation
agre belng burdened on DIAL whereas the notural hedge are being token away.

These Irrational declsions will aggravate the doubt over the viability of DIAL

Therefore, it Is requested to allow the Loss on impoct of Forex Fluctuations by

inclusion of same in RABY
12.27. In response to FICCH's comments with respect to cost of debt DIAL stated as under,

“The current stand of Autharity of not including the Forex fluctuation as port af
RAB is nat justified. This is part of the endeavor of DIAL to keep the chorges low
for passengers. The current stand of Authority means that alrports will be
farced to borrow at o higher cost in rupee terms. The sourcing of funds at a
lawer rate in foreign exchange is for the benefit to the passenger/ other
stakeholders by way of o lower WACC. However this means of funding also
carries the inherent risk of forelgn exchange fluctuations. Taking the benefit of
o lower Interest rate but not allowing the resultont Forex fiuctuation goes

ogainst the principles of natural justice.

The fluctuation need to be incorporoted os port of RAB becouse of following
Feasamns;

1. The level of Forex borrowing is not excessive. The level of borrowing is at the
teve! generally accepted to be normal in the industry.

2. The Target Revenue should cover the octunl debt repayment in INR of
Faoreign currency denominated loans of DiAL.

In order to leverage an efficient financing structure and for reduction in interest
cost, alrport operators take foreign currency loans to part fund the project cost,
the some is applicable for DIAL. The Company has not retained the benefits of
cheaper borrowing cost ond is passed on to the possenger in the form of lower
WACC. If the Company had token Domestic Loan instead of the ECB equivalent
amount, the outflows of cash towards interest costs would have Been much

Mare.
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Also, It should be noted thot the loss of Forex fluctuation on (nterest payments
principal repayments is real in noture and not o notional lass. DAL has taken
the hit of the Forex fluctuations owing to interest and repayments servicing the

ECB laan. This loss is not included in the computations aof WACC.

We will also like to highlight that DIAL has not taken out costly exchange
hedges as it hos relled upon notural hedge derived from its own foreign
exchange revenues. This {s /n line with International best proctices ond also
helps to reduce the cost of hedging that would hove otherwise been allowed 1o
pass through to determine cera charges. However AERA has disallowed the
Forex fluctuation reloted to foreign exchonge borrowing but on the other hand
the gains belng made by DIAL due to foreign exchange fluctuation like that of
higher UDF revenue, higher revenue af duty free due to Forex fluctuation are
belng considered os part of tariff determination. This puts DIAL In o double
Jecpardy and is tatally unfair as the odadl. cast ossociated with Forex fluctuation
gre being burdened on DIAL whereas the natura! hedge ore being taken away.

These irrationa! decisions will aggravate the daubt over the viability af DIAL

Therefore, it Is requested to ollow the Loss on Impact of Forex Fluctuations by
inclusion of same In RAB.™
12.28. DIAL's response to IATA regarding inclusion of foreign exchange fluctuations In the
debt is as under and it has also provided same explanation as that to other
stakeholders highlighted above.
“Forex Fluctuation need to be allowed as part of RAB It s earnestly requested
that the fluctuation need to be Incorparoted os port of RAB becouse of the
following reasons:
@) The level of forex barrowing is not excessive. The level of borrowing Is at the
level generally accepted to be normal In the industry.
b} The Target Revenue should cover the octuo! debt repayment In INR of
Foreign currency denominated loans of DIAL. In order to leverage an efficient

financing structure and for reduction in interest cost, girport operators take

S ———
-
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foreign currency loans to part fund the project cost, the same s applicable for
oaL.”

e DIAL's own comments on Issues pertaining to Cost of Debt
12.29. With respect to the cap on interest rate of RTL, DIAL has submitted that,

“Erosion fn net warth and resultant increase in borrowing cost. The current
tariff will erode net worth of company and it will become difficult to raise debt
for DIAL. This is likely to result in large Increase in borrowing cost. This aspect

need to be considered by authority. Its earnestly requested to
1 ollowa 25 BP incregse YPY as flled

2  Remove the upper cap In debt cost as the borrowings are mainly from
nationalized banks and market forces will dictate the rerms.”
12.30. On the matter of the consideration of foreign exchange fluctuations on account of
the ECB loan, DIAL commented that it should be allowed. An extract of lts comments

has been reproduced below,

“...the borrowing in foreign exchonge was to ensure lower cost of borrowing to
enable lower charges at airport. The entire benefit of lower cost is passed on to
possengers. DIAL relies an natural hedge from Forex revenue rather than taking
out costly Forex hedges. By disallowing Forex fluctuation and folding in Forex
revenue, AERA Is treating the lisue unfalrly and putting DIAL to double
Jeopardy. This decision to borrow In foreign exchonge was taken prior to
constitution of AERA. As such the above odiustment should not be done.”

f  Authority’s Examination of Stakeholder Comments on lssues pertaining to Cost of
Debt

12.31. The Authority has carefully considerad the comments from Cll, ACl, APAQ, |ATA,
FICCI and FlA as well as DIAl's comments and response to these stakeholder's
comments regarding cost of debt for the second Control Period in respect of the (Gl
Alrport, Delhi, The Authority’s examination and decisions in this regard have been

presented below.

e

,
Y
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12.32. Regarding comments on the interest rate forecast for the RTL, the Authority has
noted that the consensus opinion among the stakeholders Is that the maonetary
polley has a loosening stance at present. Although the Authority acknowledges that
RBI has been decreasing policy interest rates in the past several months, the
Authority has provided a headroom to the extent of an additional 50 bps in the cost
of debt, to the airport operator in case there is a reversal in the trend over the five
year span of the 2nd Control Period. The Authority clarifies that such an increase in
the interest rates has not been incorporated in the tariff for the second Control
Period. At present, the interest rates have been considered as per actual interest
rate or debt schedule provided by DIAL that has been certified by its auditors. In case
the interast rate rises, a true-up will be provided to the extent of 50 bps at the time
of tariff determination for the third Contral Perled upon recelpt of auditor's
certificates and other documentary evidence submitted by DIAL.

12.33. The Authority had sought the hedging policy from DIAL. The Authority s in recelpt of
the following responses from DIAL in this regard,

"Detoils regarding OIAL's hedging policy with respect to:

Interest rote fluctuations for each year over the first control period

DIAL's Response: interest rate fluctuations for each year over the first contral
period

The general market practice on interest to be charged on Extéernal Commercial
Borrowing (ECB Loan) is aggregotion of Sik Months LIBOR (London [nterbank
rate] and Margin ogreed with concerned ECB Lender. Once disbursed, the loons
are fixed to de-risk the borrower from interest volatifity. As a practice the ECB
lean documents put a condition for taking out IRS.

DiAL has entered into IRS agreement in order to hedge the rate of LIBOR on the
ECB Loan. DIAL has taken out IRS for varlous USD loéns to swap the LIBOR lo
fixed rate based on which the cost of debt has been incorporated in WACC
calculations. This protects DiAL from interest rate fluctuation, Interest Rate

Swap (IR} was also o condition of lenders. Under this arrangement, service

o,
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providers (normally bankers) takes over the lability / risk of fluctuation in
LIBOR, by way of hedging, over o period of time ogainst flxed amount of LIBOR
to be paid over sald duration.

Currency fluctuations on Interest and princips! amaounts for each year over the
first cantrol period

DfAL relies wpon naturgl hedge derived from its own foreign exchange
revenues. This is in line with internaotional best proctices ond alsa helps to
reduce the cost of hedging thot would hove otherwise been ollowed to poss
through to determine oero charges and put additional burden on passengers
and agirfines.

Hawever, Authority has disollowed the Forex fluctuation reloted to foreign
exchange borrowing but the occrual to DIAL due to foreign exchange
fluctuation i.e. higher UDF revenue, higher revenue of duty free due to Forex
fluctuation are being considered as part of torlff determination. This puts DIAL
in a double jeopardy as the additional cost assoclated with Forex fluctuation

are being burdened on DIAL whereas the notural hedge is being taken oway.

DHAL has te pay Interest and principal payment on ECB Loans on haolf yearly
basis whereas revenues from concessionaires and airlines in USD/USD
equivalent INR ore being received on continuous basis. To owvoid currency
fluctuations during Intervening period between recelpt af USD revenues and
due date for payment ogainst ECB Loans, DIAL enters into hedging agreements
in the form af Currency Forward transoctions whereby DIAL buys Curréncy
Forwards coinciding with due date of ECB Loan payments simultaneously with

sale transaction of USD revenue receipts. *

12.34. DiAL has submitted the details as per the table below:

o

FY2005-10 FYagIe-11 FY2011-12 Fraola-13 FYag13-14
350 111 10011 10011 100,11 35 100.11
ECH Loan s 5 350 mn s 350 b 50 A Ea e
Princlpal
repayrent an . - 4518
ECE lnen - - - - - IB7.58 | 42.65
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Princigal
repayrnent an
ECH foen withaut 2 - ao.gn

5 - - - - 139.28 | 40.53
adjustment®

nterest pald o
£C8 Ioan

{imciuding 151 51
I i A rr - 12647 | - 13563 | - - 150.08 | 14.41

Swap payment]

Inferesf paid on
ECH loan
{inchnding
inlerest Rote 124.85

Swcs hmesn. | 2= 12482 | - 12548 | - - 204 | 13.68
without Farex

i menet

*® - iie of the oviging daflar borrcsving fate of 4545 for 350 mn ECB Loan and 59,18 for 30011 ma ECA foma

fmpact o cogh 15,14
Ll f.0gl | - L.60 - 1014 - ; - 8534 | 284

! 13557

(i

12.35. Regarding FIA's comment on capping ECB interest rate, the Authority would like to
point out that as DIAL has aiready entered into interest rate swaps on its foreign

loans, the interest rate is effectively fixed. Thus, such a cap is not required.

12.36. Thus, in view of the above discussion, the Authority decides to consider the cost of
debt as below,

Table a0: Cost of Debt for ECA and Ruogee Term Loans conskdnrisd by the Suthortty for FY2013-14 10
FYi018-19

Interest rates during the period, % | 2014-15 | 201516 201617 | 201718 | 201815

| BExternal commerclal borrowings | 7oB% | 7, ‘_afm | 178% T.7T% T74%
Rupee term loan | a13ex | 1138% ‘ 1138% | 11.38% | 11.38%
Weighted Average Costof Debt® | o78% | 10.01% | 10.25% | 10.37% [ 1053%

* based on respective uutstandlﬂa dabt

12.37. Further, the Authority decides to consider the outsta ndlng debt as h&fnw.

Table 4L: Cutstanding Balance of ECB and Bupes Term Loans considered by the Aothority for
Fi2013-14 vo FY2018-19

| DebtOutstancing | 201415 | 201516 | 201637 | 201718 | 201819

External Commercial Borrowings, Rs. Crores

Opaning balance | Leeadn | 1,753,706 | 1,533.B4 | 1,301.33 | LO51.00
Dabt drgown for ATL Prepaymsnt dunng o,
the pariod =R T N DEI.'.I' 000 .00 000 |
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[ Increase In llabilities fEm:hange_ -

rélnstatemant) | ooo| oool o0 06| 000
Debt repayment during the perlod (210.94) | {214.92) | (236.91) | {250.91) | {242.95]

Closing balance 1,753.76 | 1,53B.84 | 1,301,823 | 1.051.01 B0E.0a
| Rupee Term Loan, Rs. Crores L=

2pening balanca 2,979.56 | 2,955.08 | 2,930.50 | 2,85023 | 2,63717

Debt prepayment during the period -_:__ . - y 2 %
Debt drawdown during the pericd

for Capex

— A 0.0 | .00 .00 82.38 305,34
| Debt repayment during the period 11'“-9«3}: {24.48) | l|.3'3.'-.-’-.'5:l'_t (213.06) | (296.88

Closing balance | 300405 | 267956 | 3.01095 | 314568 | 334339

Decision No, 10 The Authority decides to adopt the following approach for
consideration of cost of debt towards determination of tariffs for aeronautical
services provided by DIAL at 1G] Alrport, Delhi:

10.a. To not consider the reinstatement of ECB loan on account of foreign
exchange fluctuation (refer para 8.24 above] and hence to consider Rs.
1,964.70 crore as the opening balance of ECB loan as on 01.04.2014

10.b. To cansider the cost of debt for Rupee Term loan over the second Control
Period at 11.38%

10.c. To adopt the welighted average cost of debt as per Table 40 for
determination of welghted average cost of capital for the second Control
Perlod.

10.d, To true-up the cost of debt for Rupee Term Loan for the second Control
Period based on evidential submissions along with suitable auditor
certificates by DIAL at the time of determination of aeronautical tariff for the
third Control Period subject to a ceiling of overall increase of 50 basis points
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13"

Cost of Equity

a. DIAL Submission on Cost of Equity and Refundable Interest Free Security Deposit
(RSD)

13.1. Inits submissions, DIAL submitted that the total equity infused by shareholders is Rs.

13.2.

2450 Crores by way of Equity. It further submitted that RSD provided by DIAL to the
project should be considered Quasi Equity and should be provided the equity rate of
return as It was not mandated to use the RSD, which are of the nature of non-
transfer assets, towards financing the airport capital expenditures. Also that, these
amounts are culled out from a bottom-line impacting revenue stream that would be
available to shareholders. The amount is not repayable during the term of
concession — same as in case of equity. Utilization of the money is at the discration
of the shareholders and had no limitations. Money could have been invested in any
other venture and/or developing Non Transfer Assets/Non Aeronautical Assets by
DIAL and has opportunity cost.

Regarding the cost of equity DIAL submitted that based on the LeighFisher study
mandated by it for the purpose of determination of cost of equity, It considers the

cost of equity to be 24%.

b. Authority's Examination of DIAL Submissions on Cost of Equity and RSD

13.3.

13.4.

The Authority had carefully examined the DIAL submission on the Cost of Equity. The
Authority has noted that DIAL's submission of cost of equity at 24% based on
recommendations of Leigh Fisher, is same as the submission it made at the time of

the detarmination of aeronautical tariffs for the first Control Period.

At the time of the determination of aeronautical tariffs for the first Control Period,
the Authority had examined the issua in detail in its Consultation Paper No.32/2011-
12 dated 03.01.2012, which was commented upon by stakeholders — Cathay Paclfic,
British Alrways, |ATA, ADC, APAL, VOICE, APAD, ACI, Fraport, APAL ASSOCHAM, FICCI,
Cll, and DIAL, A report by M/s. SBI Capital Markets Ltd. (SBI CAPS) on the fair return
on equity for the Indian Airport sector forwarded by MoCA and a study by National

Institute of Public Finance and Policy (NIPFP) on the fair rate of return especially for
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projects under PPP mode, namely, Mumbai, Delhi, Bangalore and Hyderabad
mandated by the Authority — both dealing with the matter in detail, were
considered. Accordingly, the Authority had decided to adopt a 16% return on equity

for the first Contral Parlod.

13.5. The Authority was of the opinien that less than 3 years have lapsed since the results
of the study carried out by NIPFF were examined by the Authority and the relevant

factors and conditions on which the report was based have not changed since then.

136. In absence of any fresh arguments from DIAL, the Authority proposed not to
reconsider the cost of equity at this stage and to consider 16% as cost of equity for

computation of WACC.

13.7. However, the Authority was also in recognition of the fact that relevant factors
including risk parameters would evolve over a period of time and may necessitate a
fresh study on applicable cost of equity for I1GI Alrport, Delhi. The Authority proposed

to undertake such study at an appropriate time,
Treatment of RSD

13.8. Furthermore, as regards the treatment of RSD as Quasi Eguity, the Authority
carefully examined DIAL's submission and noted that that the arguments presented
by DIAL on RSD as part of the current submissions are same as the arguments it had
submitted at the time of determination of aeronautical tariff for the first Control
Period, presented in detail in its Consultation Paper No.32/2011-12 dated
03.01.2012 as well as its Delhi Tariff Order 03/2012-13. Examining all these aspects
and considering that there were no costs involved in raising RS0, the Authority had
decided to treat RSD as @ means of finance at zero cost vide its Decision Mo, 13 of
the Delhi Tariff Order 03/2012-13.

13.9. Following detailed examination of the issue of land monetization and the treatment
of RSD presented in para 14 below, and In absence of any fresh argument from DIAL
as part of current submissions, the Authority proposed to continue to treat RSD

already raised by DIAL (at Rs 1,471.51 crore) as a means of finance at zero cost.
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13.10. The Autharity further proposed to review and appropriately consider the additional

RSD, if any, and applicable costs thereof, if any, to be raised by DIAL during the
second Control Period after receipt of views from MOCA / AAl (Refer para 14.20

below),

c. Stakeholder Comments on Issues pertaining to Cost of Equity

13.11.

13.12.

13.13.

13.14.

Subsequent to the Stakeholder Consultation process, the Authority has received
comments [/ views from various stakeholders Including LATA, VistaRa, APAD, CII,
MIAL, Air India ete. In response to the material and the tentative proposals
presented by the Authority with respect to various elements of determination of
aeronautical tariff in its Consultatlon Paper No 16/2014-15 dated 28.01,2015.
Comments with respect to cost of equity are presented below.

On the lssue of Cost of Equity, IATA stated that,

“The Autharity had in the past requested several studies in order to delermine
a value for the cost of equity, which gave ranges of between 11% and 14.06%.
We believe that the value used should foll within the range provided by the
studies and 16% (s therefore tao high.”

IATA also stated that it supports the commissioning of fresh studies to determine the

cost of equity adding that it would be in favor of AERA commissioning two separate

studies In order to consider a balanced approach and for validation.

In line with LATA's comments, the Airlines Operator Committee commented that:
“The Authaority has proposed a cost of equity at 16% per annum. This is too high
considering that the interest rotes are on downward trend ond further, the
equity is an infrastructure project and such a high return cannot be expected
from infrastructure project. The studies In the past in order to determine a
value for the cost of equity ranges between 11% ond 14.06% and proposing o
higher cost of equity is highly unjustified. Further in should be kept in mind that

DAIL has taken overseas funds aiso which come at @ much lower cost. ©
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13.15. APA| too stated that the return on equity at 16% and is way above the average in the
corporate sector and is hence not justifled. APAO added that it must be around 12%

considering the fact that DIAL is earning revenue from various sources.

13,16. On the contrary, APAQ is of the view that 16% cost of equity is too low. It's

submission was as below,

"APAQ would like to point out that Cast of equity proposed at 16% by AERA, is
too low in the context af emerging country agirports operating in canditions
where retoil Inflation is currently 7.31% (having previously been higher) and the
current 10 year interest rate on Government debt (s 8.5%.

A number of consultants have estimated significantiy higher costs of capital.
This Is not surprising given Indian infiation rotes and the risks ossociated
with investing in Indian infrastructure. Cost of equity of 16% os determined
by CERC, leads to effective cost of equity much more than 16%, reflecting the
fact that the notional eguity Is not depreclated while it s depreciated in case of
airparts.

Cost of Equity as estimated by Consultants are way higher than cost of equity
of 16% as proposed by AERA.

We believe that the cost of equity proposed by AERA at 16% Is too low and
would moke alrport businesses non-viable, Low rate of returm shall act as a
deterrent and discourage the flow of investments towords privatisation of
airports,

Central Regulatory Electricity Commission (CERC), adopts o methodology based
on return on equity approach with a pass through of interest cost - where as
result, the bullding blocks do not include a return on RAB component. Cost of
equity for Airport sector of 16% is perceived to be equal to the Power sector,
where cost of equity is opplied on equity thot is not depreciated while it is
depreciated in cose of airports. In cose of aoirports, cost af equity is @

component for arriving at Welghted Average Cost of Capital (WACC) which is
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oppiied on Regulatory Asset Base (RAB) which gets reduced year on year with

depreciation.”
13.17. FlA submitted a similar view, stating that,

"It is submitted that the Authority has based the obove return on equity on the
basis af the NIPFP Report dated 19.04.2012. In the said report the cost af equity
was pegged at 11% to 14%, The Authority has considered the soid report by
NIPFP and has alfowed return on eguity as 16%. It is submitted thot the report
was issued on 19.04.2012 which Is approximately 33 months from 28.01.2015.
Therefore, there is likelthood that the figures may undergo a change. Further,
the business climate affecting DIAL may have undergone a change since
19.04.2012. In view of the same, the Authority should not have continued with
the return on eguity of 16%. Further, the Authority has stated that the
Autharity will commission a study to determine the return on equity of the
airport at an appropriate time. it is submitted that the return on egquity is
dependent upon numerous faoctors which may undergo change with time.
Further, as noted by the Authority issue of RS0 may be considered while
allowing the return on equity in view of the same, the Authority should
stipulate a fix time line to initiote' and complete the study regarding the return
o equity,”
13.18. FICCI commented on the adequate rate of return on equity, stating that,

"One of the maost critical aspects determining success of any ombitious PPP
project would be an odequate rote of return on the capitol deployed by private
players, and which is commensurate to the risk taken. Given the risks and
uncertainties, lenders are coutious when issuing long-term debt to copital
intensive and long-gestation Infrastructure projects like airport. In particular,
alrports are often perceived as more risky than severol other infrastructure
prajects. Aviation sector Is cyclical In nature and there are significant geo-

political risks in the airport sector, We feel that there should be a provision for

“adequate” rate of return on investments made by private investors.”
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13.19. With respect to treatment of RSD, APAOQ commented that the security deposits
used to finance aeronautical Infrastructure, should be provided a return
equivalent to equity, or In the worst case, equivalent to a rate between debt and
equity. It explained further that,

“a, Opportunity cost assoclated with security deposits

There is an opportunity cost associoted with Security Deposits (50) as the 50
utllized to fund the copex is expected to have risk inherent to that assoclated
with equity. 5D has on opportunity cost and should be treated on por with
equity.

58! Caps in its report to the Government for cost of 5D hos mentioned as under:
% On the quasi-equity for the airport sector, the study hos concluded that
the rate of return would depend on the type and feature of the instrument
being used for such form of finance. The report further states that In quosi-
equity, the risk / return profile lies above thot of debt ond below that of
BgUItY "

Long-term 5Ds are similar to loans andfor equity (as opplicable) and
therefare any asset developed with such funds must be included In the RAB as
per applicable Till WMechanism.

b, Lenders treatment of 50 as quasi-equity

Lenders have treoted 5D as quasi-equity, while determining Debt-Equity (DE)
ratio for pricing the debt,

. Precedent from ather infrastructure sectors

There are examples from ather infrostructure sectors as well, where regulator
pravides return on the capital employed by the Concessionaire and does not

consider the means or source of funding while calculating tariff.
Petroleum sector;

il Petroleum and Natural Gaos Regulatory Board allows a return on “interest-

free security deposits® availoble with the concessionaire.
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i} The rate of return ovailable on copital employed is 14%, This return along
with 70 30 DE effectively makes it almost 25% RoE.
it} Maregver, it provides o uniform return on all kinds of copital employed,
including deposits.
Depasits are not reduced from the capital employed for determination of tariff.
Ports sector:
1) Similarly Tariff Autherity for Major Ports (TAMP), the regulator for major
ports, offers o uniform rate of return on all kind of capital employed inciuding
Net Working Capital, which would include amounts collected through deposits.
i} Uniform return of 16% is provided on the entire capital employed. ®

13.20. However, IATA supported the Authority’s proposal to RSD as @ means of finance at

zera cost as it had been received by DIAL without any cost stating that what is
received without any cost by DIAL cannot be charged to users.
13.21. Furthermore on the matter of cost of RSD, FIA commented that,

“In occordonce with the lond utilization ossumptions presumed by 58! Cops,
DIAL should have been monetizing 123 acres of land tll 2020, However, DIAL
has monetized only 45 acres of land, Hence, the balance 78 acres {market vaiue
of Rs.7.800 crores) are yet to be monetized during 2na Control Period.
However, no plan for monetization af lond has been Included in the DIAL
submissions and occordingly has not been factored by the Authority in
determination of tarlff of the 2ndControl Peried.
66. It appears that planning for commerciol exploitation/monetization of land
has been deliberately delayed by DIAL to charge higher tariffs, as in absence of
such plan following parameters cannot be determined suitably:
fa} WACC determination -As the real estate activities ore not firmed up,
interest free real estate deposits has not been foctored which would have
impocted determinotion of WACC, ang
{b] Impact on revenue - Revenue from monetization of lond would hove

reduced the torget revenve for agrgnautical octivities
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it is submitted that the Authority should stipulate the time limit within which
DIAL s reguired to submit the detoiled business plan for commercial
exploitation and monetisation of bolonce earmorked lond so that it can be
appropriately factored in determining aeronagutical tariffs for the control
period, it is submitted that commercial exploitation through the monetization

of land ought to have been in the 15t Contral Perlod ftself,

Therefore, amount so determined with respect to the monetization of land

should be (ndexed. ™

d. DIAL's response to Stakeholder Comments on lssues pertaining to Cost of Equity and
treatment of RSD

13.22. Subsequent to the receipt of comments from the Stakeholders on the Consultation
Paper No 16/2014-15 dated 28.01.2015, the Autherity forwarded these comments Lo
DIAL seeking its response to these comments. DIAL has provided responses to the

Stakeholders’ comments with respect to cost of equity,

13.23. In response to APAl's, IATA's and FICCl's comments on the cost of equity, DIAL

commented as below,

“The fundamental principle guiding tarlff regulation Is to ensure o reosonable
return on equity for the private operator. The return should be determined
after taking into account the complete and entire cost incurred by DIAL
towards maintenonce and development of the airport. The rate of return
should be fair and odequote, ensure economic viahility of the airport and
incentivize growth in the sector. The [ssue of odeguate rate of return on equity
is currently pending consideration before the AERAAT in Appeal No. 10,2012,
The proposal of the Authority for 16% return an equity is too low in the contest
af emerging country alrports operating in canditions where retall Inflation s
currently 7.31% (having previous been higher) and the current 10 year interest

rate on Government debt is 8.5%.

Agency Conducted For COE Recommended
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Jocobs AL Eiiﬁ_rcunsn'ﬂ'ered 2%
KPMIG APAD 20% -25%

581 Cops MOCA/AAI 15.5% - 20.5%

CRISIL AL 15.16%-20 445

KPG Al 23.5%-27.98

“The cost of equity proposed by AERA ot 16% is too low and would result in the
airport operations becoming economically unvioble, The low rate of return will
also be g deterrent and discourage flow of investments towords privatisation of
airports,
There have been vorlous studies conducted by independent Consultont to
determine the fair rote aof return for the sector. The Cost of Equity estimaotes
computed by various ieading consuiting firms are given below:
In the alrport sector, the cost of equity as estimated by Consultants Is far higher
than cast of eguity of 16% s proposed by AERA. Consultants hove estimated
significantly higher costs of copital considering the current inflotion rate
prevailing in Indic and the risks ossocloted with investing fn Indion
infrastructure. As per the expert repart af Mrs, Leigh Fisher, DIAL must be given
a return of equity of 24%. This repart haos been relied on by DiAL in Appeal
No.10/2012, which is pending consideration before AERAAT. Moreaver, as per
MOCA's directive (relylng on 5Bl caps report), o rate of return of 13.5% to
20.5% has been recommended in the airports sector. At the present, DIAL Is
suffering from a negative rate of return, which affects the viability of the
airpart, ©

13.24. In response to AOC, the DIAL provided a very detailed analysis, While citing the same

response as that to |IATA's commaents, DIAL added that,
“The proposal to fix the rate of return at less than 11% Is not feasible as the
cost of debt Is at 11.5 to 12%. Even the propasal af the Authority far 16% return

on equity is too low in the context of emerging country oirports operaling in
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conditions where retall Inflotion is currently 7.31% (having previously been
higher) and the current 10 vear interest rate on Government debt is 8.5%.

The Authority has used the study undertaken by NIPFP for its approach on Cost
af Equity bosed on which [t hos proposed o cost of equity of 16%. The
computation af cost af equity proposed to be adopted by the Autherity, based

on the study of NIPFP suffers fram various lacunae and Infirmities.”

13.25. DIAL provided further explanation, around the [ssue of estimating the cost of equity,
and reproducing its submission at the time of determination of tariffs for the first
Control Period, Included in the para 26.14 to para 26.24 of the Delhi Tariff Order No.
3/2011-12.

13.26. Finally regarding |ATA’s position on commissioning fresh studies by AERA to
determine the cost of equity, DIAL commended as below,

“There wos a study corried out by MOCA and the same may be considered by
Autharity. As clearfy evident at the current return on Equity alrports are nat
viable.

There are numerous studies olreody conducted on cost of eguity which can be
relied by Authority. Rather than a new study Authority must look at the flaws [n
the study af NIPFP.”

13.27. DIAL also provided a table on the COE estimates by the NIPFP, KPMG, 5Bl Caps and
Leigh Fisher reports in the range of 19.5%-25.1%, mentioned In the Delhi Tariff Order
MNo. 3/2011-12.

13.28. In response to APAO's, ClI's and [ATA's comments on treatment of RSD, DIAL
commented that the matter Is sub-judice and pending the decision of the Appellate
Tribunal. DIAL provided further comments, relterasted in para 14.35 below to

parald 38 below. In addition, DIAL commented that,
“Background of Refundable Security Deposits (RSD):

Under OMDA DIAL has been given the right of commercial development of the
5% of the total land parcel. DIAL has, in the first phose of development licensed

45.08 acres of land. DIAL adopted a rigorous, transparent and aggressively
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marketing process for monetization of the land (hospitality district). Despite the
constraints of the 26/11 terrorist attack ond the global finoncial meltdown at
the time of monetization DIAL got an amount of refundable deposits af Rs
1471.51 on Phase 1 of lease of CPD.

The amounts collected are cutslde the regulatory till. Contractunlly it was not
mandated for DIAL to use this fund for financing the profect. The amounts
collected are from Non Tronsfer Assets. These non-fransfer assets are not to'be
used for cross subsidising the AERO charges However DIAL on Its own used
these amounts for financing its project cost,

As these funds have been utilized for financing the project o fair return on these
Sfunds (.e. oppartunity cost need to be provided, These funds are quasi-equity by
nature given their super long tenor and being culled out from a bottom-line
impacting revenue stream. The rotionale of them being treated as Quaosi Equity
is as following:

a. These amounts are culled out from a bottam-line impacting revenue stream
which could be avallable to stakeholder.

b. The amount Is not repayable during the term af concession - same as in case
af eguity.

¢ Utilization of the money 15 at the discretion of the shareholders and had no
limitations.

d. Money could hove been invested in any other venture and/or developing Non
Transfer

Assets/Non Aeronautical Assets by DIAL and has opportunity cost.

g. The amount has been used to finonce the RAB ond as such T reeds Lo be

serviced,
[ Lenders have also treated this amount os equity (n their assessment

g. The amount was generated through what are termed as Non-transfer Assets.
DiAL is permitted to monetize land of about 5% of total lond of which, in the

first instance, it monetized 45 acres and obtalned the securlty deposits.
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DAL hod roised debt to part fund the development of IGI Airport by a
consortium of 10 banks. Nine out of ten banks are nationalized banks, lost one
being o publicly listed infrastructure /nvestment firm. Al the above lenders
treated RSD to be reolized at a later time as sponsor’s contribution (part of
equity) while determining O/E ratio. If RSD was not considered as part of
Eguity!
a. cost of debt could have been higher resulting In higher leverage and more
risk for banks
b. higher pass through cost in terms of higher interest cost
Hence RSD funds may be treated as Quosi Equity and @ return equivalent to
equity need to be allowed.,
Conclusion af the 58! Cops report
On the Quasi equity for the airport sector, the study hos concluded that the
rate of return would depend on the type and features of the instrument being
used for such form of finance, The report further stotes that in cose of Quasi
equity the risk/ return prafile lles above that of debt and belaw that of equity.
On the return to be allowed on Equity, study recommended a range of 18.5%.
to 20.5%. The aforesald repart was forwarded by MOCA to AERA with the
fallowing instructions:
“The report of the Financial Advisor may kindly be considered in toking decision
in this regard. This has the approval of the Hon'ble Minister of Civil Aviotion,”
As such authority may kindly consider the abave In as tariff determination.”
e. DIAL's own comments on Issues pertaining to Cost of Equity and treatment of RSD
13.29. With respect to the Issue of Cost of Equity and RSD, DIAL submitted that It has
already contested the issue of cost of equity and RSD with AERAAT and it as this

matter is sub-judice, it is not making any additional submission on these issues.

13.30. However it drew @ comparison with the returns in the power sactor, providing a

table on respect cash flow statement: it stated as below,
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“The effective rate of return given to DIAL warks out to only 4% os agoinst the
16% being allowed by authority. Moreover, the cost of equity of 16% as
proposed by the AERA for determination of geronoutical toriffs Is not
commensurate with the risks involved aond underestimates the risks of
operating the Alrports fn India under PPP model, Calculotions show thot
effective return on equity of other Infrostructure sectors such as power
generation and distribution controcts (~16%) Is much higher than that for
airports (™~ 4%). *
13.31. Further, DIAL commented an the matter of conslderation of Upfront Fee as part of
equity as below,

“The matter, whether the equity contribution af promaoters towards the ugfront
fee has to be included for the purpose of WACC calculation, Is sub-judice before
AERAAT under an appeal filed by DAL Until AERAAT decldes on our appeal
AERA should not remove upfront fee from the pald-up equity capital of DIAL,
The concession agreement has loid down that the upfront fee of Rs 150 crore

will not be part of costs for provision of Aeronautical Services,

However there is nothing in concession agreement which lays down that the
upfront fee, will not be part of equity contribution.

DIAL has been osking for return on equity contribution anly. It has not asked for
Inclusion of upfront fee as a part of costs of aeronautical services. Nowhere the
concession agreement prévents the return on this amount,

Rother, principle (2) of schedule 1 ta 554 specifically requires AERA to ensure
that while setting of price cap regard shaolf hove to be given to achieve a

reasonable return on investment.”

13.32. Regarding the RSD, DIAL has stated as below,
“1. Refundable Securlty Depasits Is In the nature of a capital receipt, which
invelves a cost foctor. R5Ds received by DIAL are invested into the Project and

therefore the treatment of RSDs as zero cost financing is incorrect and will

affect economic viability as there are costs and risks associated with RSDs.
e
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2. The Autharity’s decision to consider R50s as a means of finance at zero cost
is the subject matter of chollenge in Appeol No.10/2012, which is pending
befare the AERAAT, Hence, the [ssue (s to be adjudicated by the Tribunal before

a decision is taken for the second Cantro! Perlod.”

f. Authority's Examination of Stakeholder Comments on Issues pertaining to Cost of
Equity and treatmeant of RSD

13.33. The Authority has carefully considered the comments from IATA, APAL APAD, ACC,
FICCI and FIA as well as DIAL's comments and response to these stakeholder's
comments regarding cost of equity for the second Control Period in respect of the
IG1 Airport, Delhi. The Authority's examination and decisions in this regard have been
presented below.

13.34. The Authority has noted that stakeholders’ comments on the cost of equity vary
significantly, in that some believe that the cost of aguity should be higher than 16%
and others that it should be lower. At the time of tariff determination for the first
Control Period, the had mandated the National Institute of Public Finance and Policy
{NIPFP) to conduct a study to estimate the fair rate of return especially for projects
under PPP mode, namely, Mumbai, Delhi, Bangalore and Hyderabad. Considering the
MNIPFP report dated 19.04.2012 and other relevant factors pertaining to the riskiness
of the airport, the Authority had decided to adopt a 16% return on equity for the
first Control Period. The Authority believes that the relevant factors considerad by it
for amriving at 16% return on equity as reasonable have not undergane a change In

the ensuing pariod.

13.35. During its submission for tariff determination for the second Control Period, DIAL has
not provided any fresh arguments in favour of a 24% cost of equity. The Autharity is
not persuaded to revisit its decision on the cost of equity and hence decides to
continue with its proposal as stated in the Consultation Paper No. 16/2014-15 dated
28.01.2015, to maintain the return on equity for DIAL at 16% and use the same for
the purpose of estimation of WACC. However, the Authority notes that relevant

factors Including risk parameters wiold ﬁ‘i"ﬂ'b_f aver a period of time and may

'
A

Order No. 40/2015-16 ! Page 238



necessitate a fresh study on applicable cost of equity for I1GI Alrport, Delhi. The
Authority has decided to undertake such study at an appropriate time.

13.36. The Authority has also noted comments from APAQ, |ATA and FlA, on the detailed
examination of all these arguments presented in Chapter 15 of Its Delh} Tariff Order
03/2012-13. The Authority has requested AAl and MoCA for their view on the
treatment of RSD and the cost of RSD, detailed in para 14.41 below. One of the views
In the Authority on this issue is that commercially raised resources should be entitied
to a rate of return. However, for the time being, the Authority has decided that there
were no costs involved In ralsing RSD and hence the Authority has decided to

continue to treat RSD as a means of finance at zero cost.

Decision No. 11 The Authority decides to adopt the following approach for
consideration of cost of equity towards determination of tariffs for aeronautical
services provided by DIAL at IG| Alrport, Delhi:

11.a. To adopt return on equity (post tax cost of equity) as 16% for the purpose
of calculation of WACC.

11.b. To consider RSD already raised by DIAL (at Rs. 1,471.51 crore) as a means of
finance at zero cost.

11.c. To review and appropriately consider the additional RSD, if any, and
applicable cost thereof, if any, to be ralsed by DIAL during the second Control
Period after receipt of views from MOCA [ AAl (Refer para 14.41 below)

11.d. To commission a fresh study to determine cost of equity applicable in
respect of IGl Airport, Delhi at an appropriate time
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14, Land Monetization and its Treatment towards Target Revenue

14.1. During the exercise of determination of aeronautical tariff for the first Control
Period, DIAL had submitted that the revenues from non-transfer assets should not
be used for cross subsidising the aeronautical charges. The Authority, based on the
submissions from DIAL at that stage, had noted that DIAL had generated receipts
from monetisation of 45 acres of land and such monetisation resulted into
Rs.1471.51 crore of Refundable Security Deposits (RSD) with DIAL at zero cost. The
Autharity had noted the submissions from DIAL that these monies pertaining ta the
security deposits are in the nature of capital receipts and cannot be treated as
revenug. The Authority was also informed that in addition to capital receipts (which
the Authority had considered as a means of finance towards capital project cost for
the purpose of determination of DF which is @ means of finance of the last resort),
DIAL is also in receipt of annual rental of around Rs. 1.8 crore to Rs, 2 crore per acre
from the sub-leases of this land. The Authority had not taken into account this
revenue (totalling around Rs. %0 crore per annum) towards calculation of

aeronautical tariff,

14.2. Based on examination of stakeholder comments and DIAL submissions, the
Authorlty, vide Decislon no 25.a. of its Delhi Airport Tariff Order 03 / 2012-13,
decided to exclude the gross revenue from WNon-Transfer Assets towards cross-

subsidization of aeronautical cost while determining the target revenue.

14.3. The Authority, under the current exercise, has had reference to the financial
statements of DIAL for FY 2012-13 and FY 2013-14, which record the Deposits from
Commercial Property Developers as Rs. 1,471.51 crore as on respective dates of
31.03.2013 and 31.03.2014. The Authority had considered RSD as a means of finance
for funding of the project cost of Rs. 12,502.85 crore and thus for the purpose of

determination of DF. The Authority had noted that the land parcel of 45 acres has

been manetized by DIAL.
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14.4. The Authority had also noted from the auditor certificates as well as submissions of

DIAL that following Revenue were realized by DIAL from Commercial Property

Development:
Table 42: Havenue from Commedcial Property Development (CPO) realiped by DAL during thé first
Control Pariad
INR crore 200910 | 200041 | 201212 201243 | 201328
Revenue from CPD 4638 | 7905 8346 BB.12 9304 |

14.5. The Authority had further noted the projections made by DIAL for revenue from
Commercial Property Development over the second Control Period, which were
determined based on the CPD Agreements entered into by DIAL for the 45 acres of
land monetised by it till date:

Table 43; Revenue from Cormmercial Property Developrment [CPD) projected by DIAL for the second

Control Period
| INR crore 201235 | 201516 | 20617 | 201718 | 201819 |
| Revenue from CPD | 9824 10373 10953 | 11566 | 12208 |

14.6. Based on Its reading of various Agreements (Lease Deed and OMDA), the Authority
had noted as follows:

14.6.1. From Article 2.1.1 of the Lease Deed dated 25.04.2006 between Airport
Authority of Indla and DIAL that the ‘demised premises’ is glven to DIAL for
duration of the term for the "sole purpose of Project”, where the Project is
defined as “the design, development, construction, flnance, monagement,
aperation and maintenance of the Alrport, as provided for under the QMDA®,

14.6.2. Moreover, as per Article 5.1 of the Lease Deed, the Lease Deed shall
terminate automatically with the expiry or early termination of the OMDA,

14.6.3, As per Article 5.2.1 {i), “on expiry of the term or early termination of the Lease
Deed, the Lessee shall surrender to the Lessor the “Demised Premises”
together with all assets bulldings, fixtures, runways, all ar ony singular rights,
iberties, privileges, easements ond oppurtenances whotsoever fo the
Demised Premises...”,

14.6.4. As per Article 5.2.1 lii} “the Lessee shall, in accordonce with the OMDA,

tronsfer to the lessor, all the Transfer Assets together with all or any other
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singuwlar rights liberties, privileges, easements and appurtenances whatsoever
to the said Transfer Assets...".

14.6.5. As per Article 5.2.1{iii), “the lessor shall have the right but not the ebligation
to purchase, in occordance with the terms and conditions set forth in the
OMDA, any and all Non-Transfer Assets (in part ar in whole) free and clear of
all Encumbrances, and the Lessee hereby undertakes ond agrees to transfer to
the Lessar, in accordance with the terms ond conditions set forth in the
OMDA, such Non-Tronsfer Assets fwhether (n whole or in port) that the Lessor

may elect to purchase, free and clear of all Encumbrances.”

14.6.6. Article 5.2.1 (ill) however provides thal “in the event the Lessor elects not to
purchase from the Lessee any and/ar all Non-Transfer Assels, then the Parties
shall enter into @ revised lease deed ("Revised Lease Deed”) in relation to such
Non-Transfer Assets and the underlying land together with ofl assets,
buildings, fixtures, all or any singular rights, liberties, privileges, easements
and oppurtengnces whotsoever to the such Non-Transfer Assets on such
commercial terms and conditions as may be mutually agreeable.”

14.6.7. Moreover as per Article 5.2.1 {ili), "in the event the Porties do not, for
whatsoever regson, agree on the terms ond conditions of such Revised Lease
Deed within six (&) months of the expiry or early termination af this Lease
Deed, the Lessee hereby undertakes to provide Lessor vecont possession of
such land.”

14.7. The Authority also noted the definitions of Mon-Aeronautical assets and Non-
transfer assets in OMDA as below!

14.7.1. MNon-Transfer Assets shall means:

“All ossets required or necessary for the performance of Non-Aeronautical
Services at the Airport as listed in Part Il of Schedule & as located at the Airport
(irrespective af whether they are owned by the IVC or any third entity) provided

the same are not Non-deranautical Assets,”

14.7.2. MNon Aeronautical Assets shall mean:
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“1. all assets required or necessary for the performance of Non-Aeronautical
Services at the Alrport as listed in Part | of Schedule & aond any other services
mutually ogreed to be added to the Schedule & hereaf as located at the Airport
{irrespective of whether they are owned by the JVC or any third Entity); and

2. All assets required or necessary for the performance of Nen-Aeronautical
Services at the Airports as listed in Para Il of Schedule 6 hereof as locoted ot the
Alrport (irrespective of whether they are owned by the JVC or third Entity), to
the extent such ossets (o) aore located within or form part of any terminal
building; (b) are conjoined to ony aother Aeronauticol Assets, ossét included in
paragraph (1) above and such assets are incapabie of independent access and
independent existence; or (¢ are predominantly servicing/catering ony

terminal complex/cargo complex.

And shall specifically include all odditional lond (other thon the Demised
Premises), property ond structures thereon acquired or leased during the Term,

in relation te such Non-Aeronoutical Assets™

14.8. The Authority noted from the provisions under OMDA that the non-transfer assets,
which may be owned either by JVC or a third entity, are those assets which are built
on the land earmarked for commercial development, for which Article 2.2.4 of
OMDA states as under,

“It is expressly understood by the Parties that JVC shall provide Non-
Aeronoutical Services at the Alrport as above, provided however that the land
area utllized for provision of Non- Transfer Assets shall not exceed five percent
{or such different percentage as set forth in the master plan horms af the
campetent local autharity of Delhi, as the same may change from time to time)
of the toto! land areo constituting the Demised Premises. Provided however
that the Non-Transfer Assets, if any, that form part of the Carved-Out Assets
andfar situated upon the Existing Leases shall be token into occount while
colculating the percentage of total land orea utifized for provision of Non-

Transfer Assets.”
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14.9. From the provisions under OMDA (reproduced under Lease Deed), the Authority
noted that an expiry of the term or early termination of this Lease Dead / OMDA and
In the event of AAl electing not to purchase from the DIAL any and/or all Non-
Transfer Assets, then the Parties shall enter into a revised lease deed {"Revised Lease
Deed”) in relation to the Non-Transfer Assets and the underlying land together with
all assets, buildings, fixtures, all or any singular rights, liberties, privileges etc. [t may
be noted that the issue of transfer of underlying land has been dealt with under the
OMDA only in cases when the lessor (AAl) chooses not to purchase from lessee the
lease assets. Revised Lease Deed needs to be signed for use of underlying land as
well as the appertaining assets. This means that complete land which includes 5% of
total land earmarked land for Non-Transfer Assets s to be surrendered so that a
fresh lease can be entered into between the parties. As stated above it provides for a
situation when AAl elects not to purchase non-transfer assets that clearly exclude
underlying land. it also states that in the event the parties not agreeing to the terms
and conditions of the Lease Agreement, the underlying land will revert back to AAl
and the JVC will have only the right of removing the relevant Non-Transfer Assets.
From the careful examination of the above provisions, It is very clear that underlying
land, over which the commercial development takes place, is not @ non-transfer

asset.

14.10. The Authority also noted that the land belongs to the Soverelgn/AAL Private airport
operators have also been repeatedly stressing this point that they are, after all, not
the owners of the land which will go back to the owner, namely, AAl Further land, as
a natural resource, was acquired by AAl or its previous incarnations, namely the
International Airport Authority of India or the Civil Aviation Department of the
Government of India, through the use of legislative power and Instrument of the
Land Acquisition Act {or glven to it by the Government) for the public purpose of
constructing an airport, With PPP, this public purpose is now sought to be achieved
through the JVC. This is consistent with the requirement that parting with a resource
by the governmant to a private party has to have some underlying public purpose

and can be done only in public interest. This mechanism of IVC cannot alter the true
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14.11.

14.12.

14.13,

colour of the underlying public purpose. It can never be construed that the land s
gifted away to the JVC, The government would also concur with the view that that
the commercial exploitation of land should yield monies for the airport and not to
the promoters of IVC, If this is the correct logical position, land in itself annot be
construed as a non-transfer asset. Hence the Non-transfer Assets are such structures

and buildings that are constructed on these lands and not the land per se.

This interpretation of Non-Transfer Assets is somewhnat analogous to the concept of
fand usufruct wheare the lessee Is permitted (by the lessor] to enjoy only the usufruct
while the land belongs to the Crown or the Sovereign. Leased land (that s a natural
resource) continues to remain with the AAl and only revenues from the structures
built thereon (analogous to the concept of usufruct) can be considered to be enjoyed

by the lesses, i.e. DIAL or MIAL (usufructuary),

The Autharity noted from Article 2.1.1 of the Lease Deed dated 25.04.2006 between
Alrport Authority of India and DIAL that the ‘demised premises’ Is given to DIAL for
duration of the term for the "sole” purpose of Project. This sole purpose, which Is
public in nature, is sought to be achieved by the land leased to JIVC. As noted abave,
land was acquired by AAl either through the use of leglsiative power or given to it by |
the Government for the public purpose. There Is same underlylng Intrinsic value to
land, which is based on the twin parameters of Floor Space Index (F51) and Permitted
User. When Lease Deed says that the 'demised premises’ Is given for the "sole”
purpose of the project, an interpretation would be that this intrinsic value of the
underlying land is to be utilized for the purpose of the project, i.e. to make it possible
to “design, development, construction, finonce, management, operation and
maintenance of the Airport”. The Authority noted that this value can be extracted by
different mechanisms and modalitles, yet adoption of a partleular modality should
not alter the underlying intrinsle value of the land in question and seen from this
perspective, there |5 eqguivalence of all the differant modes of land maonetisation and
these can be said to be eguivalent.

As regards tha intrinsic value of the undEr_Iy'lrlg land, the Authaority noted that there

can be different modes of land rnune*tisg_ﬁﬁ'm for example, {1) capital receipts as
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security depaosits (with or without Interest); (2) A combination of capital receipts
(security deposits) and revenue receipts {lease rentals) and (3) minimal security
deposits and also minimal lease rentals but a revenue share agreements between

the airport operator and the sub-lessees or developers {like hotels etc.).

14.14. The Authority further added that, requirement of capital over successive phases of
airport expansion would require land monetization to be in sync with capital
requirements. The best match between the two would then be Mode-1 (Capital
receipts through Security Deposits). It may, however, turn out that the sub-lessee
develpper may not be able to give upfront large amounts security deposits and
would want ta spread some part thereof through lease rentals (Mode-2). It may then
have to be prescribed by the primary lessor (A81/MoCA] that lease rentals obtalned
by DIAL on account of land monetization would also be applied towards the airport
project. After the revenue share of AAl is paid (so that AAl'S revenues are not
affectad), land monetization in Mode-3 would indicate that no capital {either in the
form of capital receipts or lease rentals) would be available to the airport operator
to be applied towards the praject when the alrport operator has entered inte a
revenue share arrangement with the sub-lesses, namely the developers of hotels,
ete. In Mode-3, therefore, the link between the lease of land for the "sele” purpose
of alrport development and receipts obtained from land monetization gets
uncoupled,

14.15. Furthermore, revenue share from DIAL to AAl is not applied to the capital receipts
but only on the lease rentals that DIAL gets from the developers, it being a revenue
receipt. By changing the proportion of security deposits and lease rentals in land
monetisation, the airport operator may impact that portion which goes entirely to
the capital (viz. the security deposits) and maximise the lease rentals (revenue
recelpts). However, if the land is leased by AAl to the airport operator for the "sole”
purpose of airport project, both the capital receipts and the revenue recelpts from
land would have to be applied to the airport project. (Alternatively, it will need to be
stipulated by AAL/GO| that the land monetisation will be only In the form of capital

receipts),
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14.16. The Authority had a reference to Schedule 1 of 554 for the principles of tariff fixation

14.17.

14.18.

Order No, 40/2015-16

in respect of 1GI Airport, Delhi, The building blocks to be considered for
determination of Target Revenue, as presented in para 3.6 above. The Authority
notes that the building blocks include a cross-subsidisation of 30% of the gross
revenue generated by the IVC from the Revenue Share Assets, the costs in relation
to which shall not be included while calculating Aeronautical Charges. The definition
of Revenue Share Assets does nelther explicitly mention the Mon-Transfer Assets nor
the underlying land. The Authority also notes that formulatlon / mechanism for
consideration of land monetisation towards determination of aeronautical tariff is
not explicitly detailed in the 554, On account of the absence of such formulation /
detailed mechanism, the Authority is unable to deduce as to how it can give effect to
the primary objective stated under the Lease Deed, i.e. use of the demised premises
for the sole purpose of the project. Accordingly the Authority Is unable to accord any
treatment to the revenue generated by monetisation of land by DIAL for the purpose
of determination of aeronautical tariff except for the consideration of refundable
security deposits raised by DIAL of Rs. 1,471.51 crore as @ means of finance at zero

cost for the purpose of the determination of OF and calculation of WACC.

The Authority had axamined the [ssue of treatment of RSD for the purpose of
determination of aeronautical tariff in detail in its Consultation Paper Mo. 32 / 2012-
13 as well as Delhl Tariff Order No, 03 / 2012-13. The Authority had noted that the
RSD raised by DIAL is interest free (zero cost). The Authority did not find any fresh
argument from DIAL on this issue as part of the current submissions and hence, the
Authority was not persuaded to agree with DIAL's statement that the RSD amount
collected are outside the Regulatory till as the amounts enumerate from non-
transferable Asset (RSD).

As regards the lease rental gemerated by DIAL from the Commercial Property
Development (from the exploitation of 45 acres of land earmarked for Non-Transfer
Assets), the Authority, for the present, has not considered these amounts towards
the determination of aeronautical tariff on account of the lack of explicit mention of

the formulation / mechanism for such mnsiﬂb:ptlun In 554 / OMDA / Lease Deed.
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The Authority noted that this amount for the first Control Period (Refer parald.d
above) totals to Rs. 390.05 crore. Based on the projections made by DIAL far revenue
from Commercial Property Development for the second Control Period, the amount

(Refer para 14.5 above) totals to Rs. 549.24 crore,

14.19. Considering the fact that Lease Deed and 554 have been signed by AAl and Ministry
of Civil Aviation, the Authority was of the view that AAl / Ministry of Civil Aviation
are best placed to Indicate to the Authority the quantum of revenue (100% or
atherwise} from the land earmarked for commercial development to be considered
towards cross-subsidisation so that the same s accountad for In the detarmination
of aeronautical tariff. The Authority was also of the view that any exploltation of the
remaining earmarked commercial land (from the limit of 5% prescribed under
OMDA) without any capital investment need and / or without any link ta defray
100% revenue for aero tariff needs to be addressed by AAl / MOCA. Moreaver in
case RSD is raised by DIAL but is not utilized for the capital investment, mechanism
to account for such money as well as the Interest thereon is also to be addressad by
AAl / MOCA. The Authority proposes to seek the views / inputs from MoCA / AAl
towards treatment of revenue realized by DIAL from monetisation of land under the
exercise of determination of agronautical tariff. Upon receipt of views / Inputs from
MoCA / AAl, It would accord appropriate treatment to such Revenue including future

commercial exploitation.
14.20. To summarize, the Authority stated as under:

14.20.1. Leased land is given to DIAL for the “sole” purpose of airport project and
hence there should be no “leakage” from the proceeds of monetisation for
purposes other than the airport project. Land monetisation should vield
caplital for successive phases of expansion of the alrport. Hence the mode of
land monetisation should ideally be only in the form of capital receipts
{security deposits) and in sync with the capital requirements of sutcassive
phaseés of airport expansion. In case the same is not followed, the Authority

wiould seek views from Al ,.Ir MoCh on mechanism for treatment of such

monies realized by DIAL: \\
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14.20.2.

14.20.3.

14.20.4.

Frovislons under OMDA seem to indicate that land per se is not to be
regarded as part of the non-transfer asset, Hence the revenues attributable
to monetisation of land per se should not be reckoned as revenues from non-
transfer assets. However, in Mode 3 (Paras 14.14 and 14.15), there may be
no proceeds from land for using for the airport project and such maode may
decouple the lease of land fram Its sole purpose and hence would not be in

public Interest,

AAl S MoCA being the agencies of the sovereign to have leased the land to
DlAL are best placed to prescribe the mechanism for land monetisation by
DIAL in future and the formulation for treatment of revenue generated from
monetisation of land towards determination of aeronautical tariff in respect
of 1GI Airport, Delhi. The Authority proposed to reguest to AAl / MoCa for

their considerad view in this regard.

Finally, the Authority proposed not to consider the amount of Rs, 390.05
crore for the first Control Period (revenues realized by DIAL from Commercial
Property Development) and Rs. 549.24 crore for the second Control Period
irevenues projected to be realized by DIAL from Commercial Property
Development) towards determination of aeronautical tariff in respect of 1GI

Alrport, Delhi, pending the receipt of views of AAl/ MoCA.

a. Stakeholder Comments on Issues pertaining to Land Maonetization / Treatment of RSD

14.21. Subseguent to the Stakeholder Consultation process, the Authority has received

comments / views from various stakeholders Including IATA, VistaRa, APAQ, ClI,

MIAL, Air India etc. In response to the material and the tentative proposals

presented by the Authority with respect to varlous elements of determination of

aeronautical tariff in its Consultation Paper No 16/2014-15 dated 28.01.2015.

Comments with respect to land monetization and treatment of RSD are presented

bialow.

14.22. MIAL is of the opinion that revenue from land monetization Is not to be used for

cross subsidizing the target revenue and there Is no obligation on the airport

aperator for using the funds mobilised from land monetization for alrport business.
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Further it opines that the RSD should not be a zero cost means of financing. Its

comments are presented below,
“The Authority hos deviated from the Concession Agreements entered into by
the Airport operator in respect of the treatment of RSD / lond moetization. it
has stated the following:
AL the putset, MiIAL would like to state thot development, expansion and
operations ot G Airport, Delhi are governed by cerfain ogreements
fecollectively referred to aos "Project Agreements"), inter-alig, which were
executed between DIAL, MoCA and AAL;
Operation. Management and Development Agreement doted  04.04.2006
{hereinafter referred to os "OMDA"} between DIAL and the AAL;

The Stote Support Agreement (hereinafter referred to os "55A4") doted
26.04.2006 between the President of India, acting through the Ministry of Civil
Aviation (hereinafter referred to as ‘WoCA'), ond DIAL:

The bidding process for the oward of G Airport, Delhi was carried out on the
basis of certain assumptions and parometers, which formed the bosis of
bidaging. Further the 554 and the OMDA sefs out certoin specific norms ang
parameters for the gperation of the Delhi airport, including determination af
aeronautical tarlff, revenue sharing with the AAl, the identification aof
eercnoutical, non-ageronautical and essential services etc. At paro 3.1.1 of the
554 it is specifically provided that the Govt. of India “sholl moke reasonable
endeavors to procure that the Economic Regulatory Authority shall regulate
and set fre-set Aeronautical Charges, in accordance with the brood principles
set out in Scheduwle 1 appended hereto'(to the 554).

Further, Section 13 (ilja){vi] of AERA Act, 2009 (AERA Act) requires the
Authority to determine the toriff for oeronoutical services toking into
consideration the concession offered by the Central Government. The AERA In
recagnition of such provision has considered various provisions of the 554 read

along with OMDA for the purpose of tarlff determination for the 1st Control

.
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Period le. FY 10 to FY 14, It is, therefore, respectfully submitted thot o
deviation from the 554 and OMDA will be against the principles emanating
from the concession agreements and also the stotutory provisions under the

AERA Act,

The Autharity has requested AAl and MoCA to provide their considered view on
mechanism for land monetization by DIAL in future ond the formulation for
treatment of revenue generated by DiAL from monetization of land earmarked

for commercial development.

in this connection we would like to stote that the position in this respect is véry
clear and revenue from such mopetizotion is not to be used for cross
subsidizing the target revenue and there Is no obiigation on the airport
operator for using the funds moblllsed from lond monetization for airport
business. If such funds are used for airport business, ot least o return equivalent
to return on debt should be allowed, if not the return on equity. As per 554,
only 30% af the gross revenue generated by the JVC from the Revenue Share
Assets would be considered for cross-subsidization. Revenue Share Assets is

defined in 554 while Non Aeronoutical Assets are defined under OMDA.

Since the Real Estote Development does not get qualified under the definition
of Revenue Shore Assets, any revenue / proceeds from Real Estate
Development Is completely outside the purvlew of cross subsidization in
accordance with the provisions of 354 and therefore no way any such revenue /
proceeds can be utllised for cross subsidizing ceronautical charges. In view of
absolutely clear provisions under the 554 and OMDA, we are af the view that,
there was no need to refer this matter to MoCA and AAl. It will not be out of
ploce to mention here that the Authority hod olreody analysed this issue
thoroughly while determining tariff for first Control Period ond haod taken @
decislon occordingly and therefore reviewing / revisiting its own decision is

undesiroble ond uncalled for.

14.23. We would also like to state that the Authority on one hand expects the operator to

use funds raised through Refundable Security Depdsit, in airport business but on the
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other hand, does not want the operator to have market linked return on such funds.
The Authority also needs to facter in the reguirement of funds that would arise
when the security deposit Is to be refunded as per the agreed terms. For making
available funds for refund of security deposit, such usage of funds should form part
of RAB and reasonable return on equity and depreciation should be provided
thereon.”On the jssue of land monetization, IATA further stated revenues arising
from land monetization should be included for tariff determination to benefit alrport

users stating that,

“It haos been argued that concessional land given to private players must result
in benefits to the end consumers in India. Not including revenues derived from
monetization of stote land provided free to the private player could be
construed as unduly profiting the private player at the expense of the end-
cansumers. We owait the timely guidance of AAl and MoCA to hove revenues
from manetization of state land by DIAL included In this tariff determination.”
14.24. APA| commented on the matter that,

“We observe the revenue from land monetization has not been considered ot
all and it Is a very vital ond important foctor for consideration,. The autharity
has propased that land monetization would nat be included in the torlff
n'eterm.'-nan'nn, it is submitted that monetization of state lond must benefit the
public ot large and (s o right for everybody ond aos such, the revenue
realized/projected agalnst same for both control perlods should be considered
at the time of tarlff determination and before the Authority concludes, an earily

and appropriate guideline from AAl and MoCA showld be considered.”™
14.25. Cli commented on the matter that,

“AERA had deliberated and settled the land issue in first control period but now
they again propase to revisit the same. This will lead to regulatory uncertainty
in minds af investors as also will be a cleor vielation of concession. Commerciol

exploitation of land In the manner provided under OMDA has been a part &

parcel af the RFP for privatizalion.of IG! Airport.
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it is impartant to note that any Incorrect attempt to expand the definition of
the “Revenue Share Assets” to include the revenue arising from the “Non
Transfer Assets” such os commercigl property would impinge the very
basis of the concession. Cll request: As such Non tronsfer assets including the
depasit ond revenue from land are outslde regulatory ombit.”

14.26. Fl& commented on the matter of land monatization as belaw,
"It Is submitted that the Authority hos extensively discussed the issue of
manetization af land. However, there are certaln key terms which should be
evaluated and decided upon os o preliminory step to ascertain the issue
monetizotion of land. It is submitted that Authority may kindly eloborate and
clarlfy the meanings of the following terms by citing examples from the Alrpart
and the Alrport Site itself:-
{a] Naon - Transfer Assets;
(b} Non -Aeronoutical Services; and
fc) Transfer Assets.
Since, the issue of monetizotion of lgnd and the treatment of the somein the
determingtion of geronoutical revenues has remained o contentious ssue, it 5
relevant that the Autharity clarifies the above terms as a preliminary step to
decide the above issue, *

14.27. FIA further commented that,
“It is submitted thaot the lease rentals received on monetization of the land
hove not been applied towards the computation of aeronautical tariff, in the
event the lease rentals from monetization of lond are alfowed same will reduce
the burden on the consumers. Thergfore, the interest of the consumers and the
stokeholders requires that the lease rentals from the monetization of the land
be appropriated towards the determinotion of oeranoutical tariff.”

14.28. FiA also added that,

“On the basis af provisions of lease deed and Authority’s viewpoint it is

submitted that the revenues from CPD should be considered in determination
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of aeranautical tariff rother than excluding it pending the views of MoCA and
AaL"
14.29. FiA further added that,

“FlA has not received the copy of the CPD Agreements ('CPDA") executed between

DiAL and the third parties. it Is submitted thot the burden of proof is on DIAL to

establish that there [s na link between the praceeds of land monetization and the

determination of aeronautical tarlff. The Hon'ble Supreme Court In the judgment of

Rangammal v. Kuppuswami and Anr. ({2012)125CC220) has held that the burden of

proaf is on the party who s claiming any right from the court.”

Relevant excerpts of the judgment are reproduced by FIA in its comments.
"Based on the above fudgment by the Hon'ble Supreme Court, It is submitted
that DIAL has claimed that proceeds from the monetization of land connof be
approgriated towards the determination of oeronautical tariff. Therefore, DIAL
is required to provide the documents with respect ta the same. Since, DiAL has
not provided the documents to the stokeholders, DAL hos foiled to discharge
DIAL's burden of proaf as held in the above fudgment. It Is submitted that the
Hon'ble Supreme Court hos noted that until the burden of proof Is discharged
the other party cannot be called upon to prove his case. Therefore, the
stakeholders [Tka FIA cannot be called upon to prove thelr case on the [ssue of
treatment af lond monetization. Being the sectoral regulator, the Authority is
bound to anolyse this aspect in the interest of the airlines and the consumers.
in view of the same, the omounts of Rs5390.05 crores from commercial
property development in the 1st Control period, and R5, 549,24 crores in the 2'd
Contral Perlod, ought to have been considered towards the determination af
aerongutical tariff.”

14.30. Regarding scenarios for land monétization and nature of asset, FIA commented that,

“The Authority has stoted thot Mode 3 is the only instance recognized by the
Autharity which delinks the proceeds of lond monetization from the

determination of aeronautical tariff. It is submitted thot even under Mode 3

. p ot
which Is revenue sharing arrangement, rhe-r.eue,.r'ru.g.i{ from lond monetizotion
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should be considered in the determinotion of ceranautical tariff, It Is further

submitted that a revenue share arrongement would include the factors fike:
fa]l The contribution of DIAL in the said property development. It needs to be

ascertained whether the said contribution is reloted to the services or mere sub
- lease of land os o contribution; and Expenses Incurred by DIAL in providing
LIAL's contribution to the sald property developments, in the event DIAL is not
incurring expenses, It is evident thot the contribution is imited to fand only.
Therefare, the revenue share merely factors the contribution of land.

Assuming, without admitting, that DIAL is providing services and not merely
providing the lond In the said commercial venture, then the nature of services
may be compared with the Schedule = V! of OMDA, and evaluated whether
DAL is providing any services the revenue of which should be apportioned
towards the determination of aeronautical tariff.

Bosed on the above, it is submitted thot even when there is a revenue sharing
arrangement and DIAL is providing certaln services, the revenue share will take
fnto acoount:

{fa} Lond: and

{b) Services provided by DIAL to the extent the services relate to the Schedule
Vi af OMDA and the AERA Act,

Therefore, as rightly noted by the Authorty lond In question is not @ non -
tronsfer osset the revenue arising from the contribution of fand should be
considered towards the determination of aercnautical tariff, in every scenario/
modé discussed by the Authority.

in the absence of CPDAs, and based on the admission of DIAL that DIAL has
recognized the revenue from the CPD, it is submitted that land is the only
resource which has been contributed by DIAL, Land has been provided by the
government, Further, participation in such business venture only arises from
the fact that DIAL has been allowed to do so under the terms of OMDA and the

Leose Deed. Therefore, any recelpts drising from the land (not being a non -
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transfer asset), which has been granted by a sovereign, cannot be allowed to
be appropriated by o private persan. In view of the same in oll the Instances,
the Authority ought to have considered the proceeds of lond monetizotion

towards the determination of agronautical tariff.

It Is submitted thot DIAL is opergting the oirport which is o public osset.
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 thot (n certain instances where the
Autharity cannot decide the approach, as an interim meosure the Authority
ought to consider that the Interest of stokeholders Is paramount. Similar views

have been expressed by the Hon'ble Supreme Court In the matter

of In Re: Special Reference Na. 1 of 2012 {2012} 10 5CC 1.* An extract of the

same has been reproduced In the FIA submission.
14.31. Citing the matter expressed |n the Supreme Court FIA added that,

“Relevant extroct of the judgment of the Hon'ble Supreme Court in In Re:
Special Reference No. 1 of 2012 is annexed hereto and marked as Attochment--
&.eased on the above, it is submitted that lond {5 0 notural resource. Land has
been given ot a price af Rs-100 per ocre, under the terms of Leose Deed, which
is @ highly deprecioted value. The reciprocal consideration is that land
monetized has to be appropriated towards the determination of eeronautical
tarlff, Therefore, notwithstonding the reservation expressed by the Authority
under Mode 3, the revenue arising from land monetization should be used to
compensate the consumer, Further, even when the Authority is owalting the
comments from AAl and MoCA, the obove judgment of the Han'ble Supreme
Court is binding on the Authority. The Authority is required to ensure DIAL'S
reciprocal consideration to reduce the burden on bthe consumers as per the

decision af the Hon'ble Supreme Court in In Re: Special Reference judgment.”

14.32. On the matter of seeking AAl and MOCA's view with respect to land monetization,

APAD commented that,
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"However, the position in this respect is very clear from 5584 end reveniue from
such manetization (s not to be used for cross subsidizing the target revenue and
there Is no provision for using the funds mobilised from lond menetization in
alrport business. If such funds ore used for airport business, a return equivalent

to at feast return on debt should be allowed, if not the return an equity.

As per 55A, only 30% of the gross revenue generated by the JVC from the
Revenue Shore Assets would be considered for cross-subsidization. Revenue
share ossets means Non Aeronoutical assets which are further, defined in
OMDA as ol assets required or necessory for the performaonce of Non-
Aeronautical Services at the Alrport os listed in Part | of Schedule 6 ond ol assets
required or necessary for the performance of Non-deronoutical Services at the
Airport as listed In Part [| of Schedule & hereof os located ot the Alrport, to the
extent such ossets (o) are located within or form port of any terminal bullding; (b}
are conjoined to any other Aeronautical Assets, osset Included in paragraph (i)
above ond such ossets are incopable of independent occess and independent
existence; or (c) are predominantly servicing/ catering any terminal complex/cargo
complex. Therafore it means that Revenue proceeds from any Non Transfer asset is
outside the purview of regulation by AERA.

The Authorily on one hond expects the gperofor fo use such funds in airport
business but on the other hand, does not want to give the operator market linked
return on such funds. The Authority also needs to foctor in the requirement of
funds that would arise when the security depaosit is to be refunded os per the
agreed terms, It (s impartant to note that the Authority has already discussed and
deliberated on this issue in detail while finalizing tariff order for first control period
and had taken decisions in accordance with the provisions of 554 and therefore the

Althority show'd not review its own decision™
b. DIAL's response to Stakeholder Comments on Issues pertaining to Land Monetization

1433, On APAO's comments regarding revenue from Land Monetization, DIAL has
suppaorted its conténtions while elaborating its view on tha matter, highlighted in

para 14.35 below 1o 14.35 below.
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14.34. DIAL agreed with MIAL'S comments, elaborating its views presented in para 14.35
below to para 14.38 below.
In response to APAl's comments, DIAL has provided the same rationale for non-
Inclusion of revenues from land monetization for cross subsidization of aerenautical

charges as covered in para 14.35 below to para 14.38 below and mentioned that,

"APAl hos sought for inclusion of revenues from land manetisation. This will be
ogainst the Concesslon Agreements and the terms af OMDA, The Authority
must determine toriffs under Section 13 toking Into consideration the
cancessions offered.”

c. DIAL's own comments on Issues pertaining to Land Monetization

14.35. On the Issues pertzaining to Land Monetization, DIAL has presented that,

“14.21.2. Provisions under OMDA seem ta indicate that lond per se is not to be
regarded as part of the non-transfer asset. Hence the revenues attributable to
maonetisation of land per se should not be reckoned os revenues fram non-
transfer assets. However, in Mode 3 (Poras 14.14 and 14.15 above), there may
be no proceeds from land for using for the alrport project and such mode may
decouple the lease of land from its sole purpose and hence would not be in
public interest,

14.21.3. AAl / MoCA being the ogencies of the sovereign to hove leased the
land ta DIAL are best placed to prescribe the mechanism for land monetisation
by DIAL in future and the formulation for treatment of revenue generated from
monetisation af land towards determination of aeronauticol tariff in respect of
IGI Airport, Delhl, The Authority proposes to write to AAl / MoCA for their

considerad view (n this regard.”
14.36. Regarding treatment of revenue accruing from land, DIAL stated as under,

“Under the OMDA there is o distinction between “Transfer Assets®, which
means ogeronautical and non-aeronaulical assets and “Mon-Transfer Assets”,

These are defined as under:-
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“Aeronautical Assets” shall mean those assets, which are necessary or required
fer the performance of Aeronautical Services at the Alrport and such other
ossets as JVC procures in accordance with the provisions of the Project
Agreements (or otherwise on the written directions of the GOI/AAI) for er In
relation to, provision of any Reserved Activities and shall specifically include all
land {Including Excluded Premises), property and structures thereon

acgquired ar leased during the Term in relation to such Aeronauticol Assets.

“Won-Aeronautical Assets” sholl mean:

1. all assets required or necessary for the performance of Non-Aeronautical
Services ot the Airport as listed In Part | of Schedule & and any other services
mutually agreed to be added to the Schedule & hereaf as located at the Airport
{irrespective of whether they are owned by the JVC or any third Entity); and

2. all assets required or necessary for the performance of Non-Aeronautical
Services at the Alrport os listed in Part Il of Schedule & hereof os located ot the
Airport (frrespective of whether they are awned by the JVC ar any third Entity),
to the extent such assets (o) are located within or form paort of any terminal
building; (b) are conjoined to any ather

Aeronautical Assets, asset included in parograph (i} obove and such assets are
incopable of independent occess and Independent existence; or (o) are
predominantly servicing/ catering any terming! complex/cargo complex and
shall specifically include all additional land [ather than the Demised Premises)],
property and structures thereon acquired or leased during the Term, in reigtion
Lo such Non-Aeronautical Assets.

*Non-Transfer Assels”™ shall meon all assets required or necessary for the
performance of Non-Aeronauticol Services as listed in Part Il of Schedule &
hereof os located at the Alrpart Site (irrespective of whether they are owned by
the JVC or any third Entity]. provided the same aore not Non-Aeronauticol

Assers,
“Airpart” means the indira Gandhi mte;nq:t_l'unm' Airport, as located on the
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Alrport Site; and
“Airport 5ite” shall mean the underlying land forming part of the Demised
Premises (as defined In the Leose Deed) agreed to be demised by AAl In
pursuance of this Agreement under the Lease Deed and all lond (Including
Excluded Premlises) aocquired or leased by the JVC during the Term in pursuance
of this Agreement under the Lease Deed or atherwise.”

14.37. DIAL has stated further that,
“The contract recognizes different closses;-
{i] Transfer assets:- All geronoutical and nen-oeronautical assets;
{ii} Non-Tronsfer assets:- Assets which are required for the performance of
non-geronautical services listed In Part || of Schedule 6 of the OMDA and
which are not non-geronautical assets, as locoted ot the ‘Airport’ Site.
{1ii) “Airport’ and ‘Alrport Site’,
3. There is purpose, logic and rationale in making this distinction, os revenues
from non-aeranautical Gssets is taken into consideration for ¢ross subsidization
af aeronautical charges, whereas revenues from land and buflding(s) developed
thereon in occordance with Article 2.2.4 of OMDA are not to be taken Into
consideration for cross subsidization.
Centroctual Mechanism
4. As per the principles for determining aeronoutical charges set out in
Schedule 1 of the 554, the Authority can only take into account revenues from
non agronautical assets for the purpose of cross subsidization.
5. This is clear from the aefinition of °5°, which is equal to 30% of the gross
revenue generated by DIAL from the Revenue Sharing Assets, Revenue Share

Assets mean non-geronauticol assets ond assets required for the provision af
geronautical related services arlsing at the Alrport and not considered in

revenues from non-aergnautical assets( for e.g. Public admission fee, etc.)
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6. Non-Transfer Assets ore not included aos ‘Revenue Share Assets’. In the
obsence of any provision permitting cross-subsidization from revenues earned

from Non-Transfer Assets, such revenues cannot be taken into consideration.

7. Generally globai airports have commercial developments In the immediate
vicinity of the olrport which Is referred to o3 cerotropolls development. These
enable g hollstic approach to development of airport and the ecosystem around
the airport. This assists n not just the growth of the oirport but also provides o
thrust to the economy around the airport and enhances the economic Impact of
the airport. Thus providing for developing of 5% of the land of airport as
commercial property had a broad public chjective. Apart from this the basis for
protecting revenues earned from Non-Tronsfer Assets from being considerad
for cross-subsidization of charges is to provide o revenue stream to the airport
opérator to enable bidders to guote higher revenue share to AAl Any attempt
to change this intent, post bidding, and becaouse the revenue earmned from the
fand earmarked for Non-Transfer Assets to be utllized to cross-subsidize the
geronautical tarlff, In contravention of the bid terms, would put the alrport

opergtorin serous finaonciol distress.

Thus, It is meont to act as o balonce to enable the operctor te meet (s
obligations under OMDA, Seen in this context, revenues earned from Non-
Transfer Assets must not be considered for cross-subsidization vs doing so
would defeat the purposes of the OMDA ond put the cirport operotor into

financial distress.”

14,38, DIAL has commented further on these matters with respect to OMDA, 55A, and AERA

Act ete. It concludes as below,

“On this background, the interpretation (in parograph 14,.13) that the Demised
Premises is given to DIAL only for the sole purpose of development, operation
and maintenance of the Airport will defeat the mandate/rights under the
OMDA as Article 2.2.4 of OMDA itself permits, commerciol usage of 5% of the
demised land and Article 8.5.7 af _GME}A enables DIAL to sub-lease and license
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any part of the Alrport Site to third parties. Such interpretation Is controry to

the AERA Act, the Policy of the Government and the concession agreements.”

d. Authority’s Examination of Stakeholder Comments on Issues pertaining to Land

Maonetization f RSD

14.38.

14.40.

14.41.

The Authorlty has carefully considerad the comments from IATA, APAI, APAC, ADC,
FICCI and FIA as well as DIAL's comments and response to these stakeholder's
commants regarding land monetization for the second Control Period in respect of
the 1G] Airport, Delhi,

The Authority’s considered view is detailed under para 14.20 above based on the
provisions of 554, Land Lease Agreament and OMDA (project agreements).

The Authority has noted MIAL s comment that 55A and OMDA are clear on the lssue
of land monetization. However, the Authority would like to get the opinion of ather
contracting parties for the Concession Agreement for the |Gl Airpart, Delhi , i.e. Aal /
MoCA, The Authority is also of the view that AAl / MoCA are the agencies of the
sovereign to have leased the land to DIAL and are best placed to prescribe the
mechanism for land monetisation by DIAL as well as the formulation for treatment of
revenue generated from monetisation of land towards determination of
aeronautical tariff in respect of IGI Airport, Delhi. The Authority is not willing to
reconsider this view and has requested Aal / MoCA for their considered view In this
regard. At present, the Authority has not received any view from AAl/MoCA, and will
continue with its proposal in respect of land monetization, from the Consultation
Paper No. 16/2014-15 dated 28.01.2015. Upon the receipt of AAlL/MoCA's views,

appropriate treatment shall be carried out.
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Decision No. 12 The Authority decides to adopt the following approach for
consideration of land monetization towards determination of tariffs for aeronautical
services provided by DIAL at 1GI Airport, Delhi:

12.a. To treat the revenues from monetization of land based on the mechanism
prescribad by AAI/MOCA on land monetization In case of DIAL (refer para
14.20)

12.b. To not consider at present, the revenues realized by DIAL from Commercial
Property Development ({CPD) during the first Control Period to the tune of Rs.
390.05 crore, as well as the projected revenue from CPD in the second
Control Period to the tune of Rs. 549.24 crore; towards determination of
aeronautical tariff in respect of 1GI Alrport, Delhi, pending the receipt of
views of AAlf MoCA.
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15. Weighted Average Cost of Capital (WACC)

a DIAL Submission on Welghted Average Cost of Capital (WACC)
15.1. DIAL, in its submission dated 11.11.2013, stated as under on the issue of calculation
of WACC:
“The 55A prescribed a nominal post-tax WACC methodology for determining
the Return on RAB. A post-tox vanille approach that s equivalent to obove
approach has been used to determine the WACC. The formula used Is as below:
WACC=Kd X G + Ke X (1-G)
Where
kd: Weighted average Pre-tax cost of debt used for funding the RAB
Ke: Post-tax cost of equity using the Capital Asset Pricing Model ‘CAPM’
Approach.
G: Gearing of Debt to total Equity/Quasi-equity utilised far RAB.
Security deposit os quas/ equity; As explained earfier, DIAL haos utilized the
security deposits from lease of Non-Transfer Assets to part finance the capital
expenditure programme for Phase 1. This has been done despite any
mandate/requirement below any of the project agreements to ulilize the
deposit towards funding the aeronautical assets.
The aforesald deposits are for the concession period co-terminating with the
concession of DIAL and as such hove been treated as quasi-equity. The reasons
af this belng treated as quasi-equity are as below:
» These amounts ore culled out from o bottom-line impacting revenue
stream.
s The amount is not repayable during the term of concession — same as in
case af equity.

» The utilization of the money Is at the discretion of the shareholders and

had no limitations.
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» The money could have been invested in any other venture andfor
developing Non Transfer Assets/Non Aeronouticol Assets by DiAL and

has oppartunity cost of equity.

* The amount has been used to finance the RAB and as such it needs to

be serviced.

* Lenders have also treated this amount as eguity to compute debt-equity

ratio for lending purposes.

Therefare, security deposit from CPD is treated os quasi-equity and the cost of

equity applied to this to compute WACC,

Based on the weighted averoge cost af debt for the Rupee Term Loan and the

External Commercial Borrowing focility, o combined weighted average can be

calculoted in rupee-denominated terms, which will provide the overoll cost of

debt for DIAL's cost of capital calculotion. The calculation is set out in the table

helow!,
In Crores FY2015 | FY2016 | Frao17 | Fra018 FY2019
Eﬁ.’r_y_jundmg-
Share capital 2,450.00 | 2450.00 | 245000 |2,450.00 | 2,450.00
Internal accruals® | 345,87 459 31 663.34 | 895.58 1145.73
[Cumulative) -
Refundoble lease | 1,471.51 | 147151 | 147151 |147151 | 147151
deposits
Total 426738 | 442082 |458485 |4817.09 |5067.24
Return on equity | 24.0% 24.0% 24.0% 24.0% 24.0%
Debt funding ) =l
ECB debt** 2264.68 197184 | 1654.41 1318.57 ga5.72
CostofECB% | 7.49% 7.41% 7.80% 7.79% 7. 77%
Rupee debt 293692 |281244 |283208 |261902 |232214
Cost of Aupee 12,04% 12.29% 12.54% 12.79% 13.04%
debt
Totol debt funding | 520160 | 488428 | 448648 | 383859 3317.86
| Total Capital (945898 | 930510 | 907134 | 875568 | 838512
| employed I ]
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e J T iy ] | |
"H: is us.sumed_ that E.fAI. w.l'H. be able to generote surplus cash from its
operating activities (based on the current X foctor proposed by us) Howeuver,
based on the final X factor approved by Authority if surplus s not available then
additional debt will need to factored in the means of finance and WACC
computation. Currently it has been assumed that the future copitalization will
be done from internal occrual as surplus is avalloble. ©

15.2. Based on avallabllity of audited values for FY 2013-14, DIAL has revised (ts calculation

of WACC In Its submission dated 23.07.2014. The revised submlsslon Is presented as
below:
“Based on the weighted average cost of debt for the Rupee Term Loan and the
External Commaercial Borrowing focility, o combined weighted averoge con be
calculated in rupee-denominated terms, which will provide the overall cast of

debt for DIAL's cost of capital colculation. The calculation is set out in the table

below,
inCrores | FY2015 | Fv2o16 | Fv2017 | Fv2018 | Fr2ois
e Equity funding _
Sharecopital | 2450 2450 2450| 2450| 2,450
Internal accruals |
|
Cumuiatio) o AR L S DR oo
Refundable lease
e | 1472 72| 1472|1472 1472
Total L3 4255| 4451 4653| 4885| 5135
Retunonequity |  24.0% | 24.0% | 240% | 24.0% | 24.0%
Debt funding
ECE debt™* 2168 = I,Sﬁ‘{ 1,578 1,256 b44
Costof ECB % - l48k J.30% P 7.77% 774
Rupeedebt |  2855| 2931 | 2850 | 2,637| 2340
Costof Rupeedebt | 11.63% | 11.88% | 12.13% | 12.38% | 12.63%
Total debt funding 5121 | 4815 4428| 3,893 3,284
| WaCC | 1754% t =

"let Is assumed thot DIAL will be able to generote surplus cash from Ifs
operating activities (based on the current X factor proposed by us) However,
bosed on the final X factor opproved by Authority if surplus is not availoble then
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additional debt will need to factored in the means of finance and WACC
computation. Currently It has been assumed that the future capitalization will

be done from internal accrual as surplus Is avallable.”

b Authority's Examination of DIAL Submissions on Weighted Average Cost of Capltal
(WACC)

15.3.

15.4,

15.5.

15.6.

The Authority had carefully examined DIAL's submission regarding WACC and in light
of the discussion on cost of debt In para 12 above and cost of equity in para 13

above, the Authority presented its examination on WACC.

Regarding the quantum of equity to be considered, the Authority in its Delhi Tariff
Order 03 / 2012-13 had decided not to conslder Rs. 150 crores paid by DIAL as an
Upfront Fee to AAl for the purpose of calculation of WACC. The Authority had noted
from the Tariff Model that DIAL has consldered the pald-up equity at Rs. 2,450 crore,
which includes Rs. 150 crore of Upfront Fee for the purpose of WACC Calculation.
The Authority Is not persuaded to reconsider Its earlier declsion and hence proposes
to consider pald-up equity at Rs 2,300 crore after removing the Upfront Fee of Rs
150 crore.

The Authority had also noted from the tariff model that DIAL has considered the
capital additions being made over the second Control period to have been funded
from its intemal accruals for respective yvears. DIAL had stated its assumption in its
submissions that DIAL will be able to generate surplus cash from [ts operating
activities [based on the current X factor proposed by DIAL). However, based on the
final X factor approved by the Authaority if surplus is not available then additional

debt will need to be factored in the means of finance and WACC computation.

The Authority noted that DIAL has used the term internal accrual to refer to the
internal resource generation. The Authority has not found definition of the term
"internal accruals”, However, it understands that this term |5 used interchangeably
with "internal resource generation” (IRG). The IRG comprises {a) Profit After Tax

(PAT) (b) depreciation and (c) deferred liabilities, if any.
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15.7.

15.8.

15.9.

15.10.

The Authority was of the view that the Profit After Tax, which is decided by the firm
to be appropriated in the Reserves and Surplus of the firm (and thereafter forms part
of the Net Worth, which is the sum of paid-up equity and accumulated retained
eamings), belongs to equity investors and would be eligible for equity return.
Depreciation is non-cash expenditure and it reflects the reduction in the value of
assets (reflected in the difference between the Gross Block and the Met Block) and

cannot be considered as eligible for equity return.

Thus the Authority considered that only the Reserves and Surplus should be
considered as eligible for equity return. Ta this Reserves and Surplus, the Authority
would add the Profit after Tax as estimated by it to be realized by DIAL aver the
second Control Perlod. Such closing Reserves and Surplus will be considered for
addition In pald-up equity for respective years for consideration towards the net
value of equity and as eligible for an equity return. However, if and when the
Reserves and Surplus 15 negative and results in a value léss than the pald-up equity,
causing a situation of negative Net Waorth for the airport operator; the Autharity

would consider the value of paid-up equity as the net equity.

The Authority had noted from the Financlal Statement of DIAL for FY 2013-14 that
opening balance of Reserves and Surplus for DIAL for FY 2013-14 comes to a negative
of Rs. 969.86 crore. Profit after Tax for DIAL, based on its calculation of X factor,
reduces the negative balance of Reserves and Surplus or in other words it partly
recoups the losses in the previous years to that extent. So far as the accumulated
Reserves and Surplus for DIAL is negative, question of having funded the additions to
the assets from PAT (though positive for the particular year) does not arise. In such
case, the Authority proposed to consider closing equity as per the present level of
paid-up equlty.,

In the context of 1GI Alrport, Delhi, the Authority noted that the revenue generated
by DIAL from monetisation of land also contributes to its Reserves and Surplus.
Pending receipt of clarification/inputs from MOCA/AAl on treatment of revenue
tfrom monetization of land, the Authority had not considered such revenue towards

computation of aeronautical tariffs, In line with the same, the Authority proposed

m
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not to consider the contribution of the revenue from monetization of lana towards
Reserves and Surplus for DIAL at the beginning of the second Control Period.
However the Authority did not have the required information to segregate such
contribution and considered the Reserves and Surplus, as reflected in the books of

DIAL,

15.11. The Authority computed the Reserves and Surpluses for the duration of the second
Control Period based on its proposed determination of X factor and proposed to
consider this towards determination of equity for the purpose of calculation of
WALC, This computation in respect of DIAL is presented in the Table below:

Tahle 44: Authority’s computation of Equity to be considered towards WACC in respect of DIAL In
the seeand Control Period in Consultathon Paper Mo, 16/2014-15

_in Crare | Fv201815 | Fv201516 [ Fv2016-17 | Fv2017-18 | Fv2018-19
Paid-up Equity |
Opening Paid-Up Equity | 2,300.00 _q 2,30000 |  2,300.00 | 2,300.00 '__ 2,300.00 |
Additions to Pald-Lip Equity - ||

Cloding Paid Up Equity 2,300.00 l_ 2,300,00 |  2.300.00 |
Reserves and Surplus to be considered towards equity
Reserves and Surplus
brought forward (965.86) |  [909.21] [L601.88) | (2,178.14) | (2,6B2.78)
Prafit for tha Year |

| appropriated to Reserves
| end Surplus 6065 | [692.67) (576.26] (504,54 (379.08)
Fleienles and Surprus |
carrled forward =~ __fs09.21) | [1,601.88) | (2,178.14) | (2,682.78) [ (3,061.86)
Reserves and Surplus te be
cansidered towards equity el |

Equity considered for | | 18] 300.00
; ; P i
i kaki cC 2,300.00 | 2 300,00 | 2,300.00 2,300 r

15.12. Accordingly the cost of equity of 16% was considered on equity balance of Rs. 2,300

2,300.00 2,300,00 |

crore every year in the second Control Period. The Authority had determined the
cost of debt for DIAL as given in the Table 38 above for the second Control Perlod.
The Authority has determined the total capital employed and WACC for the second
Control Period to be as below,

Table 45; Total Capital Employed and WAL as considerad by the Authority for second Contral
Pariod In Consultation Paper Mo, 16/2014-15

In Crore | Fv2018-15 | FY2015-16 | FY2016-17 | FY2017-18 | FY2018-19
Equity funding . o S |
Share capital | 2300.00 2300.00 2300.00 230000 | 2300.00
| Reserves and Surplus 't 000 000 [, 0.00 0.00 | 0.00 |
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(Cumulative) : S
Tatal 2,30000 | 2,300.00 | 230000 | 230000 | 2,300.00
Return on equity 16,00% 16.00% |  16.00% 16.00% 16.00%
Debt fundi
CECB debt 1753.76 153864 | 130153 105101 |  BOB.O6
Cost of ECB % 708% | 739 | 7.78% 7.77% | 7.74% |
Rupee debt ] 2955 08 2030.59 2850.23 263717 | 2340.30
Additional Rupes Debt for '
proposed capex during 0.00 0,00 19793 165,07 47.70
Second Contrgl Period _ A
Cost of Rupee dabt 11.38% 11.38% 11,38% 11.38% 11 38%
Total debt Outstanding 4708.84 | 446943 | a350.00 | 405119 | 354586
RS0 -~ 147151 147151 1471.51 1471.51 147151 |
Return an RS0 0.00% £.00% 0.00% 0,000 0.00%
Total Capital employed 548035 | 824004 | 812160 7R2270| 731737
| WACC - = | 10,00% | 9.99% 3.99% | 998% |  9.97%
| Average WACC 9.0 | M

15.13. As regards truing up of WACC, the Authority had proposed not to provide a true up
with the following exceptions:

15.13.1. New debt subject to the celling on cost of debt for Rupee Term Loan of
actuals as of 01.04.2014 plus 50 basis points

15.13.2. New RSD (in addition to Rs. 147151 crore already considered by the
Authority as a means of finance while determining DF)

15.13.3. Fresh pald-up equity [in addition to Rs. 2,300.00 crore already considered by
the Authority (after removing upfront fee of Rs. 150 crore from the paid-up
equity of Rs 2,450 crore) as a means of finance while determining DF)

15.13.4. Funds from Reserves and Surplus on actuals, if positive, during the second
Control Period

¢ Stakeholder Comments on lssues pertaining to WACC

15.14. Subsequent to the Stakeholder Consultation process, the Authority has recelved
comments [ views from wvarious stakeholders including 1ATA, VistaRa, APAD, CH,
MIAL, Air India etc. in response to the material and the tentative propasals
presented by the Authority with respect to various elements of determination of
aeronautical tariff In fts Consultation Paper No 16/2014-15 dated 28.01.2015.

Comments with respect to WACC are presented below.
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15.15. On the matter of WACC, MIAL commented as below,

“Computation of WACC - Reserves and Surplus deployed for the Profect are
reduced by the losses generated in the future years. Authority’s proposal; While
computation of WACC, Authority hos proposed that to arrive at the guantum af
Reserves ond Surpius (R&S) any losses incurred from the operations will be

netted off subject to the level that poid up equity will not get reduced.

A praject is funded through o combination of various means of finonce such as
Equity Share Capital, R&S. debt, depasits. ete. Authority has ogreed to protect
the paoid up equity and not to reduce from it the negotive R&S , as the same
together with retolned profits is deployed by shareholders for funding of the
project. It may be noted that R&S comprises of funds belonging to sharehalders
equity investors and once deployed by them Into the project, such funding
shouwld be protected in the same way s equity share capital Is protected. Any
subsequent lgsses though eat into the Reserves and Surplus as per books of
accounts, de not in foct reduce the investment olfreody made by the
shareholders. Authority's stand to reduce the R&ES due to subsequent losses Is

incorrect. Such reduction of R&S reduces the return on equity. ©
15.16. On the matter of inclusion of working capital Interest, MIAL commented as below,

“Working capital interest should be allowed by AERA since the same is required
to fund the day to doy operations of the alrport and s required in normal
course of business. Working capital interest is also ollowed by other reguiators
such as in Power sector. Central Electricity Regulatory Commission (Terms and

Conditions af Tariff) Regulations, 2014 mentions os under:

"21. Capacity Charges: The Capacity chorges shall be derived on the bosis of
annual fixed cost. The annual fixed cost (AFC) of o generating station or a
transmission system including communication system shall consist of the

followling components:

(o) Return on equity;

(b) interest on loan capital;
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{c) Depreciation;

(a) Interest on working capital; and

{e) Operation and malntenance expenses

28. interest on Working Capital: (4) interest on working capital shall be payable
on narmative basis notwithstanding that the generating company or the
transmission lfcensee has not taken loan for working copital from any outside
agency. Similarly return on working capital should also be provided to airport
sector.”

15.17, Similarly APAD also commented that working capital Interest should be considered,

“Working capltal interest should be allowed by AERA since the same Is required
to fund the doy to day operations of the airport and Is required In normal
course of business. Working caplital interest [s also allowed by other regulotors
such as in Power sector,”

15.18. On the matter of WACC, IATA commented that it supports the proposals and the
methodological approach used for calculating the WACC with the exception of
applying a lower cost of debt as discussed |n the cost of debt section.

15.19. APAD also commented on WACC, while emphasising on ensuring viabllity of the
alrport, it recommended that,

“It Is thus important that the overarching regulatory approach should be to
ensure economic viability of DIAL. While there are areas that Ministry af Civil
Aviation can look into to ensure economic viabllity af afrport, the responsibility
cannot be passed on to MoCA while at the same time the Authority tokes
pasitions which oggrovate economic unviability. It Is earnestly requested that
all the decisions of Authority are thoroughly reviewed to ensure economic
viability of airports.”

15.20. FIA commented as below on the cost of debt to be considered for WACC,

“It is pertinent to note that cost of debt is the effective rate that o company
pays on its current debt post adjustment for tax savings. Schedule 1 of the
554 defines WACC as follows:
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WACC = nominal post-tox welghted average cost of copital, calculated using
the marginal rate of corporate tax"

However, based an aforementioned decision taken by the Authority and review
of Consuitation Poper, it appears that cost of debt (s not adjusted for any tax
savings. Post adjustment af such tox sovings (ossuming tox rate at 30%) in cost
of debt, WACC will reduce from 9.99% to 8.4%. It Is submitted that cuthority
should factor such tax saving for computing WACC of DIAL. It is submitted that
the sensitivity analysis detailed in the toble below indicotes that reduction in

WACC from 5.99% to 8.38% will reduce discounted target revenue by 11%.

d DIAL's response to Stakeholder Comments on Issuas pertaining to WACC

15.21. DIAL agreed to MIAL's stand on the subject matter of computation of WACC,

consldering Reserves and Surplus deployed for the Project are reduced by the losses

generated in the future years, and on allowing return on working capital. DIAL

commented that,

“We agree to the stand aof MIAL on aforesald subject ond request Authority to
allow a return on working capital. In case any odditional capltalization is done
by DIAL front internal accruols, then the amount invested should olso get return
equal to equity and Authorily must Protect this emount in same woy as poid up
equity is being protected. For example if DIAL capitalizes 100 crore from its
internal resources during control period then the protection shouid be allowed
on the same in same manner as protection is given to paid up Equity.

As regards the warking capital we shail fike to clarify that this amount aiso is
essenlial in running the airport and o return on the some olso need o be

alfowed.”

15.22. DIAL also agreed with APAQ s comment on Including the working capital interest.

15.23. Inresponse to [ATA's comments DIAL stated as under,

“We strangly oppose to the current proposal of WACC of 9.99%,
The matters of cost of equity and R5D are sub fudice and pending the decision

of the Appellate Tribunal.

\ 3
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The equity contribution of promoters i.e. INR 150 crores is sub judice before
AERAAT under an appeal filed by DIAL ond pending for the order.”

e DIAL's own comments on Issues pertaining to WACC
15.24. DIAL has commented that,

“Viabliity: AERA hos cdmitted that the girport’s entire net worth will we
eroded. This is in viclation of AERA act: Section 13 (1) (a) lays down [amongst
athers) the following function af AERA:

“to determine the tariff for the Aeronautical service taking into consideration:
(fv) economic viable operation of alrport. As such AERA is requested to abide by
the mandate under AERA act by ensuring the econamic viability of airport. This
vinlates the Concession Agreement:

Under the concession agreements DIAL, it has been assured that there will be
support from MoCA to ensure economic viabiilty.

The 55A (Page 3) has loid os under; —In consideration of the JVC having
entered into OMDA and to enhance the smooth functioning and viability of the
IVC, in oddition to the obligotions of the AAl under the OMDA, the GOV is
agreeable to provide some support to the JVC, — As seen above, the viability of
the alrport was assured without any condition. Apart from the provisions of
the concession ogreements, AERA Act itself mondates AERA to ensure viabliity
of the girport. As such AERA needs to ensure viahility of airport by:

1 Providing proper réturn an imeestment

2 Providing full return on entire capital employed Irrespective of source of
funding

3 Allowing reasonable opex and non-aero forecasts 4 Not taking stand on

issues which erode the viabllity of the airport.

AERA has to adopt balanced regulotion and approgeh that ensure the airport

can aperate as o viable business entity.

Entire net worth eroded!
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With the current proposals, DIAL will incur huge losses and entire net worth will
be eroded in the current control period. This is not conducive for develoging o
rabust olrport sector capable of meeting the growth aspirations of the aviation
market,

Service Standards to be impacted;

The upkeep of service stondards as envisoged n the concession agreement
entails substantlal costs for DIAL. With noe funds avallabllity, odherence to

service standards will become o serlous challenge.
Future Growth to be hampered:

Negative net worth will deter the future expansion plans of DIAL. Lenders will
be very skeptical to lend any further. DIAL's surplus to AAT has been indirectly
been instrumental in growth of avigtion in Indio, This growth will also stand

hampered because of above.”
f Authority’s Examination of Stakeholder Comments on Issues pertaining to WACC

15.25. The Authority has carefully considered the comments from 1ATA, APAD, MIAL and
FIA as well as DIAL'S comments and response to these stakeholder's comments
regarding WACC for the second Control Period in respect of the 1Gl Alrport, Delhi,
The Authority’s examination and decisions in this regard have been presented

below,

15.26. The Authority has noted MIAL's comments regarding consideration of losses made
by DIAL / negative reserves and surpluses of DIAL in the share capital thareby
reducing the return on equity. The Authority has computed the Reserves & Surplus,
based an the past reserves and profit made by DIAL through its operations. 5o far &s
the accumulated Reserves and Surplus for DIAL Is negative, guestion of having
funded the additions to the assets from PAT (though positive for the particular year)
does not arise. In such case, the Authority has decided not to reduce the closing
equity fram the present level of paid-up equity. The Authority has decided to protect
the paid-up equity rather than the Net Warth when positive surpluses were available

with the alrport operator. This [s because the reserves and surplus are a fluctuating
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component and the Authority is not assured of whether the surplus is actually
employed back into the project. Thus, to ensure consistency, the Authority has
capped the equity level to the level of paid-up equity in case of negative reserves

and surplus.

15.27. The Authority has also noted MIAL, APAD and DIAL's comments related to
consideration of Interest on working capital as part of computation of WACC. The
Authority notes that at the time of the first and second Control Period, DIAL did not
submit any information on working capital loan or the interest pald on it. Therefore
no such interest was considered in the initial exercise, Going forward, the Authority
decides to consider the interest on working capital, provided that such |loan is a short
term loan undertaken strictly for financing working capital. DIAL may also
substantiate its claim and submit auditor's certificates certifying the guantum of
working capital loan and the applicable interest on the same, based on which the

Interest will be considered as required as part of O&M cost and not part of WACC.

15.28. The Authority has noted FiA's comment that “it appears that cost of debt is not
adjusted for any tox sovings... It is submitted that outhority should factor such tax
saving for computing WACC of VALY The Authority would like to clarify that it has
followed Schedule 1 of 554, which requires post-tax WACC to be applied towards
determination of aeronautical tariff. As per the formulation of bullding blocks for
determination of Target Revenue, corporate taxes are added separately as a bullding
block. As the actual corporate taxes paid by the airport operator are separately
compensated In the formulation of building blocks, it Is correct to consider pre-tax

cost of debt In the computation of WACC,
15.29. The Authority has decided to compute the WACC, considering the following:
15.29.1. The cost of equity at 16% per annum, as per Decision 11.a above

15.29.2. The R5D already raised by DIAL (Rs, 1,471.51 crores) at zero cost, a5 per

Diecislon 11.b above.

15.29.3. To consider the cost of debt for Rupee Term loan over the second Control

Period at 11.38%
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15.29.4. To consider the total guantum of debt as per Table 41 above, not Including
the reinstatement of ECB loan on account of foreign exchange fluctuation.

15.29.5. To consider interest on working capital, based on evidence on the nature,
quantum and cost of loan as part of 0&M expense (refer para 17.121 below].

15.29.6. To adopt the weighted average cost of debt as per Table 40 for
determination of weighted average cost of capital for the second Control
Perfod.

15.30. The Authority has also decided to partially true-up the WACC only to the extent of
elements mentloned below:

15.30,1. New debt subject to the ceiling on cost of debt for Rupee Term Loan of
actuals as of 01.04.2014 plus 50 basis points

15.30.2. New RSD (in addition to Rs, 1,471.51 crore already considered by the
Autharity as a means of finance while determining DF)

15.30.3. Fresh pald-up equity (In additlon to Rs. 2,300.00 crore already considered by
the Autharity {after removing upfront fee of Rs. 150 crore from the pald-up
equity of Rs 2,450 crore) as a means of finance while determining DF}

15.30.4. Funds from Reserves and Surplus on actuals, if positive, during the second
Control Pericd

15.30.5. The Authority had decided to consider truing-up loss/galn on account of
foreign exchange fluctuation for the second Control Period subject to
complete true up of WACC for the second Control Period (refer para 8.24
above)

15.31. In view of the above and decisions taken by the Authority in Chapter 12, 13 and 14
abave, the WACC for the second Control Period has been computed at 9.98 % as

detailed below,

Tahle &46; Tatal Capjtal Empliyed and WACE as considersd by the Suthority (or second Control

reriod

(InCrore [ FY2014-15 | FY2015-16 | FY2016-17 | FY2017-18 | FY2018-19
Eiquity —— - et l
Share capital 2300.00 230000 ' %, 2300.00 2300.00 £300.00
Internal accruals - o R - Cltlpt 5.5 00D 0.00 | 0.0 |
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(Cumulative) LAY
Taotal 230000 | 230000 | 230000 | 230000 2,300.00
Return on equity == 16.00% 16.00% 16,00% 16.00% 16.00%
Dabt funding
ECB debt 1753.76 | 153884 | 130163 | 105101 808.05
Cost of ECB % 7.08% 7.39% 7.76% TR T.74% |
Rupes debt 2955.08 25930.59 285023 2637.17 2340.30 |
Additional Rupee Debt for |
proposed capex .00 Qoo 0.00 82.38 309.23 |
Cest of Rupee debt 11.35% 11.36% 11.38% 11.38% | 1138% |
Total Debt Quistanding | 470884 | 446343 4152.16 3770.57 3457.60 |
RSD 147151 1471.51 147151 | 147151 | 147151 |
Return on RS0 0.00% 0.00% 0.00% 0.00% 0.00% |
Total Capital employed B,480.35 8,24094 | 792367 | 754208 722910 |
WAECE 9.98% 947% 9.97% 9.96% 9.55% |
Average WACC 2.97% 2
I‘.n.
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Decision No.13  The Authority decides to adopt the following approach for
consideration of WACC towards determination of tariffs for aercnautical services
pravided by DIAL at IGI Airport, Delhi:

13.a. To consider WACC of 9.97% for the second Contrcl Period as detailed in
Table 46,
13.b. To consider interest on working capltal based on evidence on the nature,
guantum and cost of loan (refer para 17.121)
13.c. To not consider the Impact of foreign exchange fluctuations determination
for the first control period as discussed in para 8.24
13.d. To consider true up of the impact of foreign exchange fluctuations for the
second control period subject to the complete true up of WACC
138, Not to true-up WACC for the second Control Period at the time of
determination of aeronautical tariffs for the third Control Period except for
the elements mentioned below:
I. New debt subject to the ceiling on cost of debt for Rupee Term Loan of
actuals as of 01.04.2014 plus 50 basis points

ii. New RSD (in addition to Rs. 1,471.51 crore already considered by the
Authority as a means of finance while determining DF)

iii. Fresh paid-up equity (in addition to Rs. 2,300.00 crore already
considered by the Authority (after removing upfront fee of Rs. 150
crore from the paid-up equity of Rs. 2,450 crore) as a means of finance
while determining DF)

iv. Funds from Reserves and Surplus on actuals, if positive, during the

second Control Period
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16. Depreciation

a DIAL Submission on Depreciation
16.1. DIAL's revised submission dated 23.04,2014 regarding depreciation |s as below:

“New Companies Act (Companies Act 2013) has been now notified. Therefore,
the depreciation forecast made for the Contral Period Il is bosed on the
provisions specified in the Schedule Il of the Companies Act, 2013, The effective
date of its implementation is from 01,/04/2014.

As per the Act, any Regulatory Authority may determine depreciation rates for
sector specific assets. Further, the Authority in its recent Consultotion Paper
(Cons, Paper No.5/2014-15) has Indicated that after consultation they would
issue the relevant depreciagtion rate for specific assets like Runway, Taxiwidy
and Apran. In the meanwhile, we propose to consider useful life of asset as
indicated in Part C of Schedule Il of Companies Act, 2013, However, as and
when the new rates are notified by the Authority we would consider the same
for accounting purpose and the difference In the allowed ond actua! charged
could be true up at the end of the control period.

Bosed on the Auditor’s report following is the likely depreciation of Tangible
Assets existing os on 31 March 2014 for the next control peripd. The

Depreciation an the additions is separately calculoted in model;

| Asset Block 2014-15 | 201516 | 2016-17 | 2017-18 | 2018-19 |
' Buildings and Roads 31488 | 23620 | 160.66 | 15968 | 15913 |
Runways & Taxiways | 344.19 | 344.18 @ 344.19 | 33645 _z-:z—a3_|
Plant and Machinery 23127 | 231,23 | 23115 | 23110 | 230.99
Computing Equipment 1765 | 272 | 113 0,93 0.68
| Office Equipment “2467 | 063 | 035 019 | 005 |
Furniture & Fiitings 2128 21.20 21.00 20.75 18.02
Vehicles | 478 | 370 | 249 1.98 111
| Total 958.69 | 839.97 | 76097 | 75109 | 65381 |

o



Asset Block 2014-15 l_m_is-ﬁ 2016-17 | 2017-18 2013-19;

8.55 J_E.ES 8.55 B.55 B.55

Intangible

1

-

b Authority’s Examination of DIAL Submissions on Depreciation

16.2. The Autheority had carefully examined DIAL submissicns regarding depreciation in the
secand Control Period noted that DIAL had projected depreciation for the second
Control Period as per the provisions under the Companies Act 2013, The Autharity
was also In receipt of the Auditor’s certificate on the projected depreciation. The
Autharity proposed to consider the depreciation rates as per the revised Companies
Act, on the premises that the 554 in essence provides for adopting the recent most

Companies Act not the 1956 Act specifically.

16.3. The Authority was in receipt of the Board resolution on adopting depreciation rates
as per the new Companies Act 2013 in its books from FY 2014-15 onward and
proposed to consider the depreciation values as per the auditor's certificate with the
exception of the rate consldered for the assets of runway, taxiway and apron. For
this category of assets, no specific useful life span has been mentloned in the
Companies Act 2013. The Authority proposed to adopt a rate of 3.33% used by DIAL
in the first Control Period based on useful life of 30 years,

16.4. Thus the rates of depreciation considered by the Authority in respect of DIAL were as
follows:

Table 47 Ketes of Depreciatlon congiderad by Authariy In respect of DNAL for the second Confral
Period in Consultation Paper Mo, 16/2014-15

Assetclasses | _Rates of Depreciation (sm) | Rates of Depreciation (WDV)
Bullding 3.3% 10.0%
| Runway, Taxhway & Apron [ ] 3.35 10.0%
| Plant & Machinery 6.7% | 25 15,0%
Computer [Software show as
Intangible in financial) 16.7% | L 50.0%
Furniture & Fixtures 10.0% 10.0% |
Office Equipment J 1= 20.0% | - N 15.0% |
| Vehiches — = 12.5% _ 15.0% |
| Land 0.0% - 0.0%
intanglbles Ty e 10.0%
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The Authority noted the revised split submitted by DIAL betwean new additions and

existing assets is as given balow:

Tahta 48; Deprec|ation for exdsting and new assets submitted by DIAL for the second cantrod period
in Conzultation Paper Mo, 16/3014-15

AssetClass | 2014-15 | 201516 | 2016-17 2017-18 2018-19

| Building 157,58 197.42 | 196,93 | 19580 | 194.86
| Runway, Taxiway & Apron 9364 | 9364 0364 | 9364 | 9354 |
Plant & Machinery 231.27 | 2333  amas| a;l0] 23089
Computer {Saftware show as 17.65 2,72 1.13 .33 0,68
Intangitde in financial) | . .
_Furnlture & Fixtures 21.25 21,20 | 21.00 20.75 15.02
Dﬁlc_ilgpie_nt"; 1 2467 0.63 | 035 | 019 005
| Vehicles E 3,70 | 243 | 1,98 1.11
I:Iupl'udanun an Assats pm}lmed to he addeaﬁ iJI.ﬂ.L_du-rl_ni'lhe ser,m'ld Control ﬁeﬁnd

| Building : 412 8.14 s 2660
PlantB&Machiney | .|  a8s 9.80 14.82 | 20.34 |
Furniture& Fixtures | - 077 _ 153] 281 847

16.6. The Authority noted that while calculating the depreciation to be considered for

determination of ARR from the depreciation recorded in the books of DIAL, following

adjustments need to be made;

16.6.1.

16.6.2.

16.6.3.
16.6.4.

16.6.5.

Depreclation on assets disallowed as per the Authority’s Order No 28 / 2011-
12 dated 08.11.2011 in the matter of levy of Development Fee by DIAL at 1G1
Alrport, New Delhi, needs to be removed

Depreciation on forelign exchange fluctuations capitalized by DIAL needs to
be removed

Depreciation on Assets funded out of DF needs to be removed

Depreciation on intangible assets (such as interest on account of DF
securitization, VRS payments to AAl, Upfront Fee etc.) either disallowed or
expensed out by the Authority vide its Delhi Tariff Order 03 / 2012-13, needs
1o be removed.

The depreciation derived after the above adjustments needs to be allocated

into aeronautical and non-aeronautical components.

16.7. The Authority understood from discussions with DIAL that DF is reduced from the

gross block in the books of DIAL In @ manner that the gross block gets ad|usted by
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such amount in the same year and hence the depreciation charged in the books of
DIAL for that vear also gets correspondingly adjusted. The Authority noted that since
DIAL adjusts its gross block by the amount of DF, depreciation being charged in the
subsequent years is also correspondingly adjusted. Thus the Authority noted that
except if the Authority decides to consider a different amount of DF adjustment to
be made in a year than that considered by DIAL for that year, the depreciation
charged by DIAL in its books need not be adjusted for DF separately. The Authority
has sought this understanding to be confirmed by DIAL DIAL, vide |ts submission
dated 19.09.2014 in response to the Authority’s clarification, has stated as under:

*..we would like to clarify that the Auditor Certificate for Depreciation ond
Amortization during 15t Control Period submitted to the Authority is as per the
Audited Financials and these do not Include assets capitalized out of DF Funds.”

16.8. As regards the adjustment on account of disallowed assets, foreign exchange
fluctuation and certain elements of intangible assets, the Authority made reference
to the books of DIAL for such amounts. The Authority noted that the assets
disallowed by it during the DF determination for DIAL continue to be recorded as
assets in the books of DIAL and depreciation corresponding to such amount needs to
be adjusted for each year. As thesae assets are not separately recorded in the books
of DIAL, the Authority proposed to consider average rate of depreciation for DIAL for
a year to be considered for application on the amount of disallowed assets and
subsequent adjustment from the depreciation charged by DIAL in that year.

16.9. Having adjusted the depreciation on above accounts, the ratio for allocation of this
depreciation into aercnautical and non-aercnautical components was applied
considering the allocation ratio derived after netting off the DF assets i.e. at 85.92%,
{aeronautical) far all classes of assets for the purpose of allocation of depreciation
Into aeranautical and non-aeronautical components.

16.10. As regards depreciation on HRAB, the Authority as per decision 10.b of Dealki Tariff
Order 03/2012-13 proposed to depreciate the Hypothetical RAB at the overall
depreciation rate for aeronautical assets gver each year of the second control

perigd. \, ;
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16.11. Further continuing with Its earlier decision to true-up depreciation, the Authority

proposed to true up the difference between the depreciation calculated based on

actual date of commissioning/ disposal of assets and the amount of depreciation

calculated considering that such asset has been commissioned/ disposed of half way

through the Tariff Year by adjusting at the and of the Control Period the Future Value

of such difference.

16.12. Accordingly, the Authority proposed to consider the total depreciation for second

Control Period as below,

Tabls 8%; Depreciation computed by Authorlty to be canskdered for the second Control Parlad In
Consultation Papaer No, 16/ 2014-15

Depreciation (INR Crore) 201415 | 201516 | 201617 | 201718 | 201819 |
RAB 50821 | 4;ng6 | ase77 |  asaay | asadw

HRAR — | GaEeL) .. 267 26.44 2625 25.96 |
[Total | sass2| some7 | s1ma1| 51936 524.33 |

16.13. The Authority also proposed to commission a study to determine appropriate rates

of depreciation to be adopted for the regulatory purpose In line with the provision of

the Companles Act 2013

16.14. In addition the Authaority proposed to true up the difference between the praojected

depreciation (calculated presently

considering that such asset has been

commissioned/ disposed-of hall way through the Tariff Year) and actual depreciation

for the Tariff year by adjusting such difference at the end of the Control Period.

¢ Stakeholder Comments on Issues pertaining to Depreciation

16.15. Subsequent to the Stakeholder Consultation process, the Authority has received

camments [ views from various stakehaolders including IATA, VistaRa, APAD, ClI,

Mial, Air India etc.

in respanse to the material and the tentative proposals

presented by the Authority with respect to varlous elements of determination of

aeronautical tariff in its Consultation Paper No 16/2014-15 dated 28.01.2015.

Comments with respect to depreciation are presented below,

16.16. With repgards to consideration of depreciation rates as per the useful life of assets

defined in the Companies Act 2013, except runway, apron and taxiway which are to
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be considered at 30 years; IATA is in agreement with Authority’s approach. However,
it adds that,
“However, we believe thot there should be o true up exercise once the
guthority concludes its consultation on depreciotion rotes.”

16.17. IATA added that,

"We ogree with the adjustments made by the Authority (foreign exchange
fluctuations, DF, intangible assets).”

16.18. On the matter of consideration of allocation ratio for depreciation into aeronautical
and non-aeronautical components after adjusting the depreciation, IATA stated that
it considers that the Authority should review its asset allocation assumptions.
Further, IATA supports Authority's decision to commission a study to determine the
appropriate rates of depreciation regulatory purpose In line with the provision of the
Companles Act 2013.

16.19. IATA also commented that before actual depreciation is considered, AERA needs to
analyse whether the assets have been dellvered In an efficlent manner, In the
context of truing up depreciation In the next Control Perlod.

16.20. FIA provided the following comments,

“The Authority has not decided upon the depreciation applicable to the assets
of DIAL. Depreciation will have o bearing on the aeronautical tariff. The
Authority ought to have considered the lssue of depreciotion in the light of the
provisions of the Companies Act, 2013 (“the Companles Act"). It is submitted
thot Part B Schedule I af the Companies Act stipulotes that the useful life of an
asset which may be arrived at by o regulatory outhority shall be considered for
the purposes of depreciation.

However, the Authority is yet to notify the applicoble rate of depreciation for
the avigtion sector. Proviso to the Section 129(1) of the Companies Act requires
the financial statements to be prepared in accordance with the accounting
standards.
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Therefore, pending the Autharity arriving at the opplicable rate of depreciation
for the avigtion sector, the Authorily should consider arriving ot the
depreciation rates, as per the provisions of the Companies Act, read with the

relevant accounting standards.”
16.21. The FIA has further pointed out that,

“in certain instances detailed below the Authority has not provided the reasons

for arriving ot a figure or stipulating a value with respect to a bullding block:

(1) Toble 10: The Authority has token 4.97% os the rate of depreciation on
geronautical assets for the year 2013 -14. However, the Autherity has not
detailed the procedure for arriving at the rate of 4.97% depreciation.

(2} Paragraph 26.2: The Authority notes that DIAL will require additional Rs.
410 Crores to meet a part af DIAL's capltal expenditure. However, the Authority
has not clarified the reasons for arriving at the figure of Rs. 410 Crores. The
Authority may kindly clarify the reasons for arriving ot the abovementioned

figures.”
16.22. On the approach to consider useful life of assets, FIA added that,

“Depreciation computed over g shorter period of 12 years wheregs the
Concession Perlod is of 30 years The Authorlty has proposed to odopt
deprecigtion rotes os per useful life of ossets specified in the Companies Act
except in case of runway, toxiway and apron, The provisions of the Companies
Act do not stipulote the useful life of the assets specific to the aviation industry.
Further, pursuant to the enactment of the Componies Act, there has been a
sharp decline in the useful life of assets when compared to the Companles Act,
1856, Tables 10 and 32 of the Consultation Paper hove been referred below in
this regard, which clearly depict that odoption of the Companies Act hos
reduced overage useful life from 21 years in 1st Control Period to 12 years in
Znd Control Period. Consequently, overage depreciation rate increagsed from

4.78% (oggregoting 1st to Rs. 1,502 crores) In Control Period to 8.41%
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(aggregating to Rs.2,602 crores) in the 2nd Control Period thereby significantly
increasing the tariff burden.”

16.23. FIA has analysed the impact on target revenue upen considering alternate useful life
of the asset carrying out calculations for the first and second Control Periods,
concluding that,

“As discussed obove, the useful life of the alrport 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 15 also supported by the provisions of
the Companies Act (elaborated in paragraph 29 below).

Therefore, pending the study fto arrive ot the depreciotion rates for the
oerongutical ossets the Authority ought to negate the submissions of DIAL
Further, the Authority should hove considered 60 years os the useful life of the
girport assefs. It s submitted that the Authority should oppropriotely consider
economic substance and Iife of o long term infrostructure osset for toriff
determinotion.”

16.24. On the matter of commissioning a study to determine the appropriate depreciation
rates for the Airport, the FIA stated that,

“While FIA welcomes the study, it Is submitted thot the enactment of the
Companies Act took a substantiol period of time. in view of the same, the
Authority could have initioted the study aond orrived ot the required
depreclation rates, Further, the Companies Act recelved the assent of the
President of Indic on 29.08.2013 i.e. around 17 months prior to 28.01.2015.
This Intervening period of 18 months wos sufficient enough to commission o
study on depreciation and to arrive ot the deprecioble rotes for various assets
pertalning to DIAL."

16.25. FIA further commented that,

“The Authority has proposed to consider useful life of assets as odopted by DIAL
except in cose of Runway, Taxiwoy ond Apron. The Authority hos occepted

Order No. 40/2015-16




estimated useful life of Buildings as 30 years, on the basis thot the some Is in
accordonce with the Companies Act, However, as per Part "C" of Schedule If of
the Companies Act useful life of buildings {other thon factory buildings) having
Reinforced Concrete Cement ("RCC)frome structure is &0 yeors. Buildings
(other than foctory bulldings) other thon RCC frome structure are to be
deprecioted over a period of 30 years. There Is no mention in DIAL’s submission
regarding the structure of bulldings, aithough it is highly unlikely that terminal
buildings are not buift with RCC technology. It Is submitted that the Authority
should consider obtaining the details of building structure and allow
depreciation accordingly.®
16.26. FIA points out that the depreciation rates are not as per the Companies Act. This Is
stated as below,

“The Authority has reffed on DIAL's submissions with respect to depreciotion. It
s pertinent to note that DIAL has mechanically considered the rates mentioned
in the Companies Act. It is submitted that as per proviso to Section 129(1) of
the Companies Act, companies are required to obide by the accounting
stondards. Therefore, the provisions of the Companies Act should be read with
the relevant occounting stondords. It s submitted that pending the
commissioning of the study to arrive ot the depreciotion rates for various
oeronautical assets, the Authority ought te have considered the provisions of
the Companies Act and the relevont accounting stondords to arrive at the
depreciotion rotes for the ossets controfled by DIAL "

16.27. Furthermore, FIA has drawn reference to the judgement by the Hon'ble Supreme
Court in respect of JK Industries Ltd. v. UOI ((2007) 13 SCC 673) has held that
accounting standards are binding on the companies in India, commenting that,

“Based on the above, it is submitted thot the assets which do not hove
independent existence may be considered to be a port of the airport ossets of
DIAL Therefore, useful life of 60 years may be ollowed for such assets. In view
of the above, aprons, runways and tramways do not have o separate identity.
Therefore, oprons, runways and tramways may be considered as part of the

Order No. 40/2015-16 Page 288



assets of DIAL 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 consigered as 60 years.”
16.28. FIA has also commented on the extent of depreciation allowance stating that,

*Paragraph 5.3.3 of the Guidelines stipulates that depreciation may be allowed
up to o maximum of 90% of the original. cost of the asset on straight line boasis.
The Authority has proposed to consider useful life of assets as adopted by DIAL
fer computing the depreciation. Depreciation has been computed upto 100% af
the value of the asset based on the assumption that no compensation will be
recelved towards the value of the net block of assets upon transfer of the
alrport upon campletion aof term. Hence, approach fallowed 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.”

16.29. FIA has provided a sensitivity analysis in respect of the above, comparing the
allocation of 90% of the original cost vis-a-vis 100% of the original cost and has
concluded that there is decrease of Rs.146 crores in the target revenue (in the
former case).

d DIAL's response to Stakeholder Comments on Issues pertaining to Depreciation

16.30. Regarding |ATA's statement on treatment of forex loss and DF with respect to
depreciation computation DIAL stated that it strongly objects the treatment
(proposed by the Authority, which IATA supports) on the background of:

"Farex Loss

DIAL chose to borrow funds by way of ECB due to the cheoper borrowing cost.
it has passed on the entire béenefit arising on such saving to the end user and as
such agssocioted risk also needs to be passed on to the end user. If DAL had
chasen to borrow way of a rupee loan, there would have been an odditional
cash outflow in the form of higher interest payments. Maoreaver the foreign
exchange loss is not notional, but an actuol loss. The borrowing was finalized

prior to AERA’s proposition of disallowing the Forex Loss adjustment in the
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Consuitotion Paper. Hence. there is no woy thot this borrowing con be reversed
by the Airport Operator.”

Development Fee

The DF amount should to be reduced from RAB only when the asset has been
put into use. However under the proposed mechanism af adjustment, the asset
is being reduced from RAB even before the same Is copitolized in books. This is
ogoinst the order no. 3/2012-13 for the 15t control period.”

e DIAL's own comments on Issues pertaining to Depreciation
16.31. With respect to adjusting depreciation for foreign exchange fluctuation and
disallowed assets, DIAL has commeanted that,

"AERA needs to reconsider the proposel for adjusting depreciation for foreign
exchange fluctuation and disollowed ossets.

As olready deliberated In detall the decision to borrow in foreign exchange s a
legitimate business decision taken before the AERA come info existence and os
such the depreciation assodioted with the some needs to be ollowed in full.
Secondly the amount spent on disaliowed asset may not be eligible for DF, but
that does not disqguallfy it for being ollowed depreciotion as the asset is belng
used by passenger ond the omount spent wos by o competitive bidding.”

16.32. DIAL further comments that AERA proposes to Incorrectly consider depreciation
based on old allocation ratio, explaining that,
“Please refer to chapter on Asset Allocation where we have elaborately clorified
the issue of reworking of allocation percentoge bosed on octuc! numbers
supported by certification, AERA |3 requested to adopt the new ratio of capex
aliocotion and the depreciation olso be allocated based on the same ratio,
Adoption of old rotlo In ollocation means thet depreciation is being short

calculoted,”

16.33. DIAL has further stated that AERA is contradicting stand by allowing return on RAB
on average RAB but depreciation based on actual date of capitalization, adding that,
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“authority on ane hond wants to ollow return an RAB based on average rAg
but wants to allow depreciation based on actual date of capitolization. These
two are contradicting principles. As such the depreciation should also follow

the some methodofogy as return an RAB,

Consultation need to be done for determining depreciation rates for items not .
specified in Companies Act: The Authority is requested to take industry view
into consideration while finalizing the depreciation rates under the new study

being contempiated for the depreciation rates.”

f  Authority’s Examination of Stakeholder Comments on lssues pertaining to
Depreciation

16.34, The Authority has carefully considered the comments from IATA and FIA as well as
DIAL's comments and response to these stakeholder's comments regarding
depreciation for the second Control Period in respect of the I1GI Airport, Delhi. The

Authority's examination and decisions in this regard have been presented below.

16,35, Regarding the matter of basis for computation of depreciation rates as commented
upon hy FIA, the Authority has based its decisions on the 554. The 554 clearly states
that “D = depreciation calculated in the manner as prescribed in Schedule X1V of the
Indian Companies Act, 1956. In the event, the depreciation rates for certain assets
are not avallable in the oforesaid Act, then the depreciation rates os provided in the
Income Tax Act for such asset as converted to stralght line method from the written
down volue method will be considered. In the event, such rates are not avollable in
either af the Acts then depreciation rates as per generally accepted Indian accounting
standards may be considered.” The Authorlty believes that in essence, the 55A
Indicates adoption of applicable depreciation rates as preseribed under the
Companies Act at any point of time, and thus the relevant basis for computation of

the depreciation rates for the |Gl Airpart, Delhl is the Companies Act 2013,

16.36. Further, regarding consideration of depreciation on apron, taxiway and runways
there is no specific mention of these classes of assets in the Companies Act 2013 or
1956 or even in the Income Tax Act. The Authority has been of the view that it would

be preferable to have, as far as practicable, a broad year to year consistency in the
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depreciation rate charged by the companies as certified by the relevant statutory
auditors and what the Authority would take into account in Its process of tariff
determination. The Authority has noted that DIAL had in the first Control Period
considered the assets of runway, taxiway and apron with the useful life of 30 years
and will accordingly considered a rate of depreciation of 3.33%.

16.37. Meanwhile, the Authority has separately commissioned a Study to determine
appropriate rates of depreciation to be adopted for the regulation of the alrporns in
line with the provision of the Companles Act 2013. The Authority will consider the
recommendations from the Study, and take an appropriate decision.

16.38. Regarding the Issue of consideration of loss/galn on account of foreign exchange
fluctuation, the Autherity has noted that IATA has commented In support of the
Authority’s proposal to not consider the foreign exchange fluctuations in the
depreciation. The Authority has also noted DIAL's comments on this matter. With
respect to Impact of forelgn exchange fluctuations on depreciation, DIAL has
submitted an auditor's certificate certifying the amount of depreciation claimed on
account of capitalization forex gain/ (loss) to fixed assets during first control period
from 01 April 2009 to March 31, 2014, in table below:

B~ Depreciction Claimed |

5 Mo FMWJ (Figures in Crores) |
S=——ry woeig| - 0|
3 201011 | — o
3 201112 | — ]
—] T FT ] R Y )
s | 208

16.39. The Authority has noted DIAL's comments on the asset allocation ratio applied to
compute the depreciation for the first Control Period. However, the Authority not
persuaded to change its stance and has elaborated this decision of considering the
asset allocation ratlo at 89,25% in para 7.35 above.
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16.40. Accordingly, the Authority has decided to consider the depreciation rates as per

Table 47 above and has re-computed the depreciation to be as below,

Tuble 50t Dapreclation computod by putl'-rlrhlll 1o be consiterad for the secand Cantrod Parlod
Depreciation (INR Crors} 2014-15 |  2015-16 201617 | 2017-18 | 201819
RAR - Fﬁlllﬂ'.l' | 48361 [  4BB.24 454 28 400 08

_HRAB - T ) 7690 | 26579 7648
Tatal | sasm| swss| 51523 521,07 525.56

Decision No. 14 The Authority decides to adopt the following approach for
consideration of Depreciation towards determination of tariffs for aeronautical
services provided by DIAL at 1G] Airport, Delhi:

14.a. To consider depreciation rates as per the useful life of assets specified in
the Companies Act 2013 for the second Control Period except for assets
pertaining to runway, taxiway and apron, which are to be considered at
useful life of 30 years.

145, To adjust the depreclation reflected in the bocks of DIAL for elements
presented In para 16.6 above,

1l4.c. To consider allocation ratio for depreciation into aeronautical and non-
aeronautical componants

14.d, To consider the recommendations from the Study commissioned to
determine appropriate rates of depreciation

14.e. To consider the depreciation for the second Control Perlod as presented in
Table 50 above.

14.f To true up the difference between the projected depreciation (calculated
presently considering that such asset has been commissioned/ disposed-of
half way through the Tariff Year) and actual depreciation for the Tariff year
by adjusting such difference at the end of the Control Period.
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17.

Operating Expenses

a DIAL Submission on Operating Expenses
DiAL Submission on Allocation of Operating Expenses

17.1. DIAL's submitted the cost allocation followed by it for allocation of opersfing
e

@xpenses Into aercnautical and non-aeronautical categories, providing detalls of
allocation based on September 2013 costs for bath staff and non-staff costs. Based
on the same, DIAL submitted the following cost allocation:

Summary of Aero cost | %

Administrotion Expenses

Aero 89.48% e

Non Aero 10.52%

Operating Expenies

e 89.03%

Non Agro s 1097%

DIAL Submlssion on Rationale for escalotion in Operoting Expenses

17.2.

17.3.

Order No. 40/2015-16

DIAL had submitted that the OBM expense for FY 2012-13 and half year of FY 2013.-
14 Is not representative of actual amount that was required to be spent because of
the cash crunch experienced by it. DIAL tarif! was approved w.e.f May 15th 2012. But
due to advance booking of tickets and slowdown in the traffic, the revenue accruing
to DIAL was much lower than envisaged, resulting In the crash crunch In the
organisation and postponement of critical operations and maintenance activitles,
DIAL aims to undertake some these activities in the second Control Period.

An extract of DIAL s submission with respect to increase in opersting expenses in the
second Control Period has been reproduced below,
2. The existing costs of were bosed on controcts which are 4-5 years old and
was port of procurement of equipment and as such quoted very low:
As g part of the cape for Terminal 3 / other contracts and its associoted works
various, Electro — Mechanjcol ond Airport Systems were procured and
commissioned. At that time a5 year AMC cast was quoted along with the main
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systemn packoge purchose cost, We expect considerable rise in the AMC chorges
after the expiry of the contract in the yeor 2014-15 and such incregse In cost
could be of the order of 25% to 30%.

3. The Spare ports costs gre going to rise enormously, Earller it was port of the
annual pockoge

4, Airside Infrastructure was constructed in 1980's and 1990's and has outlived
their life. This entolls costs of maintenance that is very high compared to a new
infrastructure. As such o regulor time bound operation, maintenance and its
odministration mean a continuously increasing cost year on year.

5. Old refurbished Terminals: Some of terminals ifke T1C, T1A and T2 etc. are
very ald terminals that were refurbished. However these refurbishments hove
shorter life spon and as such need very high level of repalr and maintenance to
keep them in operation.

6. Sofety and Security: The old airside and terminal infrastructure becomes
risky, as it gets older. The oirport needs the highest level of safety and security
and nothing could be left to chance, as the resultont impact of such lopses is
huge. As such to enable the safety and security the opex will be on continuous
Increase.

7. The new infrastructure and movable assets procured by DIAL olso will be 11-
12 year old by end of control perlod. Some of equipment procured are 6-7 years
old and need cope, 50 many of equipment will need to be maintained and os

such the maintenance cost will witness o quontum jump.

It Is requested that the uncontrollable casts should be aflowed to be trued up
based on the octual spend. These could be in form of security costs, statutory
operating costs (including but not fimited to DGCA, Customs, Immigration,
etc.), property taxes, safety and environment cost, utilities cost variation due to
change in rates (Electricity/Water/Fuel), cost variance due to incréase In service
levels etc. This Is in line with the toriff determination finolized in first controf

!
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period. Further, we request that ony chonge in direct and indirect tax rotes
maybe ollowed as pass-through.”
17.4. An extract of the DIAL submission with respect to forecast of operating expenses Is
as below:

“Basis of Forecast:

We have forecasted the expenditure based on the half yearly numbers of
September 2013. Thesé numbérs have been extrapolated for the full yeor of
20113-14 to arrive at the base number on which the forecast for the next control
period Is done. The necessary growth drivers have been applied on these base
numbers and the some are discussed In subsequent part of filing.”

DIAL Submission on Manpower Expenses

17.5. An extract of the rationale provided by DIAL with respect to increase in manpower

expenses was as below:

*1 We hove taken the octual expenditure for the 6 months ending 30w
September 2013 as the base number for the forecast purpose. This we have
extrapolated to full year to arrive ot 2013-14 manpower cost numbers.

2 We hove estimated o 5% p.o. real increase in solories and wages cost, This
real increase has been considered keeping in mind the competitive environment
DIAL Is subject to ond olso addressing the manoging of attrition levels belng
currently experienced.

3 Due to increase level of octivity due to increased traffic, we have ossumed
that some odditional augmentation of manpower will be necessitated. This is
necessary to enable maintenance of the same quolity levels. We hove assumed
that there will be an increase equivalent to 50% of the forecasted traffic growth
(passenger growth),

4 The inflationary Increase in these numbers has not been incorporated on the
premjse that CPI (inflation) will be o top up allowed over and above X factor.
The historical base for projections of Control period Il has been token from the
following dota: : \
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Yeor ' Mmpmur_' ) rEmpaEwed '_ : | Manpower cost (in Crs)
F'ﬁﬂl.fl_i’#cl‘un'? | 1458 13 "
FY2014 (H1 ended 30m 1476 G446
| Sep’13) -
Extropolcted manpower 128.92
Cost for 2013-18 | |

17.6. DIAL had submitted that it is required to do screening on 100% basis and regularise

trolley workers as per BCAS and Supreme Court orders respectively, Both these

actions would lead to increase in manpower expenses. DIAL envisaged this to be as

below,

-

| Department | Purpose  Add Average | Reasons for | Addltional
Mmi,nﬂwer | salary per deployment Cost
| | to be | employee
| i Mol | empioyed | pa. | ——
Dperations = Baggoge 82 | Rs. 3 lokhs BCAS requirement | Rs 2.8
Screening of 100% Screening | Crs.
P 0 | — | |wetstogel. LR
Operations ' Trofley | 73 | Rs. 2.3 lokhs | Court verdict Rs. 1.6
aperators L Crs.

Hence we have recalculated manpumr cost of IDH‘H to be utilised as the

base for the forecasted manpawer cost for the next control perfod as under:

Yeor
| FY2013 (Actual)
| FY2014 (M1 enn'!ﬂ’ A0
Sep'13) e

| Extrapolated manpower Cost

 for 2013-14

 Additional manpawer Cost

The Totol manpower cost for
ture projections

* Monpower Numbers | Monpower cost (in Crs) |
1458 | 12372 |
5445
;N - - 1
. 128.92 |
] 165 440 |
1646

13331‘

An overview of the forecast for the period storting from 2014-15 to 2018-19 Is

as unger:
INR Crore | "Fr2015|  Fr2018|  Fra017 muu| FY2019 [ IN |
Personne/ 14321 153.82 l| 165.23 177.48 190,64
expendiiure/Monp |
| ower Cost | 1 , | L
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DIAL Submission on Operating Expenses
17.7. DIAL submission with respect to sub-component Other Expenses is as below:
“Operation and maintenance have the following main components:
1. Housekeeping Cost
A, Components of Housexkeeping cost:
The entire operation at the airport Is carred out by Operations department.
This department is one af the most crucial functions ensuring that airport day
to day functions in a safe, efficient and smooth environment. The department
has set out the following objectives w.r.t. Airport Operation for both Airside
and Terminal:
» Keep safety and security as the first priority
» QOperate as on éfficient airport dedicaoted to exceptional customer
service

» Become a cost and price competitive alrport

o Maintain strong relationships with “neighbors®, communities, and

Industries
Airport Operations is divided into various sub-functions:

o. Alrside Operation looks after the varlous activities on the airside. It includes
activities llke Follow-me vehicles to gulde oircraft, Bird Chasing, Wildlife
monitaring elc. The department has outsourced activitles like vehicle hire, Bird
Chasing, Wildlife, ond other operational services in the airside. These services
are olf manpower (ntensive and have been contracted for one year and come
up for renegotiation every year. 5o these contracts costs are likely to Increase in
fime with labour cost. Airside plonning team manaoges the air survey, airside

simulation, gerodrome license and sofe airside operation.

b. Airport Operation Control Centre (AQCC): This is the nerve centre of the

olrpart operation as it provides essential support to terminal as well as airside
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and keeps an eye an vorious octivities toking ploce anywhere is the alrpart, This
requires highly troined manpower and regular training of these personnel are
carrled out. Slot department is port of AOCC that manages slot of qirlines with
the help of sophisticated software. Annual license fee and mointenance af

saftware is done on controctual basis.

c. Airfield Rescue Fire Fighting (ARFF) is the main fire-fighting unit ot the
airport. They hove been egquipped with all modern equipment and provide
safety to the entire oirport. Thelr costs Include the training, uniform and
various and the materlal required for fire fighting,

d. Aviotion Services: Monitoring the activities of Ground Hondling Agents,
Flight Caterers and Aviotfon Fuel ogencies at the Airside as per the 5LAs
mentioned In the concessionaire agreement. BHS operation is there to toke
care af housekeeping activities of boggage handling area and storoge of early

baggage arrival,
e. Safety: Malnly covers safety measures.
f. Environment: The activitles include:

= Fulfil & Monitor all the Environmental Legal Reguirements and
Compliance mentioned in Environmental Clearance of Ministry of
Environment and Forest (MoEF), Consent to Operate of Delhi Pollution
Contral Committee (DPCC) ond Environmento! Regulotions and
Requirements of Directorate General of Civil Aviation (DGCA] and Ministry
of Civil Avigtion (MoCA) ond related complionce Fee to Pollution Control
Board,

* Environment Management and Monitoring of Air Quality, Water,
Ambient and Aircraft Noise monitorlng and monagement, DG sets
maonitoring, Greenhouse Gos Quantlficotion and Management, Wet
Scrubber operation and management, Noise and Emission Modelling,
Energy Reductions initiotives, (50 14001, 14064 and Airport Carbon
Accreditation System Implementation and Audits,
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s Woter and Waste Maonogement, Sewoge Treatment Plant (STP)
compliance monitoring, Roinwater Harvesting Structure (RWHS)
implementation and monitoring, Solid Waste Moanogement System,
Hazardous Waste Maonagement System, E waste Management Spstem
implementation and monitoring and 13 Infrostructures developments
and Green Building Criteria Fulfilments.

* Airfleld Environment Manogement Committee [AEMC] Management
and Monitoring and Conducting training and workshops to enhance
environment work cufture ot girport to ochleve sustainabiiity of eirport
operation by balancing all Environmental, Stakeholders and Community
requiremants w.r.t Pollution, Recourse use and Compliance.

g- Terminal Operations: Mainly covers all housekeeping controcts which are
there for upkeep of terminal standard (OMDA/ASQland other services like
wheelchair, trolleys, maintenance of ploy area, medicol focilities, Inter Terminol
bus service and other passenger focllitations.

h. COO Office: Responsible for overoll Operations. Mainly covers speciol
projects, process improvement fike CoDM, Capacity enhancement, Technical
consultancy etc.

B. Forecast methodology of housekeeping costs:

We have divided the total expenditure in three ports:
0. Contracted Costs — Long-term controcts.

b. Recurring annwal costs.

&. Other Costs

a. Controcted Costs — Long-term contracts.

Various controcts of operations were signed long time back. There is no

escalation assumed In these contracted gmounts till the time the contract is in

ploce. However when these canwm'urqcldnﬁng for renewal It Is assumed thot
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the renewal will be at a higher cost compared to the current contracted costs

because of the followlng reasons:
a, The faciiity has become old and requires higher cost.

b. Inflationary increase of last few years will require reset of prices. The
economic emvironment hos undergone @ huge change.

¢. Many items were under warranty and defect lability period ond now their
operations and malntenance will be full responsibility of DIAL.

d. One time escalation @20% is considered when the existing contract is

rengwed,

INR Crores | Fr2015 | Fv20i6 | Fv2017 | Fr2018 | Fvzo19( |
| ' IN CAS.)

Long term Contracts | 34.72 37.79 40.03 | 4302 | 4623 |
‘House keeping

b. Recurring annual costs.

Other contraocts are normal contracts that are renewed for short term normaily
on an annual basis or gn, as may be required basls. It Is assumed thot there will

be following escalations in these costs;

1. A real increase of 5% is considered. This is required to take caore of additional
expenditure required to be Incurred for the machinery getting older. As in cose
af eld machinery and bulldings with passage of time the amount af expenditure
for maintenance and upkeep keeps increasing.

in case af the manpawer component of these costs a real increase is required
which is over and above the inflationary increase. There i5s also an impact
because af the mondatory Increase in minimum woges as well,

2. An additignal increase for additional upkeep with additional passenger also
Is considered, It Is assumed that the costs are semi variable in nature vis-o-vis
traffic. The odditiona! traffic means that the operating cost will need to be

increased. This may be In form of more number of times an aréa is cleoned, the
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mare repaoir and maintenance required due to extro weor and tear due to
higher usage etc.

We have assumed on extro cost equivalent to half of the expected traffic
growth (Passenger Trafflc Growth).

c. Other Costs

Apart from the above there were several projects which have been held up due
te financial constraints which If not undertaken can Impact the safety and
security of afrport and olso these are essentiol and mandated costs. These costs
will need to be Incurred on a recurring basis.

. Delhi Pollution Control Board Committee: Rs. 20 lakhs/year.

This Is an annual fee, statutorily required and Is akin to consent to operate
{environment)

il, Inter — Terminal Bus Service (Between T1-T3): Rs. 1.5 Crores fyear.

The number of transfer passengers connecting between Termino! 3 and
Terminal 1 has substantially increased. Indigo and Spice Jet are now aperating
International flights, which operate fram Terminal 3.

in order to keep to the OMDA standards for connecting passengers and to affer
the transfer passengers’ convenlent transportation between the two Terminals
it Is proposed to operate three air-conditioned, dedicated buses on 2d4x7 bosis.
The schedule for one loop per bus (T3 - T1D — TI1C - T3) takes one hour
including the stops for de-barding and boarding. The transfer connection Is
affered free to the transfer passengers.

Each loop is 17kms, daily trips 67 total km. per day 1139 x 365 = 415735 km.
per year.

fii. Deep Cleaning — by deep-cleaning machine! Rs. 24 lakhs/vear;

Chemicals: Rs. 25 lakhs/vear.

Deep cleaning of the aircraft bays needs to be dane on a permanent basis o5

permanent domage to the
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surface. This facility Is required now as the problem is reaching dongerous level
due to the facility getting older. This focllity was not there and as such these
costs were not part of base cost on which extrapolation being done.

iv. Bird Hozard mitigation, wildlife management: Rs. 1 Crore/year.

We need to ensure that the alrport (s @ safe clrport, we need to Intensify the
bird manogement becouse of introduction of 3 runway operation and increase
in bird octivity. Also important is the fact that the damoage due to bird hit
tentamount to ¢ huge cost to alrfings end @8 such utmost precoutions need to
be token.

v. NOC Fire Certificate: Rs. 25 Lakhs/year
Fire NOC for olf the bulldings within IG! Alrport
Following are the YOY additionol expenditure:

INR In Crores | FY2015| FY2016| FY2017|  FY2018 | FY2018 |
1 L (INCRS.) |
Adgitional 3.70 3.97 426 | 4.58 492
Expenditure o3 |
L givenobove | =l S =

The historica! base for projections of Control period Il hos been taken from the

foliowing data:

Yeor SN P Y )
-F'I"JEH‘ fActuai) p L)
Y2014 (H1 ended 30w Sep’13) 18.74
FY2014 (extrapolated) | _ 37.48
Other Costs os enumernted above | __3'".
| Base Number on which future forecast done + Fally _4092
Conclusion:

Based on the aforesold assumptions, forecast for the period storting from
2014-15 to 2018-19 is g% under:

WRinCrores | F2015 | Fr2o16 [ Fr2017 | Frao18 | FY2019
longtermControcts | 3472 3729 4003 4302] 4623
ﬂnul!.!’mtﬂmﬂ#m‘- |

5.98 7.50 2.06 | 8.65 | |

hoc
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Additional Expenditure | 3.70 3.97 426| 458l 4.92 |
Total | agoz 48.24 51.79 55.65 |  55.80 |

i

17.8. DIAL submission with respect to sub-component malntenance expenses |5 as below:
“The maintenance department looks after the entire repair and maintenance of
the airport site primarily covering:

s Airside;
All Airside (including 3 operating runways, taxiways, aprons, parking bays,
aerobridges, hangars, draoins, general oirfield upkeep, power sub-stations,
woter & waste management ond all other allled oirside infrastructure for alf
civil, electrical and mechanicals works)

= Terminal;
Terminal Buildings In::'.l'uds,:s all existing terminals for all civil, electrical and
mechanicals works and

e City Side
Upkeep and maintenance of access roads, landscaping and traffic manogement
Under the Maintenonce department, there are various sub-functions that
relate to the maintenance of earmarked activities. These sub-functions (cost -
centre) contribute to the overall mointenance costs. The activities undertaken
are unigue which require specialized engineering and technical skills. The main
functions are as under:
1. Airside

a. Air Ground Lighting (AGL) 08/27 and 10/28 —

This department predominantly looks after the maintenance af existing runway
namely R/w 09/27 and R/w 10/28 and the ossociated set of taxiways. The
primary cost of this function, comprises of regular maintenance related to the

enfacement of approach lights, power
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regular checks are initioted so as to ensure o smooth and safe oirfield-
aperating environment, Apart from obove, necessary inventory levels and
consumable are also maintained internally os these are required for conducting

speedy and efficlent maintenance.
b. Air Ground Lighting (AGL) 11/29:

This department looks after the repoir ond maintenance of new R/w 11/29 and
its associoted toxiways. The budget of this department comprises aof AGL
Comprehensive Maintenance Controct (CMC), sub-station maolntenance
contract and Power backup (UPS) malntenance controct, Apart from cbove
there is provision for housekeeping, replacement of UPS botteries and
provisianing of spares and consumables.

c. Alrport Spstems:

Terminal 3 and all new airfield infrastructure development have been procured
with the best ovailable technologies and eguipment’s for ougmenting the
airport infrostructure to o world closs airport. All these sophisticoted
equipment like Boggoge Handling System (BHS) Including X-ray/on-ling
screening machines, Passenger Boarding System, Visual Docking Gulidance
System (VDGS), travellotor and Escolotors (VHT), Terminal and Alrfleld
Resource Manogement System, etc. are speciglized and domain specific
resources sourced from respective OEM vendors. Since, the spares and upkeep
af such equipment requires skilled know how, we have Comprehensive

NMaintenance Contracts (CMC) for all such airport systems.

d. Afrside Civil:
This deportment looks after regular maintenance and usuglly services the

request of the Operation Department for the following works!
= Runway marking Painting,
= Povement repairs;

# Joint filling;

= FEncing;
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* Gote Repairs,

*  Drain cleaning,

=  Bitumen repair;

= Bullding Painting;

* Fence painting etc.

= Airside Building for sub stations
Most of these works are carried out based on requirement and past experience
of the domain department. The estimation of these expenses is based on the
historical spends achieved during the preceding yeor.
e, Electricol 10/28:
This department looks after the repair and maintenance of the electrical works
of substotion and ossociated focilities of R/w 10/28.
£. Terminais
a. Terminal 1

o TI1C0wil

o T1 Mechanical

© T1 Hectrical
This department tokes core of ol the repair ond maintenance of the T1
terminal. The costs herein indude the civil costs thot include regular civil work
which include woterproofing. sewage. rood repoir. Major costs herein
comprises of annual repair and maintenance contract that is o rate contract.
This department clso looks ofter the electricol ond mechanical repair,
maintenance related to T1 plant ond mochinery, baggoge-handling,
consumables etc. The cost herein comprises of AMC related fo electrical,
manpower, BHS, city side maintenance, efc.
b. Terminal 2

o T2awil

o TZ Mechanical
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o T2 Electrical
This department takes care of oll the repair and maintenance of the T2
terminal. The costs herein include the civil costs thot include reguiar civil work
which include waterproofing, sewage, road repair. Mafjor cast hereln comprises
of annual repair and maintenance contract that is o rate contract.
This department olso looks after the electrical and mechonical repair,
maintenance reloted to T2 plant and machinery, baggoge-handiing,
cansumables etc. The cost herein comprises of AME related to electrical,
manpower, BHS, city side maintenance, ett.
€. Termingl 3
o T3 Chil
o T3 Electrical,
a T3 Mechanical
o Finishes
This department tokes care of the entire repoir and maintenance of T3 buliding
that comprises of the AMC of the boggage hondling eguipment, electrical
parts, cansumakbles, street lights and Power Bockup system. The mechanical
department pre dominantly looks after the air conditioning, Public health and
Hygiene, Fire detection and protection system, etc.
i.73 Auxiliary : This department accounts for the electricity and water of T3
b, STR/WTP
€. ASB Bullding
d. Airport Connection Building (ACB]}
ii.Procurement: This department is the centralised department for
procurement of all the spore and consumables related to repalr and
malntenance,

iil.Englneering: This department takes care of all engineering related Inputs

related to repalr ond maolg g
)
o
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iv.Central store: This department mointains the inventory af olf types of

spares required for various equipment and operation related material,
v.Landscape: It includes the maintenance cost af city side and Indoor
londscoping.
3, Landside: -
It includes the maintenance cost af city side road, signoge, street lighting,
drolnage System etc.
Motor Transport (MT): Tronsport deportment looks ofter the repoir and

maintenance of airport vehicles used on the airside like:
* Fire tenders and other supporting fighting vehicles;
* Follow-me vehicles
* Runway rubber removal vehicles;
*  Runway marking machines;
®  Runway Friction Tester
s  Heavy earth moving machines; maintenance and general consumabies,
Farecast methodology:
We have divided the total expenditure in two parts;
1 Controcted Costs — Long Term Controcts
2 Recurring onnual costs /Contracts

3 Other Costs not part of opex spent earlier,

1. Controcted Costs — Long Term Controcts

Varlous contracts for malntenance were signed long time back. These contracts
were part of asset capltalization controcts. The vendors bidding for the projects
were compulsorily asked to bid for maintenance as well. Since the véndors were
desirous of bogging the asset contract they may hove offered very low

maintenance costs. Now since they have no such compulsion, it is expected that
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they will bid significantly higher; which will be the true econemic cost of these

COntraces.

The reqgular maintenance of specialised oirport systems was outsourced to
either the OEM or the third parties through competitive bidding in the year
2008/2010, The AMC were negotiated as part of the equipment procurement
that included pre-agreed schedule of malntenance, DLP and service levels. All
the controcts are for o period of 5 years that would lopse in the middle of the
cantrol period (End of FY 14-15).

As a part of the Copex for Terminal 3 ond its associated works various Electro -
Mechanical and Afrport Systems were procured and commissioned, 5 vear AMC
cost was quoted along with the main system packoge purchase cost. Since,
main equipment supply and its subsequent § year AMC was bundled together,
most of the vendors have kept a low price on the provision of AMC of such
equipment / systems. Such proctice of keeping low valug of AMC while major
equipment packages are negotiated is very common in Indio, Vendors in India
often adopt such proctices of having lower value of AMC to make their
cansolidated project value attroctive and comparcble. Equipment vendor are
often unoble to reduce system price beyond one polnt due to various bought
out material / equipment involved in packoglng the bid. The orea where they
can play is mainly AMC cost.

We expect consideroble rise in the AMC charges after the expiry of the contract
in the year 2014-15 and such increase in cost could be as high as 25% to 30%.
There [s no escalation assumed In these contracted amounts till the time the
existing contract is in place. However when these contracts are coming for
renewal it is assumed thot the renewal will be at a higher cost compared to the

current contracted costs because of the following reasons:
1, The facility hos become old and reguires higher cost.

2. Inflationary increase aof last few years will require reset of prices. The

economic environment hg dérgone a chonge
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3. Many items were under warranty and defect Hobility period and now
their operations and maintenance will be full responsibiiity of DIAL.

4. One time gscalation @20% (s considered when the existing controct (s
rengwed,

5. In addition to the controcted works, the maintenance department also
carries out need based maintenance through running maintenonce
contracts (RMC) which are normally of short duration of opproximately

a year,
6. Detail of such controcts is as under:
INR i Croves | /Y2015 | FYaci6 | Fr2017 | FY2018 | Fr2019 |
Long term controcts | 70.44 [ 79.43 88.67 96.18 103.33 |
Maintenonce | o | | | |
2. Recurring onnuol Controcts/Costs

Other contracts are normal controcts that are renewed on an annual basls or
on, a5 may be required basis. It & assumed thot there will be following
escolations in these costs:

1. A real increase of 5% Is considered.

This Is required to toke care of odditional expenditure required to be incurred
for the machinery getting older. As in case of old mochinery ond buildings with
passage of time the amount of expenditure for maintenance and upkeep keeps
increasing.

Further in case of the manpower component of these costs o real increase is
reguired which /s over and above the inflotionary increase.

There is on impact becouse of the mandatory increase in minimum woages as
well,

2. An additional increase for additiongl upkeep with odditional passenger olso
is considered. It is ossumed that the costs are semi varicble in noture vis-0-vis
traffic. The additional traffic means thot the operating cost will need to be

increased. This may be in ql" times an areo is cleaned, the
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mare repair and maointenance required due to extra wear and tear due to

higher usoge etc.

We have assumed an extro cost equivalent to holf of the expected traffic
growth (Passenger Traffic Growth).

3. Other Costs,

Apart from the costs forecosted above, odditiono! cost olso needs to be
incurred at airport. The detalls of sich expenditure are as under:

1. Repalr of Alr Side toxiway Povement waorks, eorthworks along RWA and
TWA:

The Alrside pavement north of T3 terminal is taken over from AAl in 2006,

This comprises two runways, two paralle! taxiways, more than 30 taxiwaoys and
apron stond aréo of close to 700000 sg.mts. Mast of the surface is developed
by Al and have served a life varying from 10 to 30 yvears.

During the last 6 years, the mast domaged taxiways and Runway 10-28 were
taken for repalr and DIAL is planning to repair further taxiways In the next 5
years. However, In view of not disturbing the operation, it's not possible to take
the entire pavement repair together and for this reason, some temporary

repair works are to be done for the surfoce with minimum cost as projected
year on year.

2. Repair of Landside road works including forecourt repairs at T1C:

The rood leading to terminal 1 is old and needs an overloy to sustain the
increasing passénger traffic.

it is proposed to spend far repair on this road.

3. Landscaping — Earth works:

There Is a need for the area around T3 to be further developed with
landscaping to maintain the oesthetics of the airport. Hence large earthwaork is

required in the first control yea
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Further maintenonce expense will be met through AMC contracts for
landscaping

4. Finishing works = T1C = repiacement/revarmp of ceifing, wall, tollets, signage:
The toilet fixtures, signage, celling of terminal 1 C (domestic arrival terminall,
requires modification and up grodation, Modification will be carried out in the
first year followed by need-based modification in the subsequent years. This is
necessitated, as the focility was o revamped focility.

5. Finishing works — T10 - replocement/revamp of ceiling, tollets, signage.

The toilet fixtures, signage, celling of terminal 1 (Domestic departure termingl),
requires modificotion ond up grodation based on passenger and other
stakeholder feedback. Major repair will be corried out in the first year followed
by need-based repair in the subsequent years

&. Finishing works - T3 - replocement/revamp of ceiling, wall, and toilets:
Terminal 3 with lorge orea and many toilet blocks needs continuous
improvement works and It is proposed to revamp the ceiling and tollet blocks in
some areas on continuous basls as improvement.

7. Special repair work of 84S at T1C

The arrival boggoge handling system (8 belts) ot Terminal 1 C wos instolled
during AAl perfod and outlived its life. It is proposed to repair the baggage
handiing system in phases for better passenger service

8. Repair of old Electrica! system Including cabling ot T1C/D and T2 airside:

The Electrical system in T1 and airside oreg is oid and needs continuous
maintenance. For this purpose, the Electrical coble and ponel boards with old
type swilches needs to be repoired. It is proposed to toke up this up grodation
work in phases in the next 5 years

5. Repoir of Drainage system ot 10/28 side ond Landside:

The droinage system in the alrside parallel to Runwoy 10-28 and 09-27 is old
arid in order to have proper rainwater droinage and rain water harvesting, the
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existing drains needs to be strengthened. It Is proposed to take up the werk in
phoses with major repalr work in the first yeor.

10. Provision of Fire protection system in the old buildings and Gffices:

The old buildings and offices at 1G! airport Is not hoving fire protection system.
It is proposed to improve the fire detection ond protection copability, it s
proposed to do o thorough study of all the buildings in the operational area
and waork out all the requirements to hove safe and protected buildings. The
work s proposed to be taken In phases.

11. CMS, licensing, repair improvement for AGL, Electrical HVAC and STP
systems:

All the systems at 1G] airport like AGL, HVAC and 5TP are provided with control
and monitoring systems. These systems gre proprietory software and needs
license renewanl ot periodic intervals. Further, with chonges for operotional
improvement, process modification, new works, these software needs fo be
upgroded whenever o repair takes place.

12. Replacement CCR, AGL coble etfc. for Runway 09 and domestic bays:
Runway 09-27 is the oldest runway at 1G] alrport, Repair of AGL system by
changing the entire cable, CCR and power supply system is essentiof to ensure
safe airfield ground lighting system avallobility, Replocement is proposed in
phases.

Apart from the above there were severol profects which have been held up due
to flnanciol constroints which if not undertoken con impact the safety and
security of oirport. Thesé kinds of costs will need ta be incurred on a recurring

basis, The details of these odditional expenditure fs as under:

(INR Crares) Al - FY- -1 Fre |
e = - - | 2015 | -'_='515| 2017 | 2018 _3*?%5.'|
1 | Repair of Air Side taxiway 10| 10| w0 10| o
Poverment works, earthwarks along | | I |
|| RWA and TWA § ] | —?
i 2 | Repalrof Landside rood works | | 1 2 | 2 'y
including forecourt repairs at T1C 1 | L) N
d | Landscaping — Earth works d i | |




| 4 ;'_Fin.l'rhfnp works = T1C = repolr of 1 1 1 1 1
1 celiing, wall, Toilets, signage. | =
5 0 Finshing works = T10 repair of 1 1 1 1 1

| ceiling, Tollets, signage, f .'
6 | Finishing works ~ 73 = repair of 3| 3 2] 2 2

celling woll, Toftets, | | - ,! =1 |I

.‘f Special ripnrrwk u,rHHSanir: 11 1 1| 2 1)
8 | Replocement of ald Electrical 3 3 3 3 3

system incluing cabling ot TIC/D | |
and T2, airside _ i
& Rrpnirnf Droinage system at 10/28 2 2 2 2 2
_r.r-rn'nnn'i.mdlidu | TR LA "
10 | Provigion ﬁfﬁuprurmhﬂmmm F4 2 1 1 1
In the old bulldings ond Offices | b
11 | CMS licensing .modification for 2 2 2 2 2
| AGL Electrical HVAC and STP
fystems == fe] 2
12 | Repoir CCR, AGL cable etc for 2 2 2 2 2
Runway 09 and domestic boys A N —
' Total Additional cost gt 29 2| 27| 27 27

Historical cost ond the forecosted cost for 2013-14 ore as under:

in Crores maintenance
Maintenance Cost FY2013 = %95
Half Year FY2014 (H1) _ : = 4922
_Extrapolated for full Year iR e e ] 9544
| Bose on which growth forecasted 9844

The breakup of the long term contracts in above Is as under:

inCrores ' maintenance
2013-14 Long Term Contracts. = : 65.70 |
Other expenditure X = = = 32.74
Totol . 98.44
Conciusion:

Based on the aforesald assumptions the forecast for the period starting from
2014-15 to 2018-19 is as under:

INR In Crores 2015 P00 Fr2o17 | i-'ulim']' Fr2019 |
i | | (INERS))
LN ST ControGks Mes) 743,  wE7| 2 9618| 10333
Routine 3| 4058 43.59 46.82 |
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e T o B o
Totol 13461| 14621, 15625  16677| 17715

17.9. DIAL submission on maintenance cost of security equipment is as below:

“Following is the maintenance expenditure of security equipmenl’s s
forecasted for next § years. It is assumed that these expenses will not be
allowed as part of determination of PSF security charges.

| SMo. | Name of item

INR

g

Fre !ml:qr_'_kﬂh:ln security n:J'!_:f.I:e
Meaintenance of 3 Moz of
100100T X-815 for random
chécking ot Entry points of T3 &

machines/6046i] Expansion - 7
Niox 4 Ma's for SHA (Dom and int)
3 Na's for Staff Entry (Arrival
Side).IntT to Int Transfer &
Damestic Airside gote

.
%
;

2014 -
15

0.18 |

0.21 |

e

2015 -

t (PESC)
28

0.23

15

2016- | 2017-
17 18

024

0.28

] Maintenance of 03 ETD for
random checking of gniry poinks
of T3 and T1 departure building

Jr— = S
4 fon kean 00T ETD 3 No's for
Oamestic and International SHa
ot Tu3 [Future Expancion)- |
Maintenance |

5 i_ms.mnsmnrsmmuww
Hof operations pad VIP
Iﬁﬁmﬂmrnlmrm

] | Maintenonce of MU 0602
Standord DFMD: Tatal 23 Nex. 6
{ No's for Domestic and
| Internotipnol SHA erponiion ot T-
| 4. 17 No's for different locations
| ot -3 immediataly.-
Mointenonce of NU D602
| Stondord DIFMD: Total 16 Net. 6
No's for SHA at T-1, 10 No's for
| dfferent locotlonsot -1
7 Mainténance of HWMD: Toted 162
Mot 12 No's for Domestic and
Irfgematong) SHA-Future

Espangion. 150 No's far different

023

oo

02|

| of T-3, immediste.
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030

005

029

030 |

210

2018~
19

027

0.31 ]

033

.33

(e B |

0.06

-EW_'ET-I‘WM

INR Rs. Crores
AVSEC Order
No.21/2011

AVSEC Ovoler
N 212011
ong BCAS
Cireular 25/
AVSEC Order
Np. 21/2011
ane BCAS
Circulor 25 7/

2004
AVSEC Oroer
iNe. 212021
and BEAS
Gircwipr 15 /
2004

25 / 2008

BCAS Circulor
25 / 2004

s r o s p——

BCAS Crcular
25/ 2004




g | Maintenonce of HHMD:GS Nes. | Q10| @I1| 012 | 013| ©014| BCAS Cirewlor
| 13 No's for SHA . 53 No's for ‘ 25 / 2004
| different focations of T-1 _ O =
g | GE CTX machines 43| o480 052! 057 o0&
10 GE itemaiser 017| o019| o1 023 0|
INR Name mfn'ru item 2014 | 2005~ | 2006~ | 2017 2018- BCAS Cirguior
Crs 5] 18| 17| a8 19
PIDS Spstem R T (N 2 L | mame crores
1 CMC to Magal for PIDs 250 215) 1m| 33t 3.6¢ | BCAS Orculor
___E:rnﬂnni - | [ - 4!?‘!”?
K3 " Power maintenance g0 G000 ooo| 000 0.01 BCAS Circuilor
= [._ 5 - | gaslt I _2/2007
3 CMC to PIDS UPS system 002! 003| 003| 003 003| BCAS Ciruior
i i = e e o Y
4 , CMIC to AC system for PIDs power ool Q00| o000 o000 0.00 BCAS Circular
| lcobinet e | et I
wn"ruuafumnm | 2014- 2015.| 2016-| 2017-| 2018-| BCAS Circular
=3 ui g 1) 18 19
I -
CCTv System ! _ IR Rs. Crores
1 | COTWTIAGIC 015 0.16 muii"r;r.iu 022 | BCAS Circulor
| o—1 — i | 33007
2 CCTVTID o70| ar7| os4| 093 1.02 |  BCAS Circulor
| RS IS TS TR e 22007
3| CoIvT2/A0CCHCarge 060| 0.66| 072| 078| 087 | BEAS Clrcular
| == S | o —.. L
P conven 400| 439 a4m3| 530 582 | BCAS Circular |
e — . /2007 |
—|- MLCF +3rd lane CCTV network 0B0| O&6| 072 | 079 0.87 HCAS Elreular
272007
i NUE CCTV OMC controct 0os| 0os| oos| oor| o7 ;
7 Instoilation of survellance CCTV 030 | o0m 0.36
- | system at loloted boys | ' = = '
] CCTV system for Approoch roads | | a18 | 020 o027 '
= wwﬂﬂﬁ,duﬁhw_l Bl 3 [ HFNE |
g | Additional 542 Cameras in " pI6| 018| 019 0.1
| Terminal - 3 ' ' |
10 | Additional 50 Comeras in 1 | 00| 059 1.09
_ Terminal - 1 —l ]
11 Additional 20 Comeras from Gate 01| ow| o2
| No. 15 to BPCL & MPCL Fuel Tank 4
for strengthening of Security af | |
iGl Alrport | . SRSTET TR TR TR TR TS
13 | CCT¥ coverogeof vital i I_ms | 016 o1m| o
instofiations (WTP, STP, MRSE,
558. MS8 etc.) for strengtherming
of Security ot 161 Alrport ) I :
INR | Name of the ftem 2004- | 2005 2006 | 2017 | 2018-|  BCAS Cirewlor
Crs. =16 l 17| -1B [ 19
ACS System F i =g =
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1 |azm 300 329 362| 297| 437  BCASCirculor |
! . | |, =1 S/
(2 | ACS-NUB 025 027 030| 033 036  BCASCirculor |
| _2/2007 |
3 Replocement of domoged reodersang | | 023 | 026 | 028| 0.31|  BCASCircuiar
ather pevts 130 No of oocess control { 22007
procurement for domoge coses e o hE s A
4 | Phase wise replocements of ACS Reoders {010 o3:| 012 013|  BOASCirevior |
r and accessories & | 2 - _aa007
5 New BCAS Regquirement{Extro ACS | oj0| 033| 035| o040 BCAS Civeulor
instoliation groject ot per BCAS guideling) | Z/a0a7
I inciuding turnstile and ACS reoder | by o e S
INR | Nome of the item 2014- 2015 | 2016 | 2017 | 2018~ FCAS Circular
€. | 15 -16| -17| -1 19
EﬂﬂIEquEmnfj_'_ 2 F =i SR = ; =
1 AMC BDDS Equipment 0| 025 029 a32| 035 BCASCAS-
i 3/2007/D6C-1118
- {8005} doted 3-
et a1 - . 82007
INR  Nome of the item | 2018- 2015 | 2016 | 2017 | 2018~ BCAS Clrculor
Crs. 15 -185| -17| -18 19
Physical Security system Vehicle Checks (LPR & u.lr:,l 1 il -l ;
1 T 3 entry, Exit noka, MLCP, Alrside gote :.15:' 05| 085| On 078
o Inx20&11 - by
2 | 71D Entry naka 003 003| o04| ODd| 004 i
INR | Name of the ftem | 2014- 2015 | 2016 | 2017| 2018~  BCAS Circuler
Crs. 15 18| -17| -18 19
| |
1 |cmcofTevandsicy (065 07 |[078 |086 | 095 |
Totol Maintenance Cost | 1507 | 1780 | HH I‘l.ﬂ 2539 k.
Conclusion;

Following is the Security equipment Maintenance Cost:

.'HRE'WH

Sl-mmy Equfpmnr
nmmrnm Cost

ST

1750

| 2014-15 [ 2015-16 | 2016-17 1

| 21.05

23,12

2017-18 | 2018-19
| 25,39

However we shall like to clarify that the securlty related operating expenses are

dynamic in nature and the requirement of the some varles with perceived

security threat ond mondates from varlous agencies. As such we request a full
true up of security related operoting expenses.




IT function was outsourced through a competitive bigding process with WIPRO
in 2009. Wipro had won the competitive bidding and was selected as the
preferred bhidder to provide IT services,

Afrer selection of the bidder, DIAL entered into a Joint venture with the bidder.

IT costs are forecasted based on payments due from DIAL to the joint venture
company providing IT services, This is based on the follawing merhan‘a.ruw

Heod il _nfﬂﬂﬂﬂﬂﬂ iy I

Agreed Cost as per agreemant ' This Is called subsistence level, This is

bosed ap

1 The repoyment Hability of IV toweards

the copital cost.

2 Interest Cost of the Capex incurred by

T,

(== = o 3 Other expenditure of V. — =
Amaunt Recovered by JV for ] The JV provides service to varipus users

providing Services and this revenue is used to net off the

| | amountpayoble to the V by DIAL

| Net Poyment to be mode by DAL C=A-B | This is tha net omount poyable by DiAL

B —

The current subsistence level contracted Is as under:

ITJV controcted cost | FY2014 | FY2015 | Fr2016| FY2017 | Frao18 | Fr2019 |
et LB | | (wows) !
Subsistence - 15447 | 16515 15058 | 15018 | 12367 43.41
asperogreement | s N il | ‘
The historical costs of IT (JV) paid by DIAL are as under:
{All emount in Crs)

[T IV net cost 5 ' 3 . Fra013 |
- - = in Crores |
| Subsistence as per ogreement b ’ 15737
 Toto! Subsistence AR = _— aaray
| Non Cute revenve S NX l 1663
Cute revenue —— | ny £3.2¢
Tul!ui'.'tvmue of Iv -- 5 104.87
Net Expenditure poyoble by DIALto JV P 5240

Order No. 40/2015-16



However since most of IT systems get worn out due fo heovy use and

technolagical obsoleting the following additional Capex will need to be done by

ITJV in the current control period

5.No | System | Capex Busis | Amount(INRCrs]

|1 [ | il - o

Z | Network | 20x8500(20), 6xFW(3.5), =4
! 200x560020), B00xAPwIfif4.0),

S000xUTP(1.5), OFC{4) 3 |
|3 | Controf Centres | Vwall{2.0), LCD{1.8), __ a8
4 Help Desk Remedy-(10), | A, PRI
|5 | CUSS& CUPPS | 512xCUPPS{42), Il [ D Ml
6 | BRS & MOS Included in CUPPS g =3 - e
7 FIDS | 1000xFIDS(22) = == 22
& | Telephony SxEPABX(8) ]_ P 8
5 | PAVA | 10000x5pki10) - TR 10
10 | MATV | 200xDisploy(3.5] ]_ R - 3.5
A1 | INK I - e — =l
12 | Eros aoeEPOSE) | ST
|13 | CCTV 3500xCCTVI30)#Storage(d) | iit
14 | ACS. A000xACS{18) ol b L
(15 | BMS 40000xEndpoints(s) ) 6 |
16 | APPS = Ml ——— ——aal—— s = ——s -l
17 |saps | wil z —0
18 | MPAS 3-46(5.5) . 33
18 | MSI | 20% of new CAPEX = s
20 | TMRS 2000xTMRS(3) ==k
21 | MG it e s -y B : o
22 | Desktop/Loptop | ADCC{0.15), NOCI0.1), TSC[O.1), 0.55
(I, | EME(0J), soccfoa) " ) S
23 | Server-DC 250xSur{12), STS(1), HITACHI(2] 15
|24 | License-Renewal | Ligf2.75°5) = 1575
| 25 | D Furniture Flooring/Ceiling/Roceways/ Trays/ 0.75

=1 Rocks

| Grand TOTAL == 30185

The above Capex by IT JV will entall following additional subsistence level

expenditure. This is the omount payable by JV towards repayment af loah and

intérest cost.

ITiVnetcost | FY2013 | Fv2014 | FY2015 | FY2016 | FY2017 | FY2018 | Fr2019

[ IN

= P - || I ST CRE.J

Aditional 18 ' 36| 9480 9480 9480

subsistence | |
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Based on the above following is the IT (V) cost forecast:

IT iV net cost
(INCRS)

FY2013

i

Subsistence
as per existing
_agreement
Addl,
Subsistence
forecasted due
| to new Capex
Total
Subsistence
Non Cute
|LrerEnue:
Cute revenue

revenue

| Total Projected |

157.27 |

| 157.27

16,63 |

F¥2014

15487

 154.87

16.63

FY2015

165.15

18|

183.15

16,63

186,59

FY2016

15058

FY2017 |

150.18

FY2018 |

FY2019

123.67

43.41

244.98

24.80

21847

138.21

16,63

16.63

88.24

92.29

85,54

100.98 |

105.63 |

16.63

110.49 |

16.63

115,57

104.87

IT Outsource

exp. Of DIAL |

5240

Maintenance Cost: Insurance

10883

e T o b

45.54

113.17

117.52

122,26 |

65.98

|

68.97

122,72

12712

91.35 |

132.20

6.01

The fallowing ore the insurance policies taken for the alrport. The respective

insurance cost as a percentage for the some is also given in the table;

| Palicy

Property
Damage [PD)
Business
Interruption
(B1)
ADL/3rd
Party
Liability
Policy
Terrorism
Policy

Forecast assumptions for Insurpeta oy =~

_| of 3750Mn

Detalls

% of amount
of asset
Insured
% of Gross
Revenue
Premlum
amount on
sty Insured

Premium as
percentage to
&R policy
valug

| {ie, PO +8BY |

Y2014 | wit'ii'sil FY2016 | FY2017

0.035%

0.035%

T §035 |

Mn

0.01%%

1 0.038%

0.038%

$0.38
MR

0.021%

0.042%

50.38
Mn

0.021%

S

‘ 0.046%

0.042% | 0.046% | 0.051%

FY2018

0.051%

I
= i
5038 | 5038
i n
0.021% | 0.021% |

FY2019 |
| 0.056% |

1
|
' |

0.056% |

- 5038
Mn

[ 0.021%




As percentoge of Insurance premium over insured ossets with increase to [oke
care of reinstotement volue increose due fo current trend of reduction In

discount percentages due to Insurance regulatory clampdown on existing

higher discounts.

Based on above assumptions following Is the insurance forecast:

[inCrores |~ Fvaoua | Fva01s | ngi_mii_ Fr2037]  Fraoi8 | Fr2019 |
Ingurance | 1085 |  1zpdl 2 nn2 1437 | msu|l 178

The woter supply ot airport is provided by Delhi Jal board {DJB). DB Is
commirted to give us a woter supply af 3 MLD per day. The current supply 15
very low and efforts are on to cugment the supply and os such 2012-13
numbers ore not representative of the true cost of water. Going forward os per
the rotes prescribed by DIB, there is o year on yeor escalotion of 10% is
envisaged,

Based on the above following ore the omounts forecasted towards water

chorges

| wowr Yearly Water  Rate Water Charges
| demand/per Volume MLD IN INR

—  day s o R me—

2014-15 i Mo 1095 ' 146.41 160,218,950

2015-16 | 3MLD | 1095 16105 176,350,845

2016-17 | Mo | 1085 ' 1??15 | 193,985,930

However, there Is some Interna-f maintengnce uprnwwrt reloted to woter and

recoveries as well,

| {in Crores)  F2015]  F2016 017 Fam8| Frois
Wotercost 16.04 | 17.63 1938 | 2132 2345
Hm'nrenm Cost | 3.96 ]_ __-i_.'t_'.i_ 457 | i 490 5 27

Lﬂff_t!?ﬂ_ﬂ (s46)|  [5.88) (6.30) 6.76) | (727
Metpayoble | 1454  1602|  17.65|  1946] 2145

The net amount forecasted to be payable by DIAL Is as under:
{finCrores] |  FY2015|  Frao16|  Fva017|  Fraois|  Frame )
| Watercost | 14.54 | 16.02 17,65 | 19.46 2145
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DIAL submission on Administration Cost
17.10. DIAL submission regarding administration expenses |5 as under:

“The administrotive cost categery contalns @ number of types of costs, like
consultancy expenses, odvertisement, trovel ond communication costs,
business promotion etc. The majority of these costs are attributoble to the
airport o5 whole, The expenses incurred during the year 2012-13 detailed as
under:

Forecast ossumptions!

1. A reol Increase of 5% Is considered. In cose of the manpower component of
these costs o real Increase is required which Is over and above the Inflationary
(ncrease. There is an impoct becouse of the mandatory Increase in minimurm
wages. Apart from above the administrative cost is expected to increase and
this Increase of 5% is bare minimum required over and above inflationary

increose.

2, We hove not incorporoted Inflotion in any of our forecast and It Is assumed
that infiationary increase will be allowed over and above the x - factor,

The historicol costs ond its future forecost is as under: (All amount In Rs. ¢rs)

|WRinCrores ~— TFv2013 | Fraoid{na) F¥2014 extrapolated |
| Administrotion cost 14095 | 64.9 129.8

{Without Property Tox ond ; |
(other finance charges) = s a8 ] = = |

Administrotive Cost: IT Cost = DIAL

DiAL os part of maintenance has to spend o significant omount on various
licences and permissions. These costs are on rise and an additional provision
needs to be made for the same, Detoils of the increases are as under:

Type Deterils of icense | 2002-13 | 2013-14 | Increcse | Roosons of increase
AT | Rates | rores | Amount | .

In Crares B N P

license | Application 259 329 0.70 | Implementetion of Certified
Saaftware Licenses | Softweone License |
for Varlous Alrport Manogement Program 1o
Syrtems : regularize keeniey use,
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ticense Wireless Frequency | .38 1.13 | 077 | Multi-foid increase in
(Regulotony Licenze | Government Royally on
for opérating | Licensa Cost sinpe Ape-2012. |
Wolky-Talky at
et ) SR SN SR N
ARAE Application 4,85 822 4.27 | Application scope intreased,
Shaftware plong with gnhoncement of
Maintenance support services for improved
¢ R 1. R Ay
[ amc | Hardware 10.84 1488 | 4.04 | Increcsed Hordware together
e | Maintenorce Ly m e L | with enhanced SLA.
| Total | _dr22| sL00( 978 NN

As such on odditional provision needs to be made for the above items in the

base cost on which we are extrapolating 2013-14 costs.

An overview of the forecost for the perlod storting from 2014-15 to 2018-19

FY2015 "IF}zﬂiﬁ FY2017 | FY2018 | Fv2019

14656 |  153.89| 16158 |  1eafe! 17814

INR Crores

Administration r_?.gt '

Administrative Cost: Progerty Tax:
DIAL has to pay property tax to:

1. Municipal Corporation of Delhi (MCD); and

2. Delhi Contonment Board (DCB).
The amount of property tax as per Demand Notices ralsed by MCD is Rs, 22.18
Crore per annum (For F.Y 2012-13). The future projections are bosed on same
amount only.
A notice has been received from the DCB for payment of property tax, The
methodology and valuation for praperty tax is not firmed up but based on the
principles applied in case of MCD, the amount payable has been calculated on o
proportion basis. It is assumed that same principles, rates and clossifications as
adopted by MCD will be used by DCA.
Thereafter it is estimated that DIAL will need to pay opprox. Rs. 33.61 crores

annually based on the current property tax rotes. In future there can be

caditiona! demaonds of property tox, The following is the forecost of property

rax:
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Year MCD | DCB Total |
In Crores J ol e
FY2015 ! 22.18 1143 _ 3361 |
FYaoms | 22,18 ITeE 33.61 |
FY2017 22.18 11.43 | 3181
FY2018 2218 | 1143 | 3361 ‘
| Fraois | 22.18 | 11.43 ~ 33.61
We request for o 100% true up of property tax.
The following are the amounts of property tox payable for last control period:
The following were the demands of property tax
INR Crores | Fraote | FYaonr|  Fr2012  FY2013
_Prop. Tax demand 1006 21.15 | 23.77 22.18
The following were me amum:ts poid
IR Crores |Fr2o10  [Fr2011 [ Frao12 irr;lma
Amountpald | f2.51) (529) | (2.96) (1.38) |

The following demand 3till remains and its NPV is as under. Since DIAL may
need to pay these amounts in current control period the some need to be
aliowed. These amounts may be trued up based on octuol payment ot end of

controf period.

H'm Tox demand dem:lnd'

| Outstanding (87.54%)

Lompounding factor
| Present Value os on Mnr-]#
| NPV as AMar-14

Other Finance Charges:

F'l".?ﬂ.ll.'.'

m-.n:

_|'2."i'.'j| —

754
12.33
.09

163 |

FY 2011 |

As poart of the borrowing cost, DIAL had poid an ugfréint fee rplmﬂer:

Nﬂ'me of |
E:rn.ltlr |
|

fﬂﬂﬂm  Upfrant Fee

Singapore = S
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Nature of expenses

" Srart Dote

Frap12 | Fr 2013
___1.!151 i - 7 2218
{5.29) (296 (1.38) |
15.86 20.80 20.80
148 134 122
23.50 27.54 2532 |
1 Eng Oaté | Amount paid
| ; fee/
!  Charges i
12/17/2019 106, 353,000




.ﬂm’:lun# T-L.';JIFIJEIFEE : [ﬁﬁjﬁ_ﬂlﬁ_ _5 Jﬂ&ﬂﬂﬂ = | 108, B‘.I-E.H-IJ |
Tetolja) e |Ense |
IDFC Dacuméntation, 4/1/2013 3/31/2028 205,000,000
structure & Upfront
Ere @0.60% on Rs. '
L s 2330 Crares v P, L L =
DA Upfront & 6/30/2013 12/31/2024 102,732,870
Underwriting Fee on
Eﬁﬂimwm el T e o 3 e —— = T e ET—
ICHCI Upfront Fee on ATL 7/31/2013 3/31/2028 29,500,000
Loan of Az, 493 75
Crares
Total (8] 347,232 870 "
Total (A+8) | 558,904,410
The above is monetized over the years as under;
INR Crores F¥20 | FY2015 |  FYa016 Fr2017 Fr2018 Fr2019
14
ICiC Bonk- | 1.07 107 | 107 107 107 107
AdsBonk | 106| 108 106 106 106 106
[ Totalfd) | 213 213 213 213 213 213
|DFE | 2137 137 137 1.37 I E I
D8 _. @67y = 089 03| = 083) -
][] _ | 038 027 o2y 027 027 __oar
Totel(8) | -"—H L 453 183, = 253 253 | 253
| Totai tAv8) 434 465  a67|  aes|  aes|  e65)
mlmmmumummdmamuﬁmeﬂwm
DIAL submission on Utilities

17.11. DIAL submission regesding utilities is as under:

“Utility costs are calculoted ot gross level less recovery from the airfines and
concessionaires. e

Utifity Cost- Electricity:

1. The electricity rates hove escalated on a CAGR of 7.61% p.a. during lost two
Mﬁ .

o Apr 2010 —Rs. 4,70 per unit
o Apr 2011 - Rs, 4.70 per unit
© 5ep 2011 - Rs. 5.75 per unit
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o Mar 2013 = Rs. 6,75 per unit

o Aug 2013 - Rs. 7.10 per unit

CAGR from Apr 2010 to Mar 2013 s equal to 7.51%.
2. We hove ossumed thot same rate of escalation will continue in future.

3. We also contemplote an overage 5% YOY increose in eflectricity unit
consumption due to higher activity at alrport
4. We request for o 100% true up of utility rates, The historical costs and its

future forecast is as under; (All amount in Crs.)

nCrores | Fv3013] Half Yeor Sept2013 | Fr2014 fextrapoloted)
| Net efectricity cost = _____95;55_____._*.55'_-':'!.! = 126.90
Conclusian:

Based on the aforesald assumptions the forecast for the period starting from

2014-15 to 2018-15 Is as under:

i Crores Frapis|  F2016| P01z | Fy2018|  Fraoas
MetElectricitycost | 14325 |  16171!  1g2s5| 20607 | 23262 |
Lititity Cast - Fuel:

1 The fuel (HSD)] rates historically have escolated on @ CAGR of 25.28% p.a.

during last two years.,
o Apr2011-Rs. 36.97 perlitre
o Apr 2012 -Rs. 39.96 per litre
o Mar 2013 - Rs. 59.72 per litre
2 We have assumed that same rate of escolation wiil continue in future,

3 We have also assumed that there will be o 5% y-o-v increase in consumption
of fuel.

4 We request for g 100% true up of fuel rates.
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['iNR in Crores | Fra013|  Haifyeor-Sept 2013 | 2014 (extropolated)
| Met Fuel cost | 216 R = I 1" 1

An overview of the forecast for the period starting from 2014-15 to 2018-19 is

as under:
(WRinCrores | 2015  2016| 2m;-f| 2018 ’1mﬂ'|
Wethoelcost | 3a8) 419|581 225 533

IniNRCroces | Fr2o15| Fvaoie| Frao17|  Frame | FY2019
| Manpower cost . L. == = I
Saiaries, wages and bonus A 10| w0 10| 2 18
. Operation support cost 8 8 8 #| 10
Contribution to provident ond 5 5 5 & &
other fund B R = = =i
[paRagen— — [ = e A g
post-employment 3 4 4 ) 4

UL e | | | R N I e
Staff wefare expenies 5 5 -1 T A
Subtotol Manpower cost , 143 15¢] 88| 177 180
Qperating expenses | FY2015|  FYi0I6| FY2017|  FY2018| FY2ms
TV Expenses - Contracted | 70 69| s3] ;| &
| Alrport cperator fees . 17| 145 161 | 179 188
_Repalrs ang maintenance 150 | 164 177 190 | 203
| Mangawer dutsourcing 45 48 52 56 60
shorges SRl L o |
Mousekeeping expenses 45 | 48 52| % I &
| Security reloted expanses | Y T I [ T ) N T 15
| Insuronce ¥ di - I TR u] rﬁ'] 18
Water Charges E e ™ 16 8 19 | 2 |
Consumabies | 2] ¥l 2] _'zj P 2
_Subtotal Operating expenses | dg7 517 | 612 623 | 583
Administrative Expenses LF n*::us] FY2017  FY2018|  Fraois
Professional and consultancy i 23 97 0] 107
 eipenses . ] ! .

Traveliing and conveyance 13 14| 15 u? 16
Rent | 1 z = == T ",:? !,
Advertising and sales = 1 11 4
promatign

Communicatian costs 21 ¥ 3
| Printing and stationery ) T
T related expenditure -} . § 22
Property Tax M| " xw] u
Praperty tax - first control 0| 1
| period |
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| Other Admin Expenses | 5 15| 1] 17 1

_Other Finance Charges | 5 5 5 5 | -

| Subtotal Administrative - 274 192 | 200 208 218 |

| Expenses JESE | =15 ==

| Litiities cost | FY2015 | FY2018|  Frap17 | Fraois|  Fy2o19 |
Power charges ] 143 162 83 206 433
Fuelcharges i o & = -
Subtotol Utiifties cost | 396 166} 88| 243 M2

| Total Gperating Cost_ . dosg| @ IW9] @ 1165 1222 | 1232

17.13. DIAL's revised submission on 23.07.2014 regarding cost allocation is as below:
“Costs Allocation
o) 5taff costs
The allocotion of Manpower costs has been made based on octivities
undertaken by the respective departments. Auditors have certified the
manpower in each department. The following allocotion is bosed manpower

empioyed as on 315t March 2014:
31-Mar-14 4
(oeportment ”m Ratio of AFRO Manpowe
| b o Number
| Operotions 422  100W 42l
" Commercial - Nom-Abro 72| 0% 0
Finace 8 Accouts® E—T 2
Socurity® 3 ] | 54| 89.24% 48
Quality, Service & Delivery* | O e T 11
Guest Relotions* 23 §9.24% 2
Corporate Relotions® 18| B9.24% | 16
Corporate Communication® 9| Be2% | 8
| Legol*. -0 ; 8 §9.24% 7
| Project & Engg.* i 28 89.24% 25
i = ) 18 89.24% | 17
cPD i_ 16 0% 0 |
Ethics &intelligence & GMRVF* 21 89.24% 14
MAG* S e T R
| 8CM/CED Office® =2 89.24% g v
| !HI !ill!ﬂiﬁﬁ_ﬂil 5 = — =3 ..'I.-I 89.24% 186
HR & FMS Al s 28
Boggope Screeners _ 41 100% 431
Trofley Operator ' 2 155
144 1328
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“b) Nan Stoff costs

The revised ollocation of operoting and admihfstration expenses (based en
2013-14 operating espenses) has been independently verified by stotutory
auditors. The allocation of expenses, for the yeor ended Morch 31st 2014, into
gergnautical and nan-aceronauticol as certified by the stoiutory auditors is as

under:

| Summary of Aero cost BE
Admimistrotion
Expenses '
Apro 89.68%
Non dero 10.32%
Operating Expenses
Agro 89.19%
Nan Aero 10.51%

3

17.14. DIAL's revised submission on 23.07.2014 regarding forecast of expenditure is as

below:

"Wa have revised the forecast for the nest contral period based on the oudited
numbers of 2013-14, Following is o summary of the revised forecast:

= - =

INR Crores Fris | Fria | Fras | prae | Fr1z | Fria | FY 19
- . 2l 1D il |
Cost 5,_,.5,?,-," Actua) Revised Projection
Bomeswogesond | 145 | 07 | 39 | 128 | 137 | 247 | 1s8
N TP
et DHoN £t 7 4 4 4 4 5 5
Contribution to
provident & other | | ¢ : . 5 5 5
Gratuity expense N R 1 1 1 1 1
Other post-
3 3 3 3 4 :
__employment 4 = == : f_,.
proff welfore expenses| 4 e g 6 [; 7 7
i Mmm i g | e |
an o I 123 T h 146 157 169 181
Operating exparses S —
——— — )
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IT 11 Evra gs -
Contracte

46

17

Ir'nnm uﬂm[ﬂf

fees

100
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mointenance
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autsourcing

charges

152

e

42

120

219

178

e il

207

% 1Bl B|8

ik
mm"ﬁ-{ﬂi

41

[ SR ROy
| LXDENSES

11

Insurafce

10

Water Charges

13

Consumabies

Fd

Subtotal Operating
|_expanies

a7z

2 | s 5]8| @

Administrative expenses

 Bentaevinnn &

AEEel
expenses !

84

a7

107

mnn nnd
cofvrpance

14

16

16

Rent

4

Advertising & sales
Eﬂﬂthn

Faemunication
costs

e ]

L]

ﬁﬂngr g
stationery
it
expenditure

Property Tax

t}ulu' ool oo

b e T

Mivkar Belprin
Expenses

-3 - N IR T

= ——

| .

Frhar Flnance

LT

417

131

143

157




17.15. DIAL's revised submission on 23.07.2014 regarding forecast of manpower expenses
is as balow:
“Manpower Cost
The manpower cost was (INR 122.65 Crores for Fr14, The forecosted figures for
FY15 -19 have been updoted based on the actual numbers of FY14.

INR crores | P2ms|  Fr2016] Fra017 | Fr2o18 |  Fr2019
Eariler Submission 143.21 153.82 165.23 17748 | 19064
Revised Submission 13614 | 14624 | 157.08| 16873 | 18124

-

17.16. DIAL's revised submission on 23.07.2014 regarding forecast of operating costs Is as
below:

“Housekeeping Cost: The octual housekeeping cost was INR 36.14 crores For
FY14. The forecasted figures for FY15-19 have been updated based on the
octual numbers of Frl4,

Further, we would ke to inform the Authority thot out of Additional House
Keeping expenses, Defhl Pollution Control Board Committee fee was paild
during FY2014. Rest all other Additional expense have been deferred and are
expected to be incurred from FY2015 onwards.

In the earlier filing based on the holf yearly numbers, we had forecasted the

housekeeping cost os follows:
| INR crores | FYa015|  Fv2016| Fv2017|  FY2018 |  Frao19
Eorkier Submission_ 4452 48.24 51,79 35.65| 5980
7 . 43,02 46.21 4961 5331 57.28

Manpower outsourcing expenses: The Manpower outsourcing expense was INR
41.31 Crores for FY14. The forecasted figures for FY 15-1% have been updated
based on the actual numbers of FY14, Revised Manpower outsourcing expenses
for FY15-18 Is os follows:

e T : LT d Fra0ig Fy2019
Eariler Submission ik iy » ; E5.54 £9.66
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| Revised Submission

Maintepance Cost:

] 4437

4?.EE|

5120 5499  59.07]

The maintenance cost was INR 127.35 Crores for FY14, The forecasted figures
for F¥Y15-19 have been updoted based on the octual numbers of FY14. Further,
Additional malintenance cost projected in FY14 is shifted to the next financial

year (FY15), because it could not be undertaken due to cash crunch. The revised

forecast is as under:

INR crores | Fva015] FY2016] Fy2017|  FY2018 | FY2019
Earlier Submission | 13461 14521 | 15625 Iskge | 17RI4
Revised Submission | 16286 | 14971| 16200 | 170.80 | 181.48

Muaintenance Cost of Security equipment’s: The forecasted maintenance cost of

security equipment has not undergone any change. The revised submission is a5

follows:
INR croves FY2015 | FY2016|  FY2p17|  FY2018 | Fr0ig
Earfler Submission 15.07 17.50 21,05 £3.12 2733
Revised Submission [ 15.07 _.1?.5& 21.05 2..?.1.? £25.39

Maintenance Cost: Afrport IT outsource cost:
T Cost FYI013 | FY2004 | Fv201S | Fv2016 | Pvzo17 | Pv2ois | Paoag |
— i SR | e =
Subsistence | 15727 | 15487 | 18315 | 18659 | 24498 | 21847 | 13821 |
Nawn Cirt ' 3 e T e o Gl
T 16.63 16.63 16.63 16.63 16,63 16.63 16.63
Cute revenue | 8824 5229 | 6654 | 10098 | 10563 | 11049 | 11557
Praimcted ) = = R T TR
i 10487 | 10883 | 11317 | 11762 | 12226 | 12702 | 13220
IT Duitsa o= e '
SN 5240 45,94 45,98 58,97 12272 91.35 601

i U= lallel e T

Forecast working of IT Cost is revised based on 2013-14 finoncials (s as under:

iT Cost (in Erarast L
‘ !

FY2013 |

FY2014 |

157.27

153.93 |
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Total Subsistence 157.27 153.53
[Non Cute revenue 16.63 26.46 |
Cute revenue 8329  75.55
| Total revenve of JV Sl T L] 10487 | 10201
Net Expenditure payable by DIAL to JV 524 51,92
Based on the above following Is the IT (JV) cost forecast:
IT Cost (In Crores) Fr2015 | FY2016| Fv2017 | Fr2018 |  Fy2019
Subsistence a5 perexisiing
ogreement 165,15 150.59 150.18 123.67 43.41
Addl, Subsistence os filed | " e I
earlier 18 35 S48| o484
Total Subsistence 18315 | 18659 24498 | 21847 13821
Revised Non Cute revenue 26.46 2645 2645 26456 26.46
fisvised Cute revenue 79.03 8266 B&.45 83,44 946
Total Projected revenue 10549 | 10912 | 1139z 1169 | 12106 |
Revised IT Outsource exp, 7266| 7747| 13205[ 10157 17.15
Security related expenses:

The Security related expense was INR 12.09 Crores for FYld. The forecasted

figures for FY15 -19 have been updoted based on the actual numbers of FY14,

Revised Security related expenses for FY15-19 is as follows:

INR crares | Faois| Fvaos|  Fvao17 [ Fr2018 | Fra019
arlet Subnyssion. [ i L 12.18 13.09 _Id.ﬂi_ i 15.10

: ; 12.55 1385 14.98 16.08 17.29
| Revised Submission | | _I 21 3 [_ e _

Insurance Cost:

The Insurance cost was INR 7.51 crores For FY14. The forecasted figures for
FY15 -19 have been updoted bosed on the octuo! numbers of FY14, Current
insuragnce cost is bosed on revised capital expenditure and revenue numbers

updated bosed on FY2013-14 numbers. Revised insurance cost for FY15-19 is as

follows:
NRcrores Fr2015 |  Fyams | Fv2017|  Fr2018 |  FY2019
| Ertter sibmission T 1io4| 1322 ’: 1437 15.81 | 17.53
Revlrsd Subimiseleir | ur| j'E?_L_. 68 15..'%uj_ 18.01




Water:

Earlier Submission

INR crores [ Fvapi5| Fr2016] Fre017]  Fv2018|  Fra01s)]
fodlerSubmission | 2454|  1602| 1765| 1946| a5

—

New Submission

In our previous submission sewerage charge payoble to DJ8 were not inciuded.

Now are updating the model for the afaresaid charges: These charges are 60% of
water volumetric chorges. 50, we propose to incorporate correct rates for
prafecting for water charges.

ANNEXURE 9; DJB Water rote card

Bosed on the obove following ore the omounts forecasted towards water

charges
Water demand Yearly Waoter Water Charges
L per day Volume MLD Rate _[INR crores)
2014-15 IMLD | 1085 23825 2565 |
2015-16 FMLD 1035 257.68 | 28.22
i 2016-17 o — LD ) LI 1085 L5 _2‘33.-:15 3l |
2017-18 3MLD 1095 | 311.79 34.14
| 201819 amp| 1005 |  34297]  37.56

Hawever, there Is some internal malntenance expenditure related to water ond

recoveries as well
Consumables:

The Consumables cost was INR 3.22 crores For FY14. The forecasted figures for
FY15 -19 have been updated based on the actual numbers of FY14. Revised

consumables cost for FY15-19 is as follows;

INR crores Fr2015 |  Fy2016 |  Fv20i7 | Fr2018 |  Fy2019 |
1.83 1,96 211 2.26 243
Aavisad Subrmlselon 346 3.72 3.99 %29 | 4.60

L

Eartier Submission

17.17. DIAL's revised submission on 23.07.2014 regarding administrative expenses is as
below:
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Administrotive cost; Property Tax:

Property Tax for 2013-14 was 60.92 Crores. Property tax forecast however
remains the same, as submitted earfier.

S ——= ==

INR crores FY2015| FY2016| FY2017 | FY2018 | FY2pis
 Eartler Submission iﬂﬂ 3.151 331.61 33.61 33.61
Revised Subosissi 33.561 33.61 33.61 13.61 33.61
Other finance charges
The forecasted ather finance charges have not undergone any change as
submitted earlier
INR crores = FY2015' FYZ016| FY2017 | FY2018| Fr2019
ey Subeision 465 4.67 4,65 4.65 4.65
Revised Submission Al __f‘E? ;"ﬁ q'_’ﬁ e
Other administrative expenses:

Other Administrative expenses were INR 161.81 Crores for FY14, The forecasted
flgures for FY15-19 hove been updoted based on the octual numbers of FY14.
Revised Other Administrotive cost for FY15-19 is as follows:

Order No. 40/2015-16

Cperating expense of Solar Plant:

NRcrores [ Praois | Fa0is | Fva017 ] Fra018 | Fv2019 |
Earfier Submission 14656| 15389 16158 169.66 178.14 |
New Submission 169.90 | :in;'i,-':l-*' 18732 19668 | 20652
Urtitity Cost
Power cost: Earlier Submission
I"INR crores _ | Fraoas| Fvoi6|  Frao17 | Fya018 | Fr2019 |
| et eiectricity cost 143.25 | 16171 18255 :-'ﬂs.ar| :a.?.szJ
Mew Submission




As indicated earller, we propose to set up solar power plant at 1G] Airpert, New
Delkl, Following would be likely additional operating expenses for maintalning
and operating these power plants,

[Fi516 |00 | o00s 0.14
FY16-17 0,44 019 0.62
FY17-18 ' 0,80 0.35 1.14
FY18-19 0.84 0.41 1.25
15160 |em  |oos T

Further, we estimote following savings on occount of reduced electricity

cofsumption
Power cost 104,38 117.83 133,01 | 15015 169.50 151.34
N o e s s e o
S el 0.24 0.14 0.62 1.14 [ 1,25
Solar Saving (0.47) {2-13) {2.13) (g.08) | (13.42)| [13.42)
Net Power cost 103.91 115.89 131.02 142,68 157332 17817

Fuel cost was INR 2.35 Crores for FY14, The forecasted figures for FY15-19 have
been updated baosed on the octua! numbers of FY14. Revised Other
Administrative cost for FY15-19 is as follows:

| INR crores FY2015 |  FY2016 |  Fr201 ._T"J[ Frzoig | Frao1s

Earlier Submission 318 4,19 551 7.25 953
P LIF |

New Submission 1 J.09 4.07 535 R | 426

o

b Authority’s Examination of Operating Expenses

17.18. The Authority had carefully examined DIAL's submissions regarding the components

of operating expenses and noted DIAL's submission dated 11.11.2013 and its revised
submisslon dated 23.7.2014.

17.19. The Authority noted from submissions by DIAL that, all its operating expenses have

been grouped Into seven heads. Of these seven heads, four heads namely,

o ther operating expenses have been
b i %}

manpower, utllitles, ad minrstrf ten
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17.20.

17.21,

17.22.

17.23.

Order No, 40/2015-16

independently analysed and divided into aeronautical and non-aeronautical
campanents. As regards the three heads of Property tax, Payment to AAl for VRS and
Alrport Operator Fee, DIAL has applied weighted average of allocations of the initial

four heads for distribution into aeronautical and non-aerenautical values.

The Authority had noted that DIAL has allocated manpower expense into
aeronautical and non-aeronautical components based on the allocation of Individual
activities undertaken by the respective departments. The Authority was In receipt of
the Auditor's Certificate that certifies the number of employees under each
department. DIAL's submission on allocation of manpower expenses is reproduced
as under:

“The departments dealing with Aergngutical aoctivities hove been token at

100% Aeronautical cost, Non Aeronoutical departments are considered at 0%

Aeragnoutical and common deportments have been aollocated based on the

asset ratio as certified by the Auditors.”

The Authority had also noted the Auditor's Certificate submitted by DIAL which
provides details of allocation of administration expenses and other operating
expenses as per cost centres as on 31% March 2014, The Authority had noted that
the allocation of administration expenses towards aeranautical activities has been
submitied as 89.68% and that of other operating expenses towards aeronautical

activities 89.19% In its submission dated 23.7.2014,

With regards to the allocation of utilities expense, the Authority noted DIAL's

submission dated 15.04.2014 is a5 under:

“Further, all the Utility cost Is net of recovery dane from the utilities provided to
Concessionaires and Business operofors ot the alrport. And, DIAL does not
undertake any Non-Aeronautical business activity, Hence, these costs should be

100% Aercnautical cost.”

Additionally, the Authority had noted from the Tariff Model that DIAL has calculated
the weighted average of the allocation of manpower, utilities, administratian, and
[oscal activities in FY2014-15, which DIAL has

e
e

other operating expenses to.-ac
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worked out to be 91.6%. This weighted average value has been considered by DIAL
as applicable for allocation of airport operating fee, property tax and VRS payment
to AAl towards aeronautical activities. However, the Authority noted that while
DIAL's submission mentions 5 year average of overall mix, the number considered in
the Tariff Model as submitted by DIAL is average for FY 2014-15 anly. The 5 vear
average from the numbers submitted by DIAL in its Tariff Model works aut to
91.25%.

17.24. These sevan heads along with their values as per the first Control Periad, as per DIAL
initial submission and their updated values as of 31.04.2014 are as presented in
Table 51 below:

Table 51: Differance in slocatlens of operating expenses considered by DlAL

Operating Expenset | Methodologyof | Asro Allocation | Aero Allocation | Aero Allacation |
Allocation {85 per Delihl Tarlff (45 per DLAL A par QAL |
Order No.03) | Submisslon 11th | Submission 23rd |
i Nov2ordh | Julyaois) |
Manpower cost -_-ﬂuﬂlfnsl nf!'-unn-nwnr 4 BO.79% E:I. 33‘5 0 A BLES%
Uperating expenses i Department wise I 01.69% £9,03% 85.19% |
T | enalysls =
AgdminiEtration Dapartment wisa 20.28% 80.48% ED.E8% | |
BXpEnsas analysis
Utilities cost | MetcosecFutlliiess | 10000% |  10000% |  100.00% |
Froperty tax Overall Operating ratio | B7.54% 91.38% | 91.25% |
Altport operator fee | Overall uper;;m{g mts | E754% | oLae% - 51.25%
SAl -‘Eﬁﬂ’.al;ment -I'.'I'.'erall -I:Ipefatlng ratlu 5 -  B7.54% |  91.38% | T 81.35% -

N e e T =i e ikl =

17.25. The Authority had deliberated on the matter of change In allocation for the
forecasted values as submitted by DIAL as compared to the allocation as accepted by
it for first Control Period in its Delhi Tarlff Order 03/2012-13 and had asked DIAL to
provide justificatlon and reasoning for the change in allocation of its operating

expense for each head independently. DIAL responded to the query as given below

"DIAL has feliowed the same methodology os done during the 1. Control
Perlad. The following methodology wos odopted:

1. First the tolal expense eoch department like Operations,

Maintenance, etc Hope 8
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2. Thereafter eoch and every expense of that department has been
identified ot activity level (fund centre). In this exercise the expenses
hove been (dentified and related to various activities like airside
expenses; terminal expenses, runway lighting expenses, procureément
EXOENEES el

3, Thereafter the activities gre allocated amongst oero and non-gero

based on following principles:

a. The activities which can be directly attributable to gero assets have
teen clossified as oero [ike operation and maintenance of runways
and toxiways efc.

b. The activities which can be directly attributable to non-gero ossets
have been classified as non-agero like commercial/retail promotions

ete,

¢. Terminal costs have been oflocaoted based an the area mix for the
respective terminal as certified by M/s Jacobs Consultancy Into aero
and nan-gero,

d. Remaining unalfocated commaon expenses of support functions ke
finance and occounts, legal, corporate communication, corporate
relation, CEQ office ete. have been allocated based on the overall

asset value allocation as mentioned in the faregoing section. ™

17.26. The Authority had examined the submission of DIAL, but the Authority found that
the response does not provide the reasons for change In allocations of individual
heads. Further, the Authority was not persuaded to accept the arguments in DIAL's
submission with respect to need for change in the allocation percentages for the
second Control Period. Hence, the Authority proposed to consider allocation of
operating expenses for the second Control Period as per its Delhl Taritf Order 03 /

2012-13 in respect of tariff determination the first Contral Period.

17.27. The Authority had also noted that Payment to Aal for VRS as an expense has been

T e ——
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same was considered by the Authority in its Delhi Tariff Order 03 / 2012-13. The
Authority had reconsidered its approach and is of the opinion that VRS expense s on
account of manpower and its related costs and accordingly proposed to consider the
allocation of VRS payment to AAl into aeronautical and non-aeronautical
components at the rate of allocation of manpower costs In the second Control
period.

17.28. As regards the allocation of Airport Operator Fee into seronautical and non-
aeronautical components, the Authority noted that there can be two approaches,
One of these approaches would be to consider the weighted average ratio of 87.54%
for allocation of Airport Operator Fee into aeronautical and non-aeronautical
companents for the second Control Period. The second approach would be to
consider 3% of asronautical revenue as aeronautical component af Airpart operator
Fee as the Airport operator fee paid by DIAL is at 3% of Gross revenue of Alrport.
Accordingly It would be appropriate to apportion the Alrport operator Fee between
Aeronautical and non-aeronautical cost in the ratio of their respective revenues. The
Authority had sought stakeholder comments on these two approaches. The
difference in Airport operator fee for the second control period based on both of
these approaches Is as given in the table below:

Table 52; Talilo Représenting fferanio 6 Altport Operator Fee Baked on the Twe Approaches

rru.u'L FY15-16  FY 1617 | FYI7-18 FY18-19 |
Airport Operator Fee (3% of | = 1 - | I o
LAwsfovenig T SLAAVIPT= PGS LS| B Ne
Alrport Operator Fee (3% of |
Gross Revenue sliocated at 10518 2821 6225 | 6836 74,84
B87.54%)) ia | (= SR -

17.29. For the time being. the Am;n‘nr has considered 3% of aemnauit; revenueé as
aeronautical component of Alrport operator Fee.
17.30. The cost allocation considered by the Authority is as below,

Table 53: Allgestion of Operating Coss batwean arrprauticsl snd non-seronautical o contlderned
by th Awthority for the second Control Perlad (n Conmiltation Papes Mo. 18/2004-11%

:ﬁﬂﬂﬁthn;nlhﬂ B Proposed Aero Allocation s
| Manpower cost |  mew
| Cperating expenses ' _ 91B9%
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I Dwﬁt!n; Expensa Head _' Proposed Aero Allocation

; Adrﬁmlmufnn expenses ! M0.28%

' Utllities cost 100.00%

| Proparty tax 87.54%
Airport operator fae 3% of Arronautical Ravenus as defined under OMDA |

| AAI - VAS Payment 83.79%

Observation on DIAL's argument on FY 2012-13 and FY 2013-14 not being representative

yeors

17.31. With regards to DIAL's claims regarding paucity of funds and lower than optimum
spending on operating expense, the Authority noted that It had commissioned a
study on efficient costs with respect to DIAL by ICWAL The submissions from ICWAI
state that the costs incurred by DIAL in FY 2012-13 are efficlent costs, Accordingly
the Authority had proposed to consider the operating costs for the year Fy 2012-13
as efficient in case of DIAL. The Autherity had also noted from the actual operating
costs Incurred by DIAL In FY 2013-14 that these costs are higher by a differential
equivalent to inflation plus 0.97%, as explained In para 17.67 below. Thus the
Authority proposed to consider operating costs of FY2013-14 as reasonable.

Observation on DIAL submission on Manpower Cost

17.32. The Authority had noted from DIAL submissions that the total manpower cost during
FY2012-13 and FY2013-14 Is Rs. 123.72 crore and Rs.122.65 crore respectively and
was In receipt of the Auditor's Certificates on the same. The Authority noted DIAL's
rationale for increment in manpower and manpower expenses. The Authority also
noted DIAL's clarifications vide its submission dated 07.04.2014 that additional
manpower of 165 persons included 92 for Baggage Screening and 73 for Trolley
Operations as per regulatory orders. Given that the expense is of mandatory nature
on account of regulatory requirements, the Authority proposed to accept DIAL's
submission on the additional manpower cost for the second Control Period.

17.33. The Authority had alsc noted that DIAL has assumed a 5% year-on-year real Increase

in salaries and wage costs on account of attrition levels and competitive




Authority noted the [ustification submitted by DIAL it was not persuaded to allow a

5% year-on-year real increase in salaries and wage costs at the outset.

Airport Operator Fee

17.34, The Authority was in receipt of Auditor's certificate that the Alrport Operator fee
paid by DIAL for FY2012-13 was Rs. 45.92 crore and for Fy2013-14 was Rs. 100.07
crare. The Authority referred to the provisions of the Airport Operator Agreement
signed by DIAL with Fraport AG Frankfurt Airport Services Worldwide in this regard
and noted that the Agreement provides for payment of Airport Operator Fee in a
year at 3% of Gross Revenue realized by DIAL as defined under OMDA during the
previous year, However an alternate approach has been considered by the Authority
pending stakeholder consultation as discussed in para 17.27 above.

17.35. As regards the revenue to be considered for calculation of Airport Operator Fee, the
Authorlty had determined such revenue based on the X factor proposed by it
Considering that the actual revenues in the second Control Period may be different
from those considered by the authority, the Authority proposed to true up the
amount of Alrport Operator Fee as actual paid for the 2™ Control Period at the time
of determination of tarlffs for the 3™ Control Period based on the final approach
followed by DIAL

Other Maintenance and Operating Expenses
Housekeeping costs

17.36. The Authority was in receipt of auditor’s certificates certifying the value for
housekeeping costs incurred during FY2012-13 and FY2013-14 as well as the contract
period, contracted sum, last month payment along with the contractual cost for next
control period for all the existing contracts. The Authority had noted that it
comprises of costs on account of existing long term service contracts, renewal of
long term service contracts, recurring annual costs and other costs and forecast of

increase of such expenses.

17.37. The Authority had noted that DIAL expects housekeeping costs under lang term




cost and accordingly DIAL has considered escalation of 20% on renewal of existing
contracts and 5% per annum In recurring annual costs as well as the other costs. IN
Autharity's view no significant increase appears to be required in resgurces for
housekeeping and maintenance activity and the increase proposed by DIAL appears
to be high, However, DIAL justified that it has planned to Incur an additional expense
on this account to provide for — Delhi Pollution Control Board Committes, Inter
Terminal Bus Service, deep cleaning machine, bird hazard mitigation and wild life
management and NOC fire certificate. As these activities pertain to safety and
security related aspects, the Authority proposed to consider the expenditure
planned for these activitles for the year FY2014-15 and apply 8% rate of increase per
year for this component of housekeeping costs as explained in para 17.70 below.

Repalr & Maintenance

17.38. The Authority had noted the DIAL submission regarding Repairs and Maintenance
expensas which includes actuzl value of existing long term contracts, projected value
of long term contracts upon renewal, recurring annual costs, additional expenses
and maintenance expenses towards sacurity related equipment.

17.39. The Authority was in receipt of the Auditor Certificate on the break-up of operating
expenses.

17.40. The Authority had noted from the Tariff Model submitted by DIAL that value of
repalrs & maintenance costs under long term contracts is expecied to increase due
to inflation, increase in operations and maintenance cost under this category and
that DIAL has considered an escalation of 20% on renewal of existing contracts, 5%
per annum in recurring annual costs and 7.415% per annum In other costs without

Including the inflationary growth.

17.41. The Authority had noted DIAL submission regarding projections of maintenance
expenses towards security related equipment. it had also noted that these expenses
were being considered by DIAL as operating expense towards determination of
aeronautical tariff rather than towards PSF (Security Charge} Accounts. The Authority
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Maintenance Additional expenses category. The Authority proposed to accept these

expenses towards determination of seronautical tariff.
Security Related Expenses

17.42. The Authority had noted from the Tariff Model submitted by DIAL that security
related expenses have been considered at Rs, 11.43 crore and As. 12.09 crore in
FY2012-13 and FY2013-14 respectively. The Authority had sought Auditor's
Certificate for the same and is now in receipt of this certificate, The Autherity had
noted from the Tarlff Model that these expenses are expected by DIAL to increase at
7.415% per year In the second Control Period,

17.43. The Authority has noted that DIAL's submission regarding security related
maintenance expenditure is based on the assumption that these will not be allowed
as part of PSF {Security Charge). The Authority proposed to consider these expenses

towards determination of aeronautical tariff.

17.44. The Authority had noted from the Tariff Madel that Manpower Outsourcing
expenses were to the tune of Rs. 41,41 crore and Rs. 41.31 crore in FY2012-13 and
FY2013-14 respectively, The Authority had sought Auditor's Certificate for these
numbers and is in receipt of the same, The Authority had noted from the Tariff
Maodel that the projections for these expenses during the second Control Period are
based on a 7.415% increase per annum. However, as discussed [n para 17.71 below,
the Authority had considered this component to Increase at 8% per annum In the

secohd Contral Period,

IT IV Expense

17.45, The Authority had noted that DIAL has incorporated a JV with Wipro to provide IT
services at IG| Alrport, Delhi. The Authority understood from DIAL submissions that
the net of (a) revenue from IT IV (sum of CUTE and Non-CUTE revenue) and (b)
expenses towards the IT 1V is the amount considered by DIAL as net expense (called
as subsistence cost) on account of IT IV, The Authority was in receipt of the Contract

Agreement between DIAL and Wipro providing monthly service charges for July 2010

proposed capital expendlture
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to be Incurred by IT JV and the consequent amount payable towards repayment of
loan and interest costs.

17.46. The Authority noted from the T JV contract that, the subsistence cost to be pald by
DIAL to the 1V includes the repayment liability of JV towards the capital cost and
interest cost of the Capex incurred by the JV as well as other expenditures of the JV.
The Authority was in receipt of the Auditor's Certificate certifying the net IT JV
expense in FY2012-13 and F¥2013-14.

17.47. The Authority had noted from the Tariff Model that the Non CUTE revenues were Rs.
16.63 crore in FY2012-13 and then increased to Rs. 26.46 crore, These are expected
to remain unchanged at Rs. 26.46 crare in the second Control Perlod and CUTE

revenues are expected to increase at 4.6% per year in the second Contral Period.
Insurance Costs

17.48. The Authority had noted DIAL's submission regarding its insurance costs related to
its Insurances policies for - Property Damage, Business Interruption, AOL/3rd Party
Liabllity Pelicy and Terrarism Policy. The Authority had sought the Auditor Certificate
for these numbers for FY2013-14 and the Authority was in receipt of the same. The
Authority had noted from the Tariff Model that insurance cost for AOL/3™ party
flability Is ghven as the actual expense on this account in FY2012-13 and for the other
3 categorles, namely Property Damage, Business Interruption and Terrorism Policy
has been calculated as a % of gross block, gross revenue and % of sum of gross

revenue and gross block respectively.

17.49. The Authority had also noted from the Tariff Model that the respective rates have
been increased by 10% every year during the second Control Period. The Authority
was in recelpt of clarification by DIAL submitted on 07.04.2014 that mentions that
the future forecast of Insurance |5 calculated based on the asset base, past
experience and the likely rates of insurance in the future, providing details of the
computation. The Authority had also noted from the Tariff Model that there is a

Miscellaneous Insurance cost expense Included under the total Insurance cost

expense. This is projected by DIAL to [pes 'ﬁ,ﬁ’_‘q‘}u 415%.

] 7
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Water Charges

17.50. The Authority had noted DIAL submission that FY2012-13 numbers for water charges
are not representative of the true cost of water due to shortage of supply as well as
the internal maintenance expenditure rélated to water and recoveries, The Authority
had noted fram the Tarlff Maodel that there are water charges associated with DJB
and additional supply and recoverles, provided for FY2012-13 and Fy2013-14, The
Authority had then sought Auditor's Certificate for these numbers. The Authority
was In receipt of the Auditor's Certificate certifying the total charges for water from
DIB and additional supply and the recoveries. Regarding future projections of water
charges, DIAL had provided the following clarification in its submission dated
07.04.2014,

“However, we would like to clarify that the future forecast of Water charges &
not based on the octuol expense for FY2013-14. The water chorges are
colculated based on likely usage and the opplicable rates as prescribed by DUB."

17.51. The Authority had noted from DIAL submissions that DIAL has a demand of 3 MLD of
water on daily basis, however the amount being currentiy supplied to DIAL is much
less, The Authority further noted that DIAL has been efficiently managing Iits
operations with the existing level of water supply. The Authority has considered the
submission from DIAL that DIAL is in discussions with DJB for ensuring a supply of 3
MLD per day. In absence of any confirmation from DJB as on date and considering
the requirements of DIAL, the Authority proposed to consider the growth in volume
of water consumption at 1GI Airport, Defhi at the same rate as that of growth In
passenger traffic. Additionally the Authority noted from DIAL submission that the
tariff for water supply is proposed to be increased at 10% per annum and the
Authority proposed 1o consider the same in its projection of water expenses along
with the increase on account of volume growth for 1G1 Airport, Delhi.

Administrative Expenses

17.52. The Authority had sought Auditor's Certificate for each of the sub-heads under
Agministration costs for FY2012-2013 and-FY2013-14. The Autharity was In receipt of
-

il a"uf

the same. The Authority had npted jr TR
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Para 17.10 that for categories other than "Other Administrative Expenses”, Property
Tax and Other Finance Charges, the projections for the second Control Perlod are
based on the assumption that these costs will Increase at a real rate of 5% per
annum through the perlod,

Property Tax
17.53. The Authority had noted from DIAL's submission that it is required to pay property
tax to Municipal Carporation af Delhl {MCD) and Delhi Cantonment Board (DCE). The
Authority has also noted from the Auditor’s Centificate that the property tax paid in
FY2013-14 was Rs. 6.94 crore and DIAL made provision for Rs. 53.65 crore as
cumulative provision towards property tax. Further, the Authority has noted that
DIAL has considered Rs. 33,61 crore towards property tax in each year of the second
Control Period. In response to a clarification from the Authority, DIAL responded as
under,
“DIAL has to poy property tax to:
1. Municipal Corporation of Delhi (MCD); and
2. Dethi Cantonment Boerd (DCBI.
The amount of property tax os per Demand Notices raised by MCD is Rs. 22.18
Crore per gnnum (For EY 2012-13), and same were submitied to Authority
olong with the Tariff proposal submitted on 10th November 2013 (as Annexure
NJ. The future profections are based on same amount only.
A notice has been received from the DCB for payment of property tox. The
methodology and valuation for property tax is not firmed up but based on the
principles applied In case of MCD, the amount payable has been cal¢ulated on a
proportion basis, It is assumed thot same principles, rates ond classificotions as
adopted by MCD will be used by DCB.
Therefore at this stoge we have considered opprox. Rs. 33.61 Crores annually
based on the demand of MCD. This forecast of property tox Is subject to true
up.*
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17.54. The Authority found that the property tax of Rs. 33.61 crore projected by DIAL in
each year of the second Control Period was considerably higher than the property
tax actually paid by DIAL in the |ast two years of the first Control Perled. Further, as
property tax to be paid by DIAL is @ mandatory expense governed by regulatory
determination by MCD and DCB, the Authority proposed to consider the property tax
actually paid by DIAL in a recent year as property tax liability for each year of the
second Control Peried for the purpoze of determination of aeronautical tariffs.
Accordingly, the Autherity proposed to consider the property tax paid by DIAL in
FY2013-14 of Rs. 6.94 crore to be considered in each year of the second Controf
Period.

17.55. Further the Authority had sought Auditor’s Certificate certifying the split between
property tax paid on airport infrastructure assets and non-transfer assets of DIAL
The Authority proposed to consider property tax pald by DIAL on airport
infrastructure assets only towards computation of ARR. In respense to a clarification,
the Authority was in receipt of a confirmation from DIAL that “the actual payment in
FY2013-14 and projections does not include tox levied on Nan Transfer land and
gssets”,

17.56. Furthermore, the Authority proposed to true-up these values as per actual property
tax paid by DIAL in each year of the second Control Period at the time of
determinatlon of aeronautical tariff for the third Control Period. The Authority will
also appropriately consider any property tax, which DIAL would have recovered from
or which was borne by third party on behalf of AAl / DIAL as per respective

contractual arrangements.

Electricity & Fuel Costs

Power

17.57. The Authority had sought Auditor's Certificate for Utility costs for FY2013-14 and was
in receipt of the Auditor's Certificate certifying the respective values for power

expenses (net of recovery) and fuel charges.

17.58. The aAutharity noted DIAL's submi
e i

7.51% CAGR from April 2019/ ..--i: .he Authority also noted DIAL's
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assumption that these rates will continue to increase at 7.51% per annum over the
second Control Period in addition to an Increase at 5% per apnum in the
consumption on account of higher activity at the airport resulting in projected
increase of 12.895% per annum in electricity expense.

17.59. As regards the electricity expense, the Authority proposed to account for the actual
cost of electricity billed by the concerned regulatory authority, The Authority also
proposed to adjust any electricity cost recovered from or to be borme by third party

for consideration towards determination af ARR.
Fuel Costs

17.60. The Authority had also noted DIAL's submission regarding the increase in fuel rates
at a CAGR of 25.28% between April 2010 and March 2013, The Authority had also
noted DIAL's submission that fuel rates are projected to increase at this rate over
each year in the second Control Period in addition to the projected increase in the
consumption of fuel at 5% per year resulting in 31.54% increase in expense on

gccount of fual,

17.61. The Authority noted the submissions fram DIAL on requirement of fuel for running
DG sets and motor transport, The Authority found the increase considerad by DIAL at
31.54% in projection of fuel expense on the higher side.

VAS Payment

17.62. The Authority noted that DIAL, in its submissions, considered VRS payment to AAl as
an operating expense with 91.6% allocation towards aeronautical activities. The
Authority was in receipt of a letter forwarded by DIAL from AAl dated 19.07.2011,
providing the monthly VRS payments or Retirement Compensation Claim for the
period May 2009 to April 2019, The Authority Is also In receipt of computation of
annualized VRS payment schedule from the above monthly schedule which is given
below,

Table 54; Schedile for VRS paymonis from DISL to ABI

nnu&.l.'s'm| 1Ap.r-| H.prl mprl Jﬂ.pr I-Age:| 1-Apr- IApe I-Ape 1-Apr Mp.-g] z-.n.nr J‘A,nr-ll:
21

Figures kg L A - L 18
|31 Mnr—|31 Mﬂf iivh-'rn-r 31 Mﬂl‘" 31 2nifir=41-Mar- 31- Mar- 31-Mar- 31-Mar-{31- M-un
13 1475518 B @ 18 2 »m

Jd-ar-
22|
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. ' { ,
Poyments | 20100 1968 1938 1907 1872 13.;':;‘! n.ﬁz!: 1?.5)1 1648 135 000 0.00

in Crares) | f | ,

e - : E - =
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17.63. The Authority noted that VRS has been capitalized in the books of DIAL as an
tntangible asset. The Authority, vide Declsion na 7.a. of its Delhi Tarlff Order 03 /
2012-13, decided to expense out VRS based on the actual payments made by DIAL
instead of the proposed schedule. However, for projections during the second
Control Perlod, the Authority propased to consider the schedule of VRS payments as
submitted by DIAL which itself is based on the VRS schedule presented above. The
Authority also proposed to true it up based on the actual payments made by DlAL
during the second Contrel Period and not merely as per the scheduled originally
decided.

Study on Efficient Operation and Maintenance Cost

17.64. In order to determine the efficient operating and maintenance costs of IGI Airport,
Delhl, the Authority had commissioned an Independent study by ICWAL The
Authority was in receipt of a letter from ICWAI that states that “the Authority may
take the operating and maintenance expenses Incurred for the FY 2012-13 as the
costs for efficient operation In the farmulating the consultation paper for the next

control period.” This |s discussed in detall in Para 6.22 above.

17.65. The Authority also noted that the terminal was commissioned by DIAL in FY 2010-11
and operations at the terminal have stabilized by now and accordingly actual
operating expense for DIAL for FY 201213 reflects the operating requirements of the
alrport. 1Gl Airport has witnessed moderate increase in the passenger growth and
there has not been any considerable expansion of its terminal or other facilities.
Based on the ICWAI| study and the above, the Authority was of the view that

operating costs for FY 2012-13 are the efficient operation and maintenance cost.

17.66. The Authority had noted from DIAL submissions that the actual values for cperating
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Tabile 55; firtual Sapnnaitiea] Operating Fupenigas far AL fnr firet Conteol Parlod 2 par Auditor's

Cortificate
| INR erore | 200510 [2000-1  [2m112 | 201243 [ 2m3-14
| | Staff Cost ' 91.28 | 1541 12808 1108 | 11032
.ﬁ-dmlnlmntlva & General
ol ﬁ:nua| sﬁ.znl i Rl B _1&3.13.
Electrfclbf&WaterCharges LM 6125 86.85 98.17 | 10654
| Dperating Expenses ', _ﬁ'ﬁ 17806 | 19306 |  227.06| 2600
' subetotal | 28320 45061 | 51419 | 53220 | 58480
| Grawth , y-o-y% ' 59.12% | 14.11% 3,50% 2.88%
|ﬂmmlmhp 5 — e \ +11% | . |
| Payment to Al for VRS 7183 |  2338| 4326 1740 | 1742 |
| Interest on DF expensed | ol o smm| o] 0
|_"’.'f.'F!'='.'EEI?‘?F“°rF“ | 3.0, 2 1538 2 1761 18.91 68.00
| PropertyTax | ooo|  pdo| 1313 13| 607
Tﬂltﬂnermm Expenses | 368.03 | 49537 | 750.31 569.72 676,00

| Note; The numbers in this Table are derived after allacation of respective expenses into aeronautical
_ component.

17.67. The Authority noted that the operation and maintenance cost for FY 2013-14 worked
out to Rs. 584.80 crore, which [s an Increase of 9.88% over FY 2012-13. Considering
that the inflation In FY 2013-14 was B,SEI'H!, the real increase in operating expenses
from FY 2012-13 to FY 2013-14 works out to less than 1%. Thus the Authority
considered the actual operating costs for FY 2013-14 as reasonable and appropriate

as the base for projection of operating costs for the second Control Period.

17.68. As regards the growth rate to be considered for projection of this efficient operation
and maintenance cost for the second Control Period, the Authority had noted that
the actual growth rates in the first Control Period turned out to be significantly

different from what was projected.

17.69. The Authority noted from DIAL revised submission on the second Control Period
projections that the average growth for the operating expenses (agronautical)
projected by DIAL for the second Control Period is 8.51%, which does not include
Inflation. DIAL projected year to year Increase in expenses as well as asked for

increase in CPI inflation on yearly basis, This growth rate (8.51%), including inflation

3 50 Releass 0™ May 2014
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as per RBI projections of 6.6%, would work cut to 15.67%. On account of fluctuations
in growth rates as well as need for maintaining efficiency in operations, the
Authority was not persuaded to accept DIAL'S projections.

17.70. On balance, the Authority proposed to consider annual growth rate of 8% for each
sub-head of the operating costs including projected inflation at 6.6% {Average CPl-
W forecast for FY 2014-15 to FY 2018-19 as per RBI Survey of Professional
Forecasters on Macroeconomic Indicators 30th round) with a headroom (real
increase} of 1.4%. This real Increase is more In line with the past trends at DIAL. The
overall growth of 8% proposed to be considered for projection of operating expenses
was expected to take into account the requirements of operational and maintenance
needs. This growth rate was proposed to be applied on the efficlent operation and
maintenance cost for |Gl Airport. As presented in para 17.67 above, the Authority
proposed to consider the actual costs for FY 2013-14 as the base for projection of

operating expenses for second Control Period.

17.71. However, the Authority, proposed to consider a 10% increase in manpower costs as
discussed in para 17.33 above instead of 8% as considered for the remaining heads

as given above,

17.72. The above approach was proposed to be followed for all sub-heads of operating
expenses except for VRS expense, Property tax and Alrport Operator Fee. For VRS
expense, the Authority proposed to consider the valuas as per payment schedule

agreed upon by AAl and DIAL, as presented in Table 54.

17.73. Similarly, the Authority had proposed to consider Property tax at Rs. 6.94 crore as
per DIAL submission of actual property tax paid in FY2013-14, In each yvear during the
second Contral Perlod, as this is of statutory nature and is not driven by inflation.
Considering the disagreement between DIAL and MCD ("DIAL has paid the property
tax under protest”) and in absence of settlement of any statutory dues for property
tax owed by DIAL to MCD, the Authority proposed to provide a true-up as per actual
property tax pald by DIAL in the second Control Period at the time of tariff

determination for the next Euntr?:_pgﬁﬂd{ i fs
L
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17.74. Based on the adopted allocation of costs, the Authority proposed to consider the
operating expenses of DIAL for the second Control Period to be as below,

Table 56 Aciondutical Opefathig Expenses considered by the Authovity for the 2™ Cantrol Period
{2004-15 to JULE-19) in Consulntbon Papar Ho, 16f2018-15

INR crare i 2014-15 l
Alrpart opetator fees [Only l

a-;‘ari 7673 | 3168 mi mni
ol et

201516 | 201617 mu-u| 2018-18

hero) e el il
' Manpower cost 125.09 | 137.60 15136 165.49 183.14
;' npuritlﬁiupelﬁﬁ E 1.:5_55 | 31:;.4& : 334.13 | E-HI.B_-I- mn !
Administration expenses | Fiae I ) | g
12005 | 12941 139.49 150.38 162.15 |
]
Property tax ' eoa| eos] eos o8| 608
Udifiescost | qazm|  1z2s0| wwess s |  waes)
. Paymant to AAl for VRS | 1681 | 1639 1581 15.11' 1475
Total | 7268 memi0| sossz seras| 93936

17.75. The Authority was of the view that second control period being the first complete
control period of stabilised operations can have a significant impact on how the
operating costs evolve. DIAL had also submitted that it has postponed certain
expenses to the second Control Period on account of paucity of funds and
accordingly the Authority inferred that the efficiency levels for DIAL may have to be
relooked at the end of second Control Period. Schedule 1 of SSA reguires the
Authority to consider effident cperstion and maintenance costs towards
determination of aeronautical tariff.

12.76. Accordingly the Authority proposed to commission an independent study to assess
the efficient operating costs of IGI Airport, Delhi for the second Control Period and to
true-up the operating costs, based on the findings of the study, at the time of
determination of tariff for the third Control Period.

17.77. The Authority proposed to true-up at the time of determination of tariff for the third
Control Period (a) mandated costs incurred due to directions issued by regulatory
agencies like DGCA; (b) All statutory levies in the nature of fees, levies, taxes and
other such charges by Central or State Government or local bodies, local

taxes/levies, directly Imposed o

provided by DIAL Furtheg
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payments, penalty, fines and other such penal levies associated with such statutory
levies, which DIAL has to pay for either any delay or non-compliance, the same
wauld not be trued up.

¢ Stakeholder Comments on Issues pertaining to operating expenses

17.78. Subsequent to the Stakeholder Consultation process, the Authority has received
comments / views from various stakeholders including 1ATA, VistaRa, APAD, CII,
MIAL, Air India etc. |n response to the material and the tentative proposals
presented by the Authority with respect to varlous elements of determination of
aeronautical tariff In Its Consultation Paper No 16/2014-15 dated 28.01.2015.
Comments with respect to operating expenses are presentad below.

17.79. Regarding cost allocation, APAD commented as below,

“AERA proposes to consider the old ollocation rotio for arriving at the
aeronautical portion of the Operating Expenses

i. In the Consultation Paper, AERA has noted that DIAL has not provided the
reasans for change in gilacations of individual heads In the operaling cost and
as a result It has not considered the new allocation ratio.

ii. AERA may notice that DiAL has submitted the new operating cost allocation
ratic based an the same underiying principles which were used to determine
the operating allocation ratio for the 1st Control Period. This was further
certified by the statutory auditors.

APAQ Recommendation:

APAQ feels there is enough evidence produced before AERA that it may
consider the octual ratic bosed on the realistic circumstonces. There s strong
raticnale Lo rely on the new numbers duly certified by the auditors, provided to
AERA.”

17.80. Regarding cost allocation, FIA has presented that,

“81. It is to be noted that allocation ratio for operating expenses proposed by
lacobs Study for the 1st Control ‘E-:::Iad-

has been considered by the Autharity
A Tl
1:'.':."t'.l.rh*:f.l' by DIAL and hence it

¥
for the 2. Control Perjod. mﬁ# .-...a-
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connot be considered os an Independent study. It is submitted thot the
allocation of expenses should be considered on the basis of independent study
by consultents. FIA has computed target revenue for change in shore of
oeronautical vs non-geronguticol expenditure. Sensitivity analysis Indicoted
that If ratio of oero to non-oero expenditure changes (o 80:20, target revenue
will reduce by 2%

17.81. CIr's comments regarding cost allocation are as below,
“Operating Cost Allocation.
Background: AERA proposes to use allocation ratio used in the 1st control
period for the segregation of operating expenses into ceronautical and no
aeronautical,
DiAL hos submitted operating cost allocotion an the same principles for the ™
control period. The new ollocation study is based on the octuol figures and is
duly audited,
Cil reguest: The allocation as odopted in first control period may kindly be
maintained.
Airport Operator Fee.
Background: AERA, in first control period hod allowed allocation of airport
operator fee based on overall allocation ratio of operating expenditure. Now
AERA proposes to change this based on revenues of oero ond non-gero.
internationally no allocation is being done based on revenue. This will send
wrong signals to investor an regulatory uncertainty,
CH request: The allocation as adopted In first controf period moy kindly be
maintained, This Is necessary to ensure economic viability of DIAL This is also
important to send positive message to Investor community that there s
regutatory uncertainty.”

17.82. Cll's comments regarding Property Tax and Water Supply are as below,

i

“Property Tax: T B o
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Background: AERA proposes to allow property tax to the extent octual payment
made by DIAL. The demand of property tax on the other hand is higher.

Cil request: It's requested that the Property Tax forecast as done by DIAL be
allowed with provision for true up based on actual spend.

Water Supply Payment:

Background: AERA wants to allow water chorges based on past payment
wherein the major supply was from ground water, This will lead to a lower
opex being ollowed and DIAL will be short of cosh.

Cll request: The water forecast as done by DIAL based on the supply
commitment of DJB be allowed with provision for true up bosed an actual
spend.”
17.83. ACI's response to the projections considered for the operating expense in the second
Control Pericd is as stated below,
*Operating Expenditure (Opex): A very low growth in oper forecost is
considered. It is questionable to assume that oeronauticol operating expenses
will not even grow In commensurcte with growth in Inflation. it is
recommended that o higher growth rate of operoting expenditure is allowed, in
order to ensure the proper maintenance and repolr of Infrostructure to ensure
safe oirport operations.
17.84. ADC's comments on the opex projections for the second control period are as stated
below,

“The approach from DIAL with regards to costs ond revenues are unrealistic —
ond consistently argued In fovour of the alrport operators. While costs should
rise not only drastically due to controct renegotiations, other extraordinary
elements and also with inflation added on top; revenue increases are subdued
in @ manner that not even Inflation increments per year are possible. In ather
words, while costs ore planned to rise at least with Inflation and In most

categories much higher than the rate of inflation, revenues are folling in real

LT e ™

terms. Furthermore, the whale* Uoewmgnt L
FI
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Justification on the percentile of cost Increase - often it is simply o stated
number (5%) which is then applled indiscrimingtely without logic and
obfectivity.”

17.85. The AOC adds that,
“5) There ore many other items where increases in costs are stated simply as
"assumed” or “envisaged" or for the unfustified reason that "costs are on the
rise”. Proper justification hos to be provided, otherwise cost increases must not
be considered,
&) Authority's proposal to consider the expense incurred by DIAL towards inling
screening and ossocioted manpower costs for the first and second control
period must be relooked into and we propose that this expense be borne put of
the PASF Security Component and not to be odded up os DIAL's expense citing
MoCA's directives.”

17.86. APAD's comments on projections for the aperating expenses for the second control

period are as stated below,

“I. The Authority hos proposed 5.2% year on year growth in Aeronoutical
Operating Expenses for the second control period
i, The projections are unjustifiably low. The proposed growth in Operoting
expenses Is almast holf of the actual inflation witnessed during the 1st control

period at 10.13%, year on year inflation during the 1st Contral Period is as

follows:
Year infiation
fate
2010 11,80
£011 10.28
2012 842
2013 10.43
2014 271
Average 10.13 |

iv. As covered in the Para 17.80 of the CP, where AERA has commented on the

true up of operoting cost, It has
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The Autharity nates that the operation and maintenonce cast for FY 2013-14
comes to Rs. 584.80 crore, which s an Increase of 9.88% over FY 2012-13.
Considering that the inflation in FY 2013-14 was 9.50% the real increase In
operating expenses from FY 2012-13 to FY 2013-14 works out to less thon 1%.
Thus the Authority considers the actugl operating costs for FY 2013-14 os
reasonable and oppropriote os the base for projection of operating costs for
the second Control Period

APAQ Recommendation: APAQ Is of opinfon thot AERA may consider the
projection as filed by DIAL. This could provide some respite far DIAL in meeting
the increased operating cost in the 2nd Control Perlod.”
17.87. Cii's comments regarding opex projections for the second Control Period are as
below,

“Very Low rea! increase in the operating expenses.

Background: AERA has proposed to allow o meager 1.4% real Increase (+ CPI)
on operating expenses. The facllity at airport Is getting old and Its repalr,
maintenance and odministration need higher operaoting cost. Most of the
eguipment at airport is outside warranty, the spare parts cost is also llkely to
increase substontialiy.

With such low operating expenditure, the olrport will not be oble to maointain
the standards as prescribed under the concession agreements.
Cll request: The operating cost forecast as done by DIAL be allowed.”
17.88. FIA's comments regarding opex projections are as below,
"Without considering Past Trends, Allocatian, Productivity Improvements and
Cost Drivers, the Authority hos determined Operating Expenditure on a very
brood basis

73. It is further submitied that the Authority has considered the Operating
Expenditure on o brood bosis without basing past trends, productivity
improvements ond cost drivers und_mn:rd:rtng @ technicol evaluation. As per

e

Propasal of, the Authonty hot oo
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costs for FY2013-14 as the base for projection of operation and maintenance
costs for the 2nd Control Period. Also, the Authorlty hos proposed to adopt an
gverage growth rote of 8.0% (based on Inflation of 6.6% per onnum ond
headroom in real growth of 1.4%) for projection of the operation and
maintenance costs for the 2nd Control Perigd except for manpower costs for
which the Authority proposes to consider a growth rate of 10%.

74, It is submitted that the growth rate on base of FY2014-15 considered in the
tariff determination is higher (10.28%) than that proposed (10% and 8%) by the
Authority, Hence, there is inconsistency in the gpplicotion of the approoch
propased by the Autharity *

17.89. FIA's comments regarding efficlent O&M and base for opex projections are as below,

“75. The Autharity hos propased to consider the actuol costs incurred by DIAL
for FY2012-13 gs the efficient operations and maintenance ("0&M”) costs on
the baosis of the independent study by ICWAIL Contrary to the same, the
Authority has considered FY 2013-14 as appropriote base for projection of
operating costs for the 2nd Control Period as real increase in costs is less than 1
percent. Hence, it is clearly evident thot the bose of FY201314 token for
profections does not represent the efficient O&M costs.

76. The Authority has not considered other key recommendations of the O&M
efficency study conducted by ICWAI for the purpose of evaluation of DIAL'S
submission with respect to O&M costs, which are as follows: (o} The Authority
may exgmine related party transoctions in greater detoil (b} The Authority may
consider capping of expenses for the next control period at the noming! amount
for FY2012-13, adjusted for future inflotion [c) Cost control measures may be
taken by management of DIAL to mitigate increase in controliable costs.

77. It is submitted that the abovementioned recommendations af ICWAI clearly
indicates that in absence of cost control measures, the Authority may like to

cop the expenses with focus on reloted party tronsoctions. Hence, It [5
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78, As per clause 5.4.2 of the Guidelines, while revlewing forecost 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 undeérlying foctors
impacting varfance over the preceding year; and

fb) Efficlency Improvement with respect to such costs based on review of
factors such as trends In operoting costs, productivity improvements, cost
drivers, as may be (dentified ond other foctors os maybe considered
appropriate.

However, cantrary to Clause 5.4.2 of the Guidelines the Authority has allowed
uniform growth rate on majority of the operating expenditure on a very brood
basls without:

fa) Going in detalls regarding their technicol and commerciol feasibility; and

(b) Without considering past trends, productivity improvements, cost drivers
which Is not in line with the provisions of Alrport Guidelines.

79, Operating expenditure Is one of the major components for determining
aggregate revenue requirement ("ARR") (constituting cpproxdimately 54% of
ARR), hence, the Authority should hove evoluoted these expenses in detail
rather than broadly relying on projections and basis provided by DIAL Hence,
the approoch of the Authority for reviewing the opercting expenditure is not In
lime with the provisions of the Guidelines.

80, The Consultation Paper shows thot DIAL has incorporated o JV with Wipro
to provide IT services ot 1GI Airport, Delhi. The Authority noted from the IT J¥
contract that, the subsistence cost to be poid by DIAL to the JV includes the
repayment lability of JV towards the capital cost and interest cost of the copex
Incurred by the JV, as well as other expenditures of the JV. It is submitted that
the Authority should evoluate the prudence of the tronsaction on the basis of
arm’s length and ensure thot the fransoction being entered into & of

e
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17.90. Cll has also requested that,

“Background: AERA proposed to disallow bod debts. Bod debts which are

incurred in normal course of business need to be allowed.
Cll request: Bad debts be allowed as o part of operating expenditure.”

17.91. ADC's has highlighted the following on the matter of manpower/staffing expenses,
* 1) DIAL's proposal to increase staffing levels by 50% of the traffic increase,
since such @ relotion is not only unusual but also irrelevant. it should be clear
that not oll staffing functions relote to Passenger traffic as manpower is

directly related to the work-force required for handling the Passenger Traffic.

2) The basis for staffing increment due to enhanced screening and Supreme
Court’s decisions are not properly exploined: @ number is presented for an
Increase but it is not made clear how the number has been arrived ot ond the

Autharity should verify the claim of DIAL

3) Any increase such os the proposed positive 10% for 2015 is In our view

unwarranted and unfustified.”

17.92. AQC's has added that some of the expenses have been considered as opex but are

related to capex, as below,

“4) The Capex expenses have been reflected as opex expenses. The entire list of
expenses under other costs (page 195-197) are in foct investments and should
.be treated as such with only the depreciation WACC amount to be opplied for
the tariff determination. These are being treated as Op Ex -as opposed to
treating it as Cap Ex which they really are, since these works enhance the volue
of Assets - like Replacement of Old Electricol System Provision of Fire Protection
Spstem j lot of finlshing works, We request AERA to review this list and consider

the ltems os investments, ™

Scrutiny of the airport's opex proposal should not be relaxed in any way simply
because there Is o truing up process. One of the fundamental objectives of
economic regulation Is to ensure that the airport is manoged and operated In o

cost efficient manner and’ﬂ_';ﬁ 'I_-'i'_r,rfl_s'l?ﬂ_-_r?irﬁ that every proposed cost ltem i3

e
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corefully scrutinized ond justified. Truing up of o loose opex forecast does not
incentivize the afrport to drive for cost efficiency but In foct encouroges excess
spending in order not to be penalized in the truing up process. The

Authority should bear in mind thot the Airport being an essentiol infrastructure
of the country should be cost effective, efficient yet modern thus making It
viahle and not o burden on its users ond the state as such.”

17.93. IATA's general comments relating to Authority’s treatment of operating expenses
including that on manpower and other costs are as below,

“Genergl Comments

The approach from DIAL throughout the document with regards to costs and
revenues is consistent in applying the questionable assumption that while costs
shall rise (not only drostically due to controct renegotiotions ond other
extraordinary elements but also with inflation added on top), revenues shall be
subdued to such an extent that not even inflation increments per year would be
possible, So while costs are planned to rise at least with infiation (and in most
categories, with a much higher rate on top), revenues would be falling In real
terms. The whole document is also missing o robust agnolysis on why the
determined percentuge increases in costs are justified — it is often simply @
figure (e.g. 5%) which is then opplied without justification.
IATA sees the need to comment on several of DIAL’s proposals as they tend to
misrepresent the actual situction, s follows: =

17.94. IATA's comments regarding manpower expenses are as below,
“1) IATA rejects DIAL's proposal to increase staffing levels by 50% of the traffic
increase as such a relation is not only unusuol but also irrelevant. It should be
stressed thot not oll staffing functions relote to passenger traffic. Furthermore,
staffing levels had been folling recently ond any increase such os the proposed
10% for 2015 seems unjustified and agoinst the trend.

Z) The arguments for staff increases due to increased screening and various

Supreme Court decisions are not proDRri Aplgined: @ number is presented for
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an increase while it is not made ciear how the number was calculated, As such,
while g slight increase may be justified, the presented figure should be rejected
in the absence of further evidence. :

17.95. IATA's comments regarding other items Is as below,

"3} IATA is concerned that the entire list of expenses under “Other costs” are in
foct investments and should be treoted as such with only the
depreciation/WACC amount to be opplied for the tarlff determination. IATA
reguests AERA to review this lst ond consider the relevont (tems as
investments.

4) The need for the full list of items for IT systems is not properly justified. As it
stands, this Nst maoy simply represent g “wish-list”™ of ftems the IT deportment
would like to procure. As the amount of 301 Crores is significant, o robust
Justification [which includes mentioning the consequences for not ocguiring
these jtems) shouid be presented. Otherwise, IATA would request that the list
be reduced significantly to cover only items where ¢ replacement con be
properly fustified. The argument mode by DIAL that IT systems get worn out
due to heavy use is generally untrue as IT systems are most often reploced
because of technological obsolescence rather than physical wear and teor.

3} With regards to cost increases and the lack af robust arguments, [ATA giso
notes the frivolous terms used to justify increases, such as “these cast incregses
are assumed or envisaged” or simply thot “costs gre on the rise™. ~

17.96. IATA's submission with respect to each of the Authority's proposals are as stated

L

* [ATA relterates that where the cost allocation of operating expenses

follows the seme basls as that used for asset ollocation, we would
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study to review the cost aflocotion percentoges bosed on o different set

of assumptions.

e Glven thot the cost olfocotion percentoges to oeronautical and non-
geronautical tills remoins debatoble, it showid not form the basis for
assignment aof the Airport Operotor Fee. As oceronouticol revenues and
non-geronoutical revenues are cieorly demorcated, we support the
Authority’s proposal to assign 3% of gross ceronouticol revenue as the
portion of aeronoutical costs associated with the Airport Operator Fee.

* [ATA supports the Authority’s consideration of octun! costs incurred in
previous periods os the base for future cost planning.

* The airport has demonstrated its ability to deliver the required levels of
service ot a lower cost than orginally planned. While this could be
viewed as an achievement, it could also be viewed as realired sovings
against an over-planned budget. The foct that the original budget had
likely been over-planned should signal to the Authority to scrutinize the
presented budget for the coming years which could well contain
unjustified contingencies too.

* [n line with the general comments above, [ATA supports the Authority’s
approach to cap cost incregses ot 8% per annum. Nevertheless, this cop is still
higher thon the rate of inflation and a3 such, proper justification of eoch cost
ftern should be required. in certoin coses, & would be foir o ossume that
competitive bidding ond tendering processes would ollow DIAL to Increcse
costs below the penerol inflation level, as not all costs are primarily linked to
CPL As a further supporting argument, it should be noted thot real cost
increases in the previous period hod been below 1%
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o Scrutiny of the airport’s opex proposal should not be reloxed in ony woy just
becouse there Is o truing-up process. One of the fundomental objectives of
gconomic regulotion is to ensure that the airport is monaged ond operaoted in
a cost efficient manner and it is imperative thot every proposed cost ifem &
carefully scrutinized ond [ustified. Truing up of @ lox and Inefficent opex
forecast does not incentivize the airport to drive for cost efficiency but in foct
encouroges excess spending In order not to be penolired in the truing-up
process. ©

d DIAL's response to Stakeholder Comments on Issues pertaining to operating expenses
17.97. In response to ACI's comments on operating expenses, DIAL commented as below,

*Detailed rationale of 2013-14 numbers not being true representotive is given
in details in subsequent chapters. However we shall fke to submit that DIAL
tariff wos approved w.ef May 15th 2012, However, due (o odvance booking of
tickets and slowdown in the traffic, the revenue accruing to DIAL was much
lower than envisoged. This resulted In cash crunch in the organization, O&M
expense of FY 12-13 and hoif yeor of 2013-14 is not representative of actual
omount that was reguired to be spent. This is becouse of the following reasons:
Cosh crunch: DIAL did not have sufficient cash to spend in 2012-13 ond 2013
14.

Part of procurement contract: Up to 2013-14 many AMC contacts were part of
the original procurement contracts and the opex quoted therein was very low.
Warranty: Most of eqguipment are now out of warronty The Spare ports costs
are going to rise enormously. Earlier it was part of the procurement package;
Aging Infrastructure which needs higher opex.”

17.98. In response to various comments by AQC, DIAL responded as below,

“There is no foctuol basis for the ADCC's comment that the approach from DIAL
with regards fo costs ond revenues are unreglistic, In fact, an Independent
study was done by AERA and the independent agency has found DIAL to be cost
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As submitted earfier with Authority we hod mentioned that figures of 2013-14
manpower cost numbers are not representative of the actual expenditure to be
incurred at oirport. VAL tarlff was approved w.e.f May 15th 2012. However,
due to odvance booking of tickets and slowdown in the traffic, the revenue
gccrulng to DIAL was much lower than enviseged. This resulted in cash crunch
in the crganization. This had o twofold impaet:
The increment to stoff was restricted to bare minimum possible
Additional recruitment was put on hold as Authonty hod in its order hod put
restriction on total manpower.
Resultantly, now DAL will need to:
Ramp up the manpower to ensure that the guality stondards are not
compromised
Allow sufficlent Increase in solaries to ensure that efficient manpower s
retalned.
Mareover, the manpower cost is o direct function af the following:
1, Growth in the number of passengers
2, Growth in the number of ATMs
3. Growth in cargo tonnoge
4. Higher peak hour gemand, especially in number of passengers and
ATMS,
o, Possengers: more supervision required (n Terminal Check in
departure hall, coordination at Immigration and Security gueuing
and the various transfer areas (D-1, 1=, -D, D-D}
b. ATM peaks: more follow-me regquests, increased apron control,
enforcement and vigilance In alrside safety.
5. Airport Service Quality (ASQ) standards = Customer service initiatives
and supervision

6. Incregsed maintenance becaise

W
+|
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7. Increased maintenance gnd up-grodation wark, especially on girside on
the northern side of runway 10/28.

Therefare Authority s requested to allaw:
5% real growth in manpower strength.
2.3% as towards traffic growth (50% of traffic growth).
Inflationary growth {as mandated @ 6.6% by guthority) end accardingly ollow
Additienal cost required to ramp up manpower numbers.
Screeners Cost: Detolled judgement in this regard has already been submitted
te Authority
10% increase being high In manpower cost:
AERA has given o miniscule Increase In manpower cost compared to the morket
realities and the same need to be reviewed.
Capex being treated as opex:
We do not ogree to the contention of ADCC No copex can be classified os opex
as the Auditors of the company scrutinize such payments.

Expenses to be booked into PSF:

The current filing is based on the lotest mandate of Govt. in this regard.
Scrutiny of Opex: as regards to scrutiny of opex we will ke to submit that the
Authority has aliowed the lowest growth in opex amongst Indion airports.

it is earnestly reguested to ollow the opex filed by DIAL os that is the bare
minimum opex required to maintain the service stondards of airport as per the
concession agreement.
We hereby ogoin refterate that:

Figures of 2013-14 are not representative of the octual expenditure to be
incurred at afrport and if that is taken os the base than airport will not have

enough resources to run the airport.

A real increase of 1.4% as proposed by Authority is grossly Insufficient.
."'ﬁl’*“ wiriy r.-rr,%?
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The following are the regsons in  support of obove
DiaL toriff was approved w.ef Moy 15th 2012. However, due to odvance
booking of tickets ond slowdown n the traffic, the revenue accruing to DIAL
was much lower than envisaged. This resufted in cosh crunch in the
organization. O&M expense of FY 12-13 and half year of 2013-14 i not
representative of octual amount that was required to be spent. This olso
resufted in postponement of critical operations and maintenance activities.
Taking a simplistic approoch of real growth of 1.4% over the figures of FY 2013-
14 5 incorrect becouse of the following regsons:
1. DIAL did not hove sufficient cosh to spend in 2012-13 and 2013-14. As &
result there was a rationallration and postponement of opex. Any further
rationalization is likely to impact efficient operations and will be a risk to the
passengers and airfines and will affect the quality stondards at the Alrport.
2, Up te 2013-14 many AMC contacts were part of the original procurement
contracts owarded to wvendors ond were quoted wvery low.
As g part of the Copex for Terminal 3 / other contracts ond its associoted works
were procured and commissioned, At that time, a 5 year or similar period AMC
cost wos quoted along with the main system pockoge purchase cost. It is a
well-known proctice that the cost of AMC of the time of origing! bidding is kept
low to ochieve competitive pricing for the main equipment. However these
AMC costs would not be avallable for renewal bidding of AMC. This Is also
becouse of the foct thot the equipment ond its instoliotion ot the time of
purchase Is new and the repair ond maintenance cost during such initial phase
is usuolly low. This cost wsuglly increases as the equipment becomes older.

In view of the above, we expect o considerable rise in the AMC charges after
the expiry of the contract in the year 2014-15 ond such increase in cost could be
of the order of 25% to 30% which need to be foctored in line with the operating
cost  projections submitted by us to the Authority,
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3. Most of eguipment is now out of warranty: The Spare parts costs are gaing

to rise significantly. Earlier this was part of the procurement pockage:

The earfier contracts were under manufacturer’s worranty. Now the operation
and maintenance Is golng to be without this warranty. This will entail
additlonal cost of spare parts. This will become a major opex cost item, as the

facility gets older:

4, Aging Infrostructure = higher opex;

The infrastructure on airside of DIAL wos constructed in 1980°s and 1990°s and
has autlived their life. The cost af maointenance af this Is very high compared to
a new Infrastructure. As such a regular time bound operation; maintenance
and its administration of the old Infrastructure mean o continuously increasing

cost year on year.

5. Refurbished terminal — life of refurbishment is short and need frequent

rewampos

Terminals T1C, T1A and T2 etc. are very old terminals that were refurbished by
DIAL at the time of taking over of the Airport. However these refurbishments
have shorter life span and as such need very high level of repair and

maintenance to keep them in operation.

The infrastructure procured by DIAL post privatization also Is now getting alder.
Some of equipment procured are now 6-7 vears old and need Capex. By end of
the second control period these equipment will be 12 years old and since it 5
nat possible to replace all the equipment, port of these eguipment will need ta
be maintained and os such the maintenance cost will witness a gquantum jump

during the second control period.

This Increase, keeping in consideration the aging infrastructure of airport, is the

minimum required, As Authority is aware the older the facility, higher are the

opex, o
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Considering the aforesaid facts, it is reasonable to consider real growth of 5% +
X of traffic growth = 7.4lplus the CPI being alfowed by the Authority. This is
without prejudice to our contention that CPI needs to be ollowed on the X-
Factor determined ond not an each of building block).

Our earlier submission hod dearly contemploted thot most of the existing
contracts are due for renewal and the revised cost will be much higher than the

cost originally contemplated when opex contracts were part of Capex tender.”
17.99. In response to APAQ's various comments, DIAL commented as below,
“DIAL's response to Allocation of Alrport Operator Fee

There is no major Non Aeronautical activity carried out by DIAL. All of Non
Aeronautical activity s outsourced and needs almost no advice of airport
opergtor and as such it needs to be 100% Aeronauticol.

Alrport Operator Fee is in the nature of any other operating expense. It can be
deemed as any other service provided n the nature where service provider gets
paid for the services rendered. The same principle of segregation in gerp and
non-gere component should be opplied for operator fee as well ond be

considered as any other operating expense.

Moreover, DIAL has already submitted the report from Leigh Fisher confirming
that the methodology of allocation based on revenue s not prevalent in any
regulatory regime. This report was submitted to Authority vide our letter
number SIAL/2014-15/fin ace /6476 dated 10™ April 2015.

Furthermore, this methodology was finalized in the 1st control perlod.
Reviewing its own decision In the 1st control period 5 ogoinst its own stand,
which is olrecdy settled ond finalized. AERA must maintaln consistency in
methodology which is vital to eny regulatery determination, and avold
uncertainty,

The airport operator fee has no relationship with oeronautical and non-

geranautical MBVEfUES, earned.
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international Practice on allocation:

We have not found an exaomple of any regulotor which has recommended or
required revenue baosed allocations. In fact regulatars in some cases have
specifically cpposed It.
Terminal floor areas/asset base approach, in contrast appears too regarded as

in line with expectations and in some cases it reflects requirement.

DIAL’s respanse to Provision of Bad Debts not allowed as opex

It is to be noted that provision of bad debts are essentiolly o busingss expenses,
which is incurred in any form of business. Every company makes effort not to
Incur bod debts but despite strong credit control mechanism, certain debts
would go bad due to certain exogenous factors which are beyond the control of
the company. Mareover, the various regulatory commissions in the electricity
sector has allowed bod debts ot octual, % of ARR and defined the absolute limit
for bad debts during the cantrol period.

DIAL's respanse to Interest on Development Fee

The construction under 1% control pericd towards interest on development fee

should be considered since it wos  finollzed ond  settled.

DIAL's response to Operating Expense Forecast

The detolled rationale of each and every component has alrecdy been
submitted to Authority. The operoting expenses Increases as the facility gets
older. When the facillty was new many equipment were under defect liability
perlod / Warranty. The above is no more in vogue and these expenses will

increase slgnificantly.

AERA has oliowed anly 5.2% growth in the oeronautical operating expenses

e d
thot flow to the building bfm-'- SO AL
o A
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DiAL’s response to True Up of Operating Cost

The current methodaology of truing up the entire opex s violation of the
cancession agreement. Under concession agreement o CPI-X methodology need
to be odopted. However, the methodology being followed by Authority is a

Rater of Return regulgtion and not CPl- X  regulation.

The current ‘true up’ Is against the principles of CPI-X. The CPI-X is based on the
wiew that the regulated Industry {airport in this case) should set an efficiency
target and should be exposed to the goins or losses with the regulatory perlod,

without ‘true up’ or ‘clow back” thereafter.

DIAL's response to Allocation Ratlo Operating Expenses

DiAL has submitted Auditor Certificate of new opex allocation ratio based an
Audited numbers and the some needs to be taken into consideration by the
Authority.™

17.100. In response to ClI's various comments, DIAL commented as below,
“DIAL’s response on Cll's comments on Efficlency Study and True up of opex
We strongly are of opinlan that the study done by AERA must have been shared

with us for our comments befare the same was occepted by Authority. This is a

vinlation of noturol Justice,

AERA has conducted an efficiency study on operaoting cost of DIAL AERA now
proposes to consider the octual expenditure incurred in FY13 ond FY14 as
efficlent and it proposes to disallow the difference in the actual operating cost
fncurred during FY13 and FY14 and operating cost allowed under building block
in the Order No.3 2012— 13,
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DIAL had done several inftiatives In 1% control period. AERA has taken away
saving from these inltiotives. This will meon that In future airport operators will
have no Initiative to sove costs. This will lead to an Inefficient regulatory

system.

DIAL's response on Cli's comments on Operating Expenses

Afrport Cperator Agreement;
As per the alrport operator agreement, the airport operator has to provide to
DIAL the following three types of services:

General Services;
NManager Services; and

Consultancy Services

Upon examining the nature of all these services ond the obligotions of airport
operatar, like:
its recommendation en eppropriate policy formulation for overall management
of alrport,

aperation and management of terminals & oirport utilities,

complionce with safety requirementsassistance in procurement of 150
certification  for focllities relating to aeronoutical  focilitles ot  the
alrport,complionce with objective service quolity requirements all of which
pertain to aeroncutical services only,
it can be clegrly established thot the services of the olrport aperator are
predominantly provided in respect aeronoutical services and focilities at G

Alrport.

Though the airport operator is also required to provide its assistance in the

area af operations and manogement of non-geronoutical pssets however

#"'__“‘H

compared to the gssistonce levBls 'r’eﬁl%ﬂxbe provided for aeronautical
e gy
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services ond focilities, the guontum of services and assistance towards the non-
ageranoulical services is quite miniscule since DIAL do not howve any non-
geronagutical services being provided by it DIAL Further, the separate
consultants have been engoged for non-aeronoutical services and DIAL hos not
sought ossistance af  woirport operator  for the same.
Accordingly, the bulk of services and assistance provided by the airport

operator are In respect of oceronoutical services and  facilities.

International Proctice:

The alrport operator fee has no relationship with geronoutical and non-
aergnoutical revenues, earned, We have not found an example of any regulator
which has recommended or reguired revenue bosed allocations. In foct
regulators fn some  COses hove  specifically opposed it
An allocation by revenue is effectively a tax rather than a cost driven allocation,
This has been explicitly criticlzed in regulatory circurnstances Details of the
stand by varlous regulator has already been submitted to Authority in our
submission dated 10Lh April 2015,

DIAL's response an Cil's comments on very low real increase in the Operating

EXpENSES
DIAL needs o much higher opex becouse of the following reasons:

Maost of equipment are now out of warranty: The Spare parts costs are going to

rise significantly, Earlier this was part of the procurement package:

The earlier contracts were under manufacturer’s warranty. Now the operotion
and maintenance is going fto be without this warranty. This will entail
odditional cost of spare parts, This will become a major opex cost item, as the

facility gets older,

Aging Infrastructure = higher opex :
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The infrastructure on airside of DIAL was constructed in 1980 and 1990's and
has outlived thelr life. The cost of maintenance of this is very high compared to
a new infrastructure. As such a regular time bound operation; maintenance
and its administration of the old infrastructure mean a continuously increasing

cost year on year,

Refurbished terminal = life of refurbishment is short ond need frequent revamp:

Terminals T1C, T1A and T2 etc. are very old terminals that were refurbished by
DAL at the time of taking over of the Alrport. However these refurblshments
have shorter life spon aond os such need very high level of repair and

maintenance to keep them In operation,

The infrostructure procured by DIAL post privatization also Is now getting older.
Some of equipment procured are now 5-7 vears old and need Copex. By end of
the second control period these equipment will be 12 years old and since It is
nat possible to replace oll the equipment, part of these equipment will need to
be maintained and as such the maintenance cost will witness a quantum jump
during the second control period. This Increase, keeping In consideration the
oglng infrostructure of airport, is the minimum required. As Authority is cware
the older the facility, higher are the opex.

Considering the aforesald facts, it is reasonoble to consider real growth of 5% +
% of traffic growth = 7.41 plus the CPI being ollowed by the Authority. This is
without prejudice to our contention that CPl needs to be allowed on the X-
Foctor determined and not on eoch of building block). Our earller submission
hod clearly contemplated that mast of the existing contracts are due for
renewol and the revised cost will be much higher thon the cost originally
contemplated when opex controcts were part of Capex tender.

DIAL’s response on Cll's comments on Property Tax
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17.101.

The future forecast for Property tax by DIAL /s based on actual demand
received. The past payments are low os the demand s under contest.
It will be prudent that Property Tax forecast as done by DIAL be allowed with
provision for true up based on actual spend. in case the demanded amount is
not allowed DIAL will have no maoney ta pay these demands and will default in

payments.

DIAL's respanse on Cli's camments on Water Supply Payment

AERA warts to allow water charges bosed on past payment wherein the major
supply was from ground water.
DIAL Is now depending less on ground water supply and more on supply from
DJB. DIB has committed woter supply of 3 MLD per doy (out of which 2 MLD
supply has already storted).DIAL has forecasted water cost based on the 3 MLD
per day.,

DIAL’s response on CIF's comments on Operating Cost Alfocation

DIAL has submitted operating cost allocation on the some principles for the 2nd
control period. The new ollocation study is based on the octuol figures and Is
duly audited.
Instead of using the operating cost ollocation ratio submitted by us, AERA
proposes to use 1st control period operating cost allocation ratio which is not
justified.”

DIAL's response on vanous comments submitted by IATA are as below,
“DIAL's response on IATA’s comments on expenses for creation of security
related fixed assets.

We hereby confirm thaot no other funds are being utilized for this security
related Capex.
The current Inciusion is as per the mondate of MoCA, There Is an inbullt

methodology to ensure efficiency of copex by way of competitive bidding.
While forecasting the security relmted giset.pdditions, we hove mentioned the




respective BCAS circular mandating these Capex. All these capex are critical for
overall security of the airport and hence should not be subject to any
compromise.

DIAL's response on |ATA's comments on inline baggoge screening expenses

We hereby confirm that no other funds are being utliized for this expenditure.
There Is no way that there can be double payment of a single spend as there is
an inbullt internal control system and the occounts ore subfect to oudlit.

These expenses are related to the omount spent ond not allowed to be
recovered earifer by Authority.

Secondly. the Authority has moved in tandem with the order from MOCA. Non
consideration of the inline baggage expenses would be n conflict with MOCA
advice.

As regords to opex like cost of inline boggage screeners. the operating cost of
DIAL have been found to be very efficient as analyred by Leigh Fisher and
thereafter as reviewed by ICWA-MARF.

DIAL's response on JATA's comments on True Up exercise

We reserve our comments on this time unt!l after the finalization of policy by
MaoCA.

DIAL’s response on IATA's comments on opex allocation

The principles of allocation study hove been verified by the independent
consultant gppointed by AERA (ICWA MARF) and found to be correct. As such
the [ATA's suggestions hold no merlt. The current suggestion of IATA Is not
backed by any evidence,

Evidence: However, the new ollocation os submitted by DIAL Is backed by

evidences by way of Auditor’s Certificate and the allocation studies.
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DNAL’s response an [ATA's comments on Airport Operator Feg

Most of the non-Aeronautical activities hove been outsourced by DIAL and as
such the airport operotor's services ore not required for the same.
Secondly, the airport operator fee has no connection with ceronauticol and
non-geronautical revenues. This Is expenditure and there is no airport regulator
In the worid which does cost ollocotion bosed pn revenue.

Evidence: We have aiready submitted evidence showing that no allocation is

done based on revenue,

DIAL's response an IATA's comments regarding operating expenses

The forecost related to opex and Non Aero are based on scientific principles
backed by evidences. The Non Aeronauticol hove o tendency of ploteauing after
a sharp incregse troin o low base. With higher base the growth momentum

slows down.
On the other hand the opex has o lendency to increase at higher speed
becouse:

Warranty period is over

Spare parts cost storts increasing

Oider machine has higher wear and tear

Manpower cost ossoclated with repalr and malntenance become higher

Detalled rationale has been submitted to Authority in this respect including
capy of judgments

[ATAs rejection of DIAL's stand on manpower Increase is without any evidence
in support ond os such connot be relied upon.
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The allegations that costs are (nvestments are nat based on any evidence and
Jjust a kind af passing remark. Auditors are there to ensure thaot the copex and
opex |5 well differentioted.

DIAL’s response an IATA's comments regarding consideration of actual costs
Detalled rationale of 2013-14 numbers not being true representative is given in
detalls in subsequent chapters. However we shall like to submit that DIAL tariff
was approved w.ef Moy 15th 2012. However, due to advance booking of
tickets and slowdown In the traffic, the revenuve occruing to DIAL was much
lower than envisaged. This resulted in cosh crunch in the arganizotion, D&M
expense of FY 12-13 and half year of 2013-14 s not representative of actual
amount that was reguired to be spent. This is becouse of the following reasons:
Cash crunch: DIAL did not have sufficient cash to spend in 2012-13 and 2013-
14,

Part of procurement controct: Up to 2013-14 many AMC contocts were part of
the original procurement controcts and the opex guoted therein was very iow.
Warranty: Most of equipment are now out of worranty The Spare ports costs
are going to rise enormously. Earfier it was part of the procurement package:
Aging Infrastructure which needs higher opex.

As such it is earnestly requested that the Operating expenditure as filed by us Is
approved.

We shaoll like to clarify that the concession agreement of DIAL mandates o CPI-X
methodology:

Under CPI-X provides a way for the regulator to allow consumers to benefit
from cost reductions and improvements in productive efficiency under price cap
regulgtion without diminishing the incentives for manogers and owners to
undertake activities that create these efficiencies.

As such the efficiencies of a regulotory period are ollowed to be retoined by the




DIAL's response on [ATA's comments on projection of operation and

maintenance cost

As o part of the Capex for Terminal 3 / other controcts ond its associated works
were procured and commissioned, At that time, a 5 year or simllor period AMC
cast was quoted along with the main system packoge purchase cost. It /s
well-known proctice that the caost af AMC ot the time of original bidding Is kept
low to achieve competitive pricing for the main equipment, However these
AMC costs would not be available for renewal bidding of AMC. This is also
because of the foct thot the eguipment ond its instollotion at the time of
purchase is new and the repoir and maintenonce cost during such initial phase

is usually low. This cost usually Increpses as the egquipment becomes older.

in wiew of the obove, we expect o considerable rise in the AMC charges after
the expiry of the controct in the year 2014-15 and such increase in cost could be
of the order of 25% to 30% which need to be foctored in line with the operating

cost projections submitted by us to the Authority,

3. Most of equipment is now out of warranty: The Spare parts costs are going
te rise sighificantly. Earliér this was part of the procurement package:

The earilier contracts were under manufacturer's warranty. Now the operation
and maintenance is going to be without this warrgnty. This will entaoil
additional cost af spare parts. This will become a major opex cost tem, as the

facility gets older,

4. Aging Infrastructure = higher opex;

The infrastructure on airside of DIAL was constructed in 1980 and 1990°s and
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a new infrastructure. As such o regulor time bound operation; maintenance
and its administrotion of the ald Infrastructure mean o continuously increasing

Cost Year on year.

5. Refurbished terminal — llfe af refurbishment Is short ond need frequent
revomp:

Termingls T1C, T1A and T2 etc. are very old terminals thot were refurblshed by
DIAL ot the time of taking over of the Airport. However these refurbishments
have sherter life spon ond os such need very high level of repair and

maintenance to keep them in operation.

The infrostructure procured by DIAL post privatization also Is now getting older.
Some of equipment procured are now 6-7 years old and need Copex. By end of
the second control period these equipment will be 12 years old ond since It s
not passible to replace all the equipment, part of these equipment will need to
be maintained and as such the maintenance cost will withess a quantum jump

during the second control period.

This increase, keeplng In consideration the aging Infrastructure of alrport, is the
minimum required. As Authority s oware the ofder the facility, higher are the
Dpex.

Considering the aforesold focts, it is reasonable to consider real growth of 55 +
¥ of traffic growth = 7.4% plus the CPi being ollowed by the Authority. This is
without prefudice to our contention that CPl needs to be allowed on the X-

Factor determined and not on eéach of building block).

Our earlier submission hod dearly contermplated thot most of the existing
cantrocts are due for renewol ond the revised cost will be much higher than the

cost originally contemplated when opex contracts were port of Capex tender.”

e DIAL's own comments on lssues pertaining to operating expenses

17.102, Regarding cost allocation DIAL commented that,
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“The reasons for change in allocation were provided by DIAL earlier also. it is
relterated thot the ollocation of expense in the first control peripd was based
on theoretical forecasted expenses of first control period since the major
terminal i.e. terminal 3 was not operational. The earlier expenditure allocation
was done by Leigh Fisher applying certain principals but in the absence of real
numbers profected numbers were taken as o base. Applying the same principals
as enshrined in Leigh Fisher report, the Statutory Auditors have given the

allocatien ratio which is real and mare factual.

Auditors have clearly mentioned that they haove followed the same principles
adopted by Leigh Fisher:

“We haove reviewed the cost centers maintained by the Company and
application of allocation principles outlined in operating expenditure allocotion
certified by Jacobs consultancy certificate vide dated November 21, 2011

attached to this certificote.”

The allocation s based on sclentific principles. The following statement of

ouditors clearly lays down the methodology followed and the final outcome:

Based on our verification, we have found the classification of expenditure to be

reasonable and justified. We certify the following ollocotion percentaoges for

the period ending March 31, 2014,
5l No Expense Group Aero Mon Aerc

1 Cperating Expenditire 88, 15% 10.81%

2 Administration Expenditure 59.68% 10.32%

Note:

I. Cast Centers directly ldentifiabie with the octivity are ollocated to Aero and
Non-Aero segments respectively. Other common costs centers which include

both aero and non aero costs are allocated bosed on the Terming! Areg wise as

g I""h-

certified by Jacobs.
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2, Operaling expenditure does not include Manpower Costs. Finance Costs,

Revenue Share Payable to A4l utility costs and Depreciation,

As such by opplying the same principles ond bosed on octuol cost, the
allocation hos chonged. As such the revised allocation needs to be opplied for
both contro! periods as compared to the presumed ollocotion as considered by
the Authority in its arder for first control perlod, The octual allocation numbers
are real and not fictitious and on any stretch of reasonableness the octuol
numbers should be used to ensure foct bosed allocation. There does not appear
to be any rationale in updeting the offocation rotie when all relevant
documents for actual allocation have been provided to Authorlty. The Authority

should therefore consider the submission of octual data.”

17.103. Regarding allocating VRS from overall opex ratio to manpower ratio, DIAL
responded as below,
“Inconsistency in opproaches from one cantrol period to anather in this fashion
is seriously detrimental to o bolanced ond stable regulatory regime thaot is
appreciated by stokeholders Ineluding critical stokehpiders like lenders ond
Investors. There is no rotionale for @ change in principles for allocation of VRS
payment in the second contro! period as compared to the methodalogy
followed for first control perod ond we request the Autharity to maintain the

same methodology, as was followed by it in the first control period.”

17.104. With regards to change allocation methodology of airport operator fee to 3%
of aero revenue, DIAL has quoted international cases elaborating why revenue split

should not be used as allocation methodology in addition to the following comment,

“The airport operator fee has no relationship with oeronavtical ond non
oeronautical revenues, earned. It can be deemed as any other service provided
in the nature where service provider gets pald for the services rendered. The
same principle should be applied for operator fee as well and be considered os

any other pperating expense.
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We have not found an example of ony regulater which has recommended or
reguired revenue bosed aolfocations. In foct regulotors in some cases hove
specifically opposed it.

Terminal floor areas/asset base approach in contrast appears to be regarded

as in line with expectations and in some cases it reflects requirement.”

17.105. Regarding efficient cost on FY 2012-13 numbers based on ICWAI report, DIAL
commented as below,

“Na Qppartunity to review the fining of IOWAI:
At the outset we submit that DIAL was not provided any opportunity to review,
comment and provide its inputs on the findings of ICWAI in respect of their
study on efficient costs. This i5 highly unfortunate as being the entity in
guestion its inputs would have been critical In this matter. In any caose natural
Jjustice demands that for o study being done on DIAL, an opportunity must be
given to DIAL to submit its comments on bthe some. DIAL therefore does not
agree with the one fine conclusion provided by AERA that the costs of 2012-13
as the base case for efficient costs. This is especially so because in this year,
given the cash crunch due to past losses, DIAL hod deferred and postponed
costs, we reguest that DIAL be provided an opportunity to review the ICWAI
repart and make relevant submissions on the same.
Against the CPI-X principles:
The obove principle of considering octual expenditure as the efficient
expenditure is ogainst the CPI-X methodology. In CPI-X methodology the
efficiency in caost is retoined by Airport operator. This incentivizes airport to
save costs, If the cost savings ore taken away by Authority in name of efficient

cost, this gisincentives the alrport to ochieve saovings In future.
2013-14 numbers not represéntative of true opex which can be taken as
base:

Detailed rationale of 2013-14 numbers not being true representative s given in
details in subseguent chapthr_ shall like to submit that DIAL tariff
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was opproved w.ef May 15th 2012. However, due to advance booking of
tickets ond slowdown in the troffic, the revenue accruing to DIAL was much
lower than envisoged. This resufted in cosh crunch in the organization, O&M
expense of FY 12-13 and half year of 2013-14 is not representative of actual
amount that was required to be spent. This Is because of the following reasons;
1. Cash crunch: DIAL did not have sufficient cash to spend in 2012-13 end 2013-
14.
2. Port of procurement contract: Up to 2013-14 many AMC contacts were part
of the originol procurement controcts and the opex guoted therefn was very
low.
3. Warranty: Most of eguipment are now out of warranty The Spare parts costs
are going to rise enormously. Earlier it was part of the procurement pockoge:
4. Aging Infrostructure which needs higher opex.
As such It Is earnestly reguested that the operating expenditure as filed by us is
approved.”

17.106. Regarding rationale for increase in manpower expense,
“As submitted earlier with Authority we had mentioned that figures of 2013-
14 manpower cost numbers are not representative of the actual expenditure to
be incurred ot airport. DIAL toriff wos approved w.e.f May 15th 2012.
However, due to advance booking of tickets and slowdown in the traffic, the
revenue occruing to DIAL was much lower than envisaged. This resulted in cash
erunch in the organization, This had a twofold impact;
1 The increment to staff wos restricted to bare minimum possible
2 Additional recruitment was put an hold as Authority had in its order had put

restriction on total manpower.

Resultantly, now DIAL will need to:

1 Ramp up the monpower to ensure thot the guolity stondords ore nof

compromised. r..""-’_b"' - P,
Order No. 40/2015-16 : g i Page 385
¥ EA B
L:?-_ "-‘?u f .’j



2 Allow sufficlent increase In salarfes to ensure that efficient manpower is
retained,
Moreover, the manpower cost Is a direct function of the following:
1 Growth in the number of passengers
Z Growth in the number of ATMs
3 Growth in cargo tonnage
4 Higher peak hour demand, especially in number of passengers and ATMs.
. Possengers: mare supervision required in Terminal Check in departure holl,
coordination at Immigration and Security queuing and the varigus transfer
areas (D1, ||, 1-D, D-D)
b, ATM peaks: more follow-me reguests, increased apron control, enforcement
and vigilance in alrside safety.
5 Afrport Service Quality [ASQ) standards — Customer service initigtives and
Supervision
6 Increased maintenance becouse of oging of assets.
7 Increased mointenance and up-grodation work, especially on airside on the
northern side of runway 10/28.
Therefore Authority fs requested to alfow:
1. 5% recl growth in manpower strength.
2. 2.3% as towards troffic growth {S0% of traffic growth).
3. inflationory growth (os mondoted & 6.6% by outhority) ond accordingly
aliow Additional cost reguired to ramp up manpower numbers,”

17.107. With respect to use of 2013-14 water expense as base for future projection,

Dal has commented as below,

We shall like to point out that water supply has Increased manifold as shown In
third quarter of 2014-15. The current water supply s 2.58 times more

compared to the supply in 2013-14.
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It Is thus clear that the water supply frorm DUB has been forthcoming in the post
few months and DIAL will need to pay much higher for the water consumption.

Hence it will be incorrect to use the water supply of the year 2013-14 as base

and then forecast growth

Comparison of per month supply of water in 20014-15 compared to 2013-14:;

Water supply comparison last guarter
of year
401,000 a6, 721
Sy 29,76 9463 |
0000
m 5 (00
_E 20,000 16,77
o 15000 A 11,31
10,000
5 |
O todaer M D i'valain Aiue Lagle
® 201314 6,271 11,129 16,771 11,360
® 201415 22,393 6,771 19,276 19,463
17.108. Regarding consideration of Rs. 6.94 Crore per year as property tax, DIAL has

commented as below,

“DIAL with the current tariff will have a cash deficit exceeding 3000 crore. As
such DIAL cannot pay the property tax and recover as true up In Il control
period. As such it’s earnestly requested that the property tox be allowed os filed

with true up based on octual poyment”

17.108. DIAL further commented as below with respect to growth assumptions,
“We hereby submit that:
1 Figures of 2013-14 are not representative of the actual expenditure to be
incurred at oirport and if that is taken as the bose than airport will not have
enough resources to run the airpart.

2 A real increose of 1.4% as proposed by Authority is grossly Insufficlent.

The following are the reasonsTn s'uppﬂ._r.g_ ahove:
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DIAL toriff wos approved w.ef May 15th 2012, However, due to advance
booking of tickets and slowdown in the troffic, the revenue eccrulng to DIAL
was much lower thon envisoged. This resulted In cash crunch In the
arganization. O&M expense of FY 12-13 and half year of 2013-14 is not
representative of octual omount that was required to be spent. This olso
resulted in postponement of critical operations ond maintenance octhvities.
Taking o simplistic approoch of real growth of 1.4% over the figures af F¥ 2013-

14 is incorrect because of the following reasons:

1 DIAL did not have sufficient cosh to spend in 2012-13 and 2013-14, As o result
there was a rotionalization and postponement of opex. Any further
rationalization is likely to impact efficient operations and will be a risk to the
passengers and airlines and will affect the quality stondards at the Airport.

2. Up to 2013-14 many AMC contacts were part of the original procurement
controcts awarded to vendors ond were qguoted very fow. As a part of the
Capex for Terminol 3 / other contracts and /ts ossocioted works were procured
and commissioned. At that time, a 5 year or similar perlod AMC cost was
qguoted olong with the main system package purchase cost. It is o well known
practice that the cost of AMC ot the time of original bidding is kept low fo
achieve competitive pricing for the main equipment. However these AMC costs
would not be available for renewal bidding of AMCE. This is also because of the
fact that the equipment and its Installation at the time of purchase is new and
the repair ond maintenance cost during such initial phase s usually low. This
cost usually increases as the equipment becomes older.

In view of the above, we expect o considerable rise in the AMC charges after
the expiry of the contract in the year 2014-15 and such increase In cost cowld be
of the order of 25% to 30% which need to be factored in line with the cperating
cost projections submitted by us to the Authority.

3. Most of equipment are now out of warranty: The Spare ports costs are going

to rise significantly. Earfier this was p::lrt_af the procurement packoge:
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The earlier contracts were under manufacturer’s warranty, Now the operation
and maintenance is going to be without this warranty. This will entail
additional cost of spare parts. This will become a major opex cost item, as the
[facility gets older.

4. Aging Infrastructure = higher opex :

The infrastructure on airside of DIAL wos constructed (n 1980 and 1850°s and
has outlived their life. The cost of maintenance of this s very high compared to
a new infrastructure. As such o regulor time bound operation; maintenance
and its administration of the old infrastructure mean a continuously incréasing
cost Wear on year.

5, Refurbished terminal — life of refurbishment (s short and need frequent
revamp:

Terminals T1C, T1A and T2 etc, are very old terminals that were refurbished by
DIAL at the time of taking over of the Airport. However these refurbishments
have shorter life span and as such need very high level of repair and
maintenance to keep them n operation.

The Infrastructure procured by DIAL post privatization also is now getting older.
Some of equipment procured are now 6-7 years old and need Copex.

By end of the second control period these equipment will be 12 years old and

since it is not possible to replace all the equipment, part of these equipment

will need to be maintained and as such the malntenance cost will witness a
quantum jump during the second control period.

This increase, keeping in consideration the oging infrastructure of alrport, is the
minimum required. As Authority Is aware the older the facility, higher ore the
Opex.

Considering the aforesoid focts, it is reasonable to consider real growth of

5% + X of traffic growth = 7.41 plus the CP| being allowed by the Authority. This
is without prefudice to our contention that CPl needs to be allowed on the X-

Factor determined and notoneach of WWHQ block).
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Our eariier submission hod clearly contemplated that most of the existing

controcts are due for renewal and the revised cost will be much higher than the

cost originally contemplated when opex controcts were part of Capex tender.

The following ore the opex forecast adopted by Autharity in various orders

Chenaai 1053 | 23901 | 3342 359064 | 8507 | 41278

LT 18007 | 20842 | 232.76 | 355.14 | 3031
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The above anolysis depicts that the growth forecast of operating expenses for

DAL is very obysmally low. It is earnestly requested to allow the opex filed by
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DAL as that is the bare minimum cpex required to maintaln the service

standards of alrport as per the concesslon agreement.”

f  Authority's Examination of Stakeholder Comments on lssues pertaining to operating

EXNpPEnSes

17.110. The Authority has carefully considered the comments from Cll, ACO, APAQ,
FlA and ACI as well as DIAL'S comments and response to these stakeholder's
comments regarding operating expenses for the second Control Period in respect of
the 1G1 Airport, Delhi. The Authority’s examination and decisions in this regard have
been presented below.

17.111. Regarding airport operator fee, the Authority has addressed the issue in para
6.119 above. Accordingly, the Authority has considered 3% of aeronautical revenue

as aeranautical component of Airport operator Fee.

17.112, The Authority has noted APAO's comment regarding DIAL's submission of a
revised cost allocation In the second Control Period on the basis of the same
principles as those in the first Control Perlod, approved by DIAL. The Authority had
deliberated on the issue in the Consultation No. 16/2014-15 In detall mentioned in
para 17.25 to 17.26 above, As the Authority was not persuaded by the clarification
provided by DIAL, the Authority has decided to consider allocation of operating
expenses for the second Control Period as per its Delhi Tariff Order 03 / 2012-13 in

respect of tariff determination the first Control Parlod.

17.113. Regarding FIA's comment that Jacob's Study on cost allocation cannot be
considered independant as it has been commiissionad by DLAL, the Autharity wishes
to clarify that DIAL had submitted a report at the time of tariff determination for the
first Control Period and the Authority had reviewed the same. The Authority 15 in
agreement of the principies followed by Jacob's In computation of the cost allocation

in respect of the 1GI Airport, Delhl.

17.114. The Authority has nated Cll's comments regarding considering property tax
owed to the MCD and DCB. The Authority has considered the Property tax at Rs. 6.94

crore, the actual property tax _Eﬂ-i‘*-'iﬂ F¥2013-14 by DIAL, in each year during the
P N,
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second Control Perlod (as this Is of statutory nature and is not driven by inflation).
Following the principle that expenses actually Incurred and Incomes actually
recaived will be considered towards the tariff determination, the Authority will
conslder only the taxes that have been paid by DIAL or are required to be paid by
DiAL in the future based on any contracts. Considering the disagreemeant batween
DIAL and MCD ("DIAL has paid the property tax under protest”) and in absence of
settlement of any statutory dues for property tax owed by DIAL to MCD, the
Autharity will provide a true-up as per actual property tax paid by DIAL in the second

Control Period at the time of tardff determination for the next Control Period.

17.115. The Authority has noted FIA's comments regarding the consideration of
expenses on account of the IT-JV arrangement. The Authority had recelved certain
infarmation from DIAL in this regard as discussed in para 17.45 and 17.46 above.
However DIAL has not separated aeronautical and non-aeronautical assets, costs and
revenues as on date, therefore it is not clear as to the classification of these items.
The Authority had sought the complete IT-JV agreements with Wipro including
Master Agreement dated 22nd October 2009, the detalled scope of services
provided by the IT-IV and the detailed break-up of charges being levied by IT-JV and
services provided against levy of these charges. DIAL has provided the Master
Agreement for the |V along with the along with the addendums. It provided

information on the break-up of charges levied by the IT-J\V a5 below,
“Major charges as shown below,

Minutes of Meeting between ADC and DIAL on IT charges at T3

iT&¢ [
Charges Published Rates/Terms j Negotioted Rates,Terms
A | L) | A : g
International; Us0 intérnational: INA
CUTE | DomesticINA40 | 120 | ComesticINR3E |51
Activation INA Rentad INE 1200 Activatian INR Rental INA 21000
_Port Charges | 5000 Lpm 4000 | orm
i Becurty Dagasits
Security Deposits | STOANSDINT
| Telaphany focal: INR 3000 | 4000,/5000 Mo security deposits
Purchase Price Set:
Purchase Price ' Chegper Colions Renkal INT 1800
| TMAS fSet. USD 700 ' Qpoilabie pm
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% of escolation for the first yvearaf |
Operations, Thereafter o 7.5% escalation |
Excoletion 7.50% el shall apply [
Secunty Depasits for CUTE / Other IR | one single Bonk Guargntee covering ail IT
| Deposits_ services l _ BCsenvices
17.116. Further, DIAL pravided the following information regarding break up of CUTE

revenue and break-up of Non-CUTE revenues for the T )V submitted in its filing. DIAL

submitted the following in respanse,

“Following {5 the breok up between cute and non cute revenues and the

methodology of orriving ot subsistence level:

Forecost warking of IT Cost bosed on 2013-14 flnancials Is os under:

™

[T Cost {in Crores) Fr2014
Subsistence os per agresment j 153,93
Total Subsistence _ | =" 153.93
| Mon Cute revenue | 26.46
| Cute revenue | z 75.55
' Total reverue of IV | 102,01
Net Expenditure poyable by DIAL ta |
v ML Ll 51.92
Based on the obove following is the IT (/v) cost forecast:
| IT Cost (in craves] | Fva018 | Fv2016 | Y2017 Fv2018 | Fya019 |
Subsiztence as per existing | [ .
agreement ! 165,15 15059 | 15018 | 12367 4341 |
Add! Sushsistence as filed earlier | 18| 25| 548 848 | 848 i
| Total Subsistence | mais|  gmsse | zada8 21547 | 133 |
Nan Cute revenue | 26,45 | 2646 | 26.46 2646 | 2645
Cute revenue | 79.03 B2.66 86,46 | §0.44 945 |
| Totol Projected revenye _ 105.49 ! 109,12 112,92 | 116.9 | 121.06 |
Revised IT Outsource exp. | 77.66 | 77.47 132,06 | 10157 17.15 |
W
17.117. The Authority had also sought explanation on how pricing of services is

currently being done by the IT-Jv. DIAL provided the following clarification, referring
to the table on negotiated rgte;‘jire_séﬁt_ed\ii para 17,115 above,
¥ 'y ,Q
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“The pricing of IT services to the airlines wos formalized through negotiation
process, An AOC hod manoged the negotiation on behalf of oirline bodies. Since
then, these original rates are now escoloted as per the negotiated rate card.
AOC (Alrline Cperators Committee) recognised by IATA and s formed at each
operating stotlon. This body comprises of members representing their
respective airlines. The alrlines themselves nominote one representative of the
member oiriine as Choirman to represent the Interest of the airiine
community.”™
17.118. The Authority has noted DIAL submission regarding the IT-1V arrangement;
however, it is still not clear as to the issue of allocation of assets, services, revenues
and expenses generated in the )\ into aeronautical and non-aeranautical in nature.
The Authority has noted DIAL has projected capital expenditure of Rs. 301.85 crores
which Includes computers, servers, CCTV, cameras and so on. There Is a need to
analyse this based on the requirements. Thus, the Authority has decided to
commission an independent study to examine the issue of allocation of assets,
services, revenues and expenses generated in the JV into aeronautical and non-
aeronautical more closely. Based on the outcome of the study, proper treatment will
be given to the revenues and costs. The Authority is aware that under the current
arrangement of IT-JV, there is a potential revenue loss to Aal, as the revenue that

ought to have come to DIAL is entirely being recorded in the books of the Jv.

17.119. The Authority has noted IATA and AOC's comments on the increase in
manpower costs and comments on Inline baggage screeners. The Authority has also
noted a recent circular by BCAS on minimum standard for Civil Aviation Security
Equipment, inline baggage screening is to be done on a 100% basis rather than on
random basis as was the practice earlier and due to this reqguirement DIAL will have
to enhance the strength of Its security screeners by 92 nos, This cost is Included in
the manpower cost. The Authority will provide a true-up on the basis of actual

manpawer costs realised by DIAL during the second Control Period at the time of the

third Control Period.
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17.120. Fallowing the same consideration on inflation as proposed In the
Consultation Paper No, 16/2014-15, the manpower costs are projécted to increase at
10% as proposed by the Authority in the Consultation Paper No. 16/2014-15. Whila
casts on account of Repair & Maintenance are based on actual contractual increases

and shall be assumed to increase at 9%.

17.121. Further, the Authority has recognised that the expenses highlighted by DIAL =
repairs & maintenance, property tax and water bills are important expenses reguired
for regular operations of the airport. The Authority has noted that DIAL has made
certain projections for each of these expense heads. However, the Authority has
followed its own approach to project these expenses. The Authority notes that
DIAL's projections are significantly higher than the Authority's projections, and DAL
has requested that such a difference will lead to a cash crunch situation for DIAL, In
respect of these expense heads as well as unforeseen expenses, the Authority
suggests DIAL to utllise warking capital loans. The Authority has decided to consider
the interest on the working capital loan as an operating expense (refer Declsion
13.b) In respect of these items. Further, based on the documentary evidences
submitted by DIAL on account of these categories, the Authority will provide a true-

up at the time of tariff detarmination for the third Control Period.

17.122. The Authority has noted AOC's comment on conslderation of Items of the
nature of operating expenses under Other Costs as capital expenditure, The
Authority would like to point out that the list of items essentially pertains to repairs
and maintenance of capital assets and therefore can be classified as operating

expendituras.

17.123. The Authority has made projections of operating expenses in respect of DIAL
for the second Control Period, based on the efficiency of the overall expenditure
incurred at the Airport as indicated by the ICWAI Study commissioned by the
Authority. Projections for individual [tems have not been m.ade- Further to the
comments by APAD, ACI, Cll point of low operating cost projections the Authority
wishes to clarify that it had mandated ICWAI to conduct an independent study to

determine efficient costs for the li

gL Period at the IGI Airport, Delhi as per
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Its decislon in the Delli Tariff Order No, 03/2012-13, The ICWAI has determined that
the costs for FY 2012-13 can be considered efficient costs in respect of the IGI
Alrport, Delhi. Noting that operation and maintenance cost for FY 2013-14 comes to
ah increase of 9.88% over FY 2012-13 (similar to the average inflation in FY 2013-14);
It has considered the actual operating costs for FY 2013-14 as reasonable and
appropriate base for projection of operating costs for the second Control Period.
Projections have been made by applying annual growth rate ol 7% for each sub-head
of the operating costs including projected inflation at 5.1% (Average CPI-IW forecast
for FY 2014-15 to FY 2018-19 as per RBI Survey of Professional Forecasters on
Macroeconemic Indicators 35th round, refer para 22.9 below] with a headroom (real
Increase) of 1.9%. Thus, the projected operating expenses work out to be as below,

Table 57: Assonputlcal Opacating Expensad considoned by the Authanty for ihe woond Conbmgl

Periad
 Operating Expenses, Rs.crore | 2014-15 | 201546 | 201647 201718 | 2018415
| Alrpart operatar fees [Only I | , |
Aerol | san| woo| ysor| ias| 618
Manpawer cost | 1609 | 13760 15036 16649 | 18314
Operaving expensas 63| ais, 3323 35652 A2
(Administrationexpenses | 11897 12708 | 13574 | 14501 | 15493
Proparty tax | 6os| epa| 608 608 608
| Uniities cost | wma| wma| was  we| ws
| Payment to AAl for VRS (" 1639 | 1581 0 152 0B
Total Aeronautical Operating | | I |
Enpenses | 74859  BOSS2 | B404S BMGE 900.57 |
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Declslon No. 15  The Authority decides to adopt the following approach for
consideration of operating expenses towards determination of tariffs for
aeronautical services provided by DIAL at |Gl Airport, Delhi:

15.2. To consider the cost allocation for the second Control Period as In Table 53
which is as per its Delhi Tariff Order No. 03/2012-13 for all sub-heads except
VRS payment to AAl and Airport Operator Fee.

15.b. To consider the allocation of VRS payment to AAl at the rate of manpower
allocation while projecting aeronautical expenses for the second Control
Period.

15.c. To consider 3% of aeronautical revenues of DIAL as aeronautical component
of Alrport Operator Fee in the second Control Period

15.d. To commission an independent study to examine the issue of allocation of
assets, services, revenues and expenses generated in the IT IV into
aeronautical and non-aeronautical more closely. Based on the outcome of the
study, proper treatment will be given to the revenues and costs.

15.2. To consider actual costs incurred by DIAL for FY 2012-13 as the efficient
operation and maintenance costs for 1G] Airport, Delhi based on ICWAI study
on efficient Operation and Maintenance cost.

15.f To consider actual costs for FY 2013-14 as the base for projection of
operation and maintenance costs for the second Control Period.

152 To adopt an average growth rate of 7.0% (based on inflation of 5.1% per
annum and headroom in real growth of 1.9%) for projection of the operation
and maintenance costs for the second Control Period except for manpower
costs for which the Authority decides to consider a growth rate of 10% while
Repair & Malntenance expenses shall be considered at 5%.

15.h, To consider the inline baggage screening expenses incurred by DIAL
towards security related requirements for determination of aeronautical
tariff. Further, to bring to the attention and information of MoCA the
inclusion of these elements of expenses of security, as the same Is presently

determined and mnnltnreq, hf_{mqlrh\hh
1 e 'Il.l'-'.
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15.i. To commission an independent study to assess the efficient operating costs
of 1GI Airport, Delhi for the second Control Period and to true-up the
operating & maintenance costs, based on the findings of the study, at the
time of determination of tariff for the third Control Perlod.
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18. Taxation

a DIAL Submission on Taxation

18.1. DIAL's submission dated 11.11.2013 on Taxation is given as below:
“In this section, we describe the key considerations in relation to determination
of corporate tax on the aseronautical services. S5A require that corporate, tax
pertaining to aeronautical services shall be separately caiculated ond added as
o bullding block to compute the final target revenue.

The computotion of income tax, on geranoutical income, has been made on the

prevailing income Tox faws and rufes. Further, the assumptions are as below:

» The Aeronaltical Segment has been treated os a standaolone entity with its
awn tax computotions. This may not necessarily reflect the overall tox
computation of DIAL as a whole;

*» (0 line with this, all items excluded from the colculations of the regulatory
building blocks hove been excluded from the regulatory tax computetion. The
items not token into account include:

o Non-oeronoutical operating costs or depreciation;

o Revenue share costs as they ore mondated, to be excluded as per

Concession documents,
o Tox Computation has also cansidered MAT provisions.

» [0 our current colculation we have not assumed ony tax on trug up revenue.
This is based on the assumption that this tax was allowed by authority in
eariler control period and there is no true up of toxation for first control
period.
However at any stoge if this stand is changed then we need to incorporate
tax on true up revenues as well.”
18.2. DIAL submission dated 11.11.2013 on forecast for corporate tax for the second

Control Period as under:

s S,
L o S S
i i bl L |

Order No. 40/2015-16




18.3.

| INRCrore 201415 | 201516 | 201627 | 201718 | 201819 |

| Corporate Tox 410 | 604 | 769 951 1237 |

DIAL's revised submission dated 23.07.2014 on forecast for corporate tax for the

second Control Perlod as below:

L

INRCrores | Fy2015 | rFvao1s | rr2017 | Fyaote [ Fraois |
_AeroCorporateTar | 250 | 71 | ser | e | 1413 |
"

b Authority's Examination of DIAL Submissions on Taxation

18.4.

18.5.

18.6.

Order No. 40/2015-16

The Authority had carefully examined DIAL submissions with regard to taxes to be
considered towards determination of aeronautical tariff and noted DIAL's submission

on exclusion of following items for the purpose of regulatory tax computation:

“Non-geronautical operating costs or depreclation, Revenue share costs and
MAT provisions™
The Authority noted that if the above elements of costs are excluded from the
compasition of tax, the notional tax burden would be substantially higher than the

actual burden on account of tax that is paid out by DIAL.

The Authority had noted that wordings of State Support Agreement (554) =
“corporate taxes on earnings pertaining to aeronautical services”. The Authority also
noted that tax is a statutory payment due to the Government. Further, the tax is
being expensed out as a building block in the target revenue computations.
Therefore, if the actual tax paid in any of the years (in the control period) is lower
than the tax forecast to have been paid (and accordingly included in the target
revenue calculation), it would lead to a situation wherein DIAL would benefit
unjustly. The Authority was of the view, that calculation of tax on theoretical basis

without linkage to actual tax paid, being a statutory payment, is not appropriate.

The Authority proposed to determine such corporate tax pertaining to asronautical

earnings based on the consideration of actual / projected aeronautical revenue,

—

operating expenses peﬂalnlqg'@-‘aéﬁ:ﬁhﬂm:pl services, depreciation pertaining to
o .
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aeronautical assets and interest expense and had considered the applicable tax rate.
As the actual tax liability for DIAL would include the adjustment of its gross revenue
by the amount of revenue share paid by it to A4l the Authority proposed to consider
revenue share as an expense purely for the purpose of calculation of corporate tax
on earnings pertaining to aeronautical services. The Authority further clarified that
the depreciation, to be considered Tor such tax calculation, should be the
depreciation on account of aeronautical assets only, The Autharity was of the view
that as Hypothetical Regulatory Base, to be determined in line with 554, Is of
hypothetical nature and does not correspond to physical assets in the books of
accounts of MIAL, depreciation on such assets should not be considered towards

calculation of tax pertaining to aeronautical services.

18.8. The Authority estimated and proposed to consider the values for taxation in the

second Control Perlod as below,

Table 58 Summary of Tax farecast Tor the second control peried by DAL In Consulmtlion Paper Mo
16/2014-15
Component | FY2014-15 | FY 201516 | FY 2016-17 | FY 2017-1B | wzum-m-‘
| Corporate Tax (Rs. . i 5 | : J '.
| crore) |

18.9. The Authority was not persuaded to reconsider its earlier decision as per the Delhl
Tariff Order no. 3/2012-13 and proposed that only the actual corporate tax paid that
can be ascribed to aeronautical earnings will be reckoned for the purpose of
determining the target revenue. The Authority also proposed to true up the same at
the time of determination of the tariff for the third control period.

¢ Stakeholder Comments on Issues pertaining to Taxation

18.10. Subsequent to the Stakeholder Consultation process, the Authority has received
comments / views from various stakeholders Including IATA, VistaRa, APAD, CII,
MIAL, Air India etc. in response to the material and the tentative proposals
presented by the Authority with respect to various elements of determination of
aeronautical tariff in its Consultation Paper No 16/2014-15 dated 28.01.2015.

Comments with respect to taxation are presented below.
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18.11. On the matter of consideration of revenue share to AAl as cost for determination of
tax, Cll commentad that,
“Revenue Shaore not to be considered as Operating Cost for the purpose of
arriving at AERQ Tax figure Background: The 554 entered between DIAL and
the Government of India lays down the methedology of fixation of Aeronautical
Charges. The stond ond view token by AERA that tax need to be trued up and
be colculoted with revenue shore as expense (s not correct in the context for
the purpose of aero tax determination. The revenue shoare pold to AAl is not
olfowed as o poss through cost os per 554, Under Schedule 1, corporate toxes

are to be allowed only on earnings pertaining to Aeronautical services.

Cil request: Corporate tax has to be computed on standalone basls in respect of
aerpnautical services on notional basis.”
18,12, MIAL commented the fallowing in this regard,

“As you are aware Schedule 1 of 554 prescribes Principles of Tariff flxation. 554
and OMDA, along with other Project Agreements were the basis for bidders o
quote revenue share at the time of privatization of Delhi and Mumbai airports.
Example given in the Schedule 1 for tariff colculation clearly demonstrates how
tax need to be colculated on aeronautical earnings.

AERA has adopted provisions of 554 - Reference Schedule 1 ond clouse 3.1.1
concerning. Inter alia, noen-allowability of Annual Fee os cost pass through.
However while accepting one part of the issue, the Authority hos disregorded
the fact that the tax has to be computed without considering Annual Fee as an
expense. Hence impact of non-allowabliity of Annual Fee to be borne by DiAL is
net of opplicable tax. Authority's approoch would lead to o situotion in which
(he airport operator would never receive the corporate tax and thereby making

this bullding block (I.e. Tax} redundant, which could not have been the intention

af the government whife entering into 554,
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Negative impact an Target Revenue of DIAL as per the Autharity Cansultation
FPaper compared to that as per 554 Schedule | ore shown by way of an

illustration (n the toble below:

Ag par Authority's Approach As par 5§54
Asronoputicel Revenws before cross 130 130
subsidisatian|assumad)
Less: Cross subirdy fassumed) 30
Agra revenue considered for tax J0a 130
covhputation
Less:
Revenue Shared 45.99% 45,99 %
Jperating expenses 5535 5519
Depreciation 3482 34.63
Finance Charges 24.83 24,53
Total Expenses 16084 J114.85
Profit Before Tax B, B 1555
Tax @0 30% 2 4.55
Loss to DIAL vis-g-wis 54 provisions 4.55

Naote. Expenses considered above le. operating expenses, depreciotion and
financing charges are estimated figures

As [5 evident from above, not olfowing corparate tax reimbursement as per the
Target Revenue equation prescribed is agoinst the explicit provisions of 554
which were considered by eoch bidder whife gquoting Revenue Shore.
Considering corporate tox which is an important building block of Target
Revenue as rero perpetually could have never been the intention of the
legislature. Hence, Annual Fee should not be considered as an expenditure

while calculating corporate fax.”

18.13. APAD too has submitted a similar view stating that,
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“The treatment of revenue share as an operating expense Is ogalnst the State
Support Agreement.

The Section 3.1.1 of the agresment clearly stotes;

“the Annual Fee paid/payable by the JVC to A&l under the OMDA shall not be
included as part of the costs for the provision of Aeronautical Services and no
pass through would be available in relgtion to the same”

Furthermare, the treatment by AERA with respect to revenue share s extremely
discretionary and (nconsistent. The propasal penalizes the oirport twice, once
by not including revenue share as o part of building bleck and another by
treating it as o pass through for arriving ot oero tax building block.

i. In complionce with the provisions of 55A, the target revenue of the DIAL is
calculated as per the following formula:

TRi = RSl X WACC + OMi + Di +Ti - 5i

Where T=Tax represents the corporate taxes on earnings only on Aeronautical
Services

fi. AERA may note that regulatory ond statutory occounts are two different set
of books,

Regulators in ather parts of the world do not follow stotutory accounts. Both
gre considered to be separate set of books of accounts. They only regulate on a
notional entity which Includes all or part of some parts of revenues or cost but
exclude others.

il In Denmark, as in many countries it Is possible for some ossets in the
statutory accounts to be revaiued = particularly when they hove o market volue
which can be directly assessed.

ii) For Copenhagen Airport, these revoluations are included in statutory
accounts but excluded in occounts used for regulotory purposes.

APAD Recommendation:

Hence, It s recommended that tax should be allowed in the regulatory

accounts based upon the colguiBRiz 'evenue Share is not taken into
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gccount as an expense which is in accordance with the example and provisions
of the §5A."
18.14. ACI stated the following on this issue,

“We urge the AERA to oohere to the concession agreement with respect to the
methodology of colculation of the bullding blocks, For example, the
consideration of Revenue Share o5 o pass through for determining the
aeronautical tax bullding block. If AERA considers revenue share os o pass
through far the tax building block, then the same effect should also be given for
the operating cost tax building block and alfowed as a cost to be recovered.

This is the logical framework of the DIAL concession agreement.”
d DIAL's response to Stakeholder Comments on Issues pertaining to Taxation

1B.15. DIAL has agreed with ClI's suggestion with respect to not considering revenue share

with AAl as operating cost for the purpose of arriving at AERO tax, stating that,

“The 554 entered between DIAL and the Government of indio loys down the
methodology of fixation of Aeronouticol Charges. As per Schedule 1 of the 554,
the target revenue of taorget revenue of the DNAL i5 calculoted os per the

following formula:
TRi = RS X WACC + OMI + DI +T1 - 51

Where T=Corporate Taoxes on earnings pertalning to Aerenautical Services. The
words geronautical services are emphasised being the woy T Is defined under

the Schedule 1 as that only pertaining to Aeranautical Services.

Furthermore, clause 311 of 554 reads os follows:
The Economic Regulatory Autharity shall regulate ond set/re-set Aeronautical
Charges, In accordance with the brood principles set out In Schedule 1
appended hereto. Provided however, the Upfront Fee ond the Annual Fee
paid/payable by the JWC to AAl under the OMDA shall not be included as poart af
the costs for the provision of Aeronautical Services and no pass through would
be avallable in relation to the same

paid/payable to AAl shall be not be

e
TV

Thus under clouse 3.11., revenug
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treated as costs for pravision of Aeronautical Services. While the definition af
tox in the Schedule 1 of 554 provides for tax only on Aeronoutical Services;
clause 3.1.1 clearly excludes revenue shore os @ cost for the provision of
Aeronautical Services. While AERA proposes to exclude revenue share fram
operating costs for computation of tarlffs for Aeronoutical Service, it Is not
excluding the revenue share for the purpose of caleulation of Tax in the building
blocks arid golng by the actual tox os per books.”

18.16. With respect to MIAL's comments on the subject, DIAL has stated that it agrees with
MIAL and added the following in addition to its comments in para 18.19 below to
para 18.22 below,

“In our opinion Revenue share multiplied but corporate tax should be added

bock as a bullding block in tarlff calculation.

Apart from obove we shall like to add that Authority has deviated from
methadology followed [n first control period in allowing the tax building block.
in first control period the tax was colculoted without revenue share as tax.
AERA Is requested to colculote ftox without revenue shore as on operating
expenditure for determining the buliding block of Tax.™
18.17. With respect to APAD's comments, DIAL stated that “the concession ogreement
needs to be read hollstically and a logical ond consistent approach on this lssue
followed.” DIAL provided the same comments as in para 18.19 below to para 18.22
below.
18.18. In response to ACI's comments, DIAL reproduced its comments in para 18.15 above.
It further added,
"Revenue share was nat cansidered as Opex for the 1st control pered and tox
benefit wos allowed in first control period (with a later rider thot it will be trued
up basing on the actual payments in the subsequent cantrol period). 50 there is
a change in the principle settled earlier. Further, it may diso be stoted that the

principle adopted by the Authorlty is not justifiable since while calculaoting ARR

ppex while colculating the corporate

the revenue share was not considg g
" b
eo—15%
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tax entitiement as per the 554 formula, the revenue share was considered as an
expense which is not os contemplated in the S5A. This goes against the

canstruct of the OMDA and puts DIAL to unfair finoncial jeapardy.

in many forms of regulgtion worldwide (including DUAL and Hybrid
Approaches) the entity belng regulated, obviously under Dual/ Hybrid TiI, will
not have separote Profit ond Loss Statement and Balonce Sheet for
geranauticol side of business. The compony always maintains single P&L and
85 far the entire business which ingludes Aeronautical.

Authority is requested to follow the following principles:

if o part of company is included in o regulatory determination, then its tox
Impact would be taken into occount if @ part of o company is to be excluded

Sfrom regulation, its tax impoct wolld equivalently be excluded.”
e DIAL's own comments on Issuas pertaining to Taxation
18.19. DIAL stated the following with respect to truing up of actual taxes, stating as below,

“AERA Is truing up actual taxes for first control perlod in violation of the its own
approach in first contral period and the provision af the concesslion ogreement.
The above matter is sub judice. Authority has deviaoted from methodology
followed in first control periad in alfowing the tax buifding block. In first control
period the tox was calculated without revenue share as tax, AERA s requested
to colculote tox without revenue share os on operating expenditure for
determining the building block of Tax.™
18.20. Regarding the Authority’s stand on considering taxation on aeranautical services,
DiAL has commented that,

“The Autharity needs to appreciote that there is no unjust benafit occruing to
DIAL, To the contrary, If DIAL has not been allowed revenue share as part of
builging black, considering the same as cost for the purposes of tax colculation

will unjustly put DIAL to a serious financial disadvantoge. This approach af the

Authority is thus not consistent and locks merit,
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The concession ogreement needs to be reod holisticolly and a logicol and
consistent appraoach on this issue followed.
The 554 schedule 1 loys down that what does the component "T" — the Tax
mean while determining the components of bullding block for Target revenue.
The letter "T" is defined in schedule 1 as under;
T = carporate tax on earnings pertaining to Aeronguticol Services
Fram this definition, following two clarities emerge:
3. Tax need to be colculated only for the earnings pertaining to aeranautical
services:
In terms of Schedule 1 of the 554, the corporate tax on earnings pertalning to
Aeronaoutical Services should be separately colculoted ond odded as a bullding
biack to compute the final target revenue. This approach Is consistent with the
stondards and proctices accepted worldwide. This approach contemplates an
artiffeial division of DIAL's averall income ond independent consideration of the
eamings pertaining to Aeronautical Services to compute the tax component for
the aeronoutical side.
The S55A envisoges corporate tax pertoining to aeronoutical earnings be
seporately colculated ond added a5 o building black to compute the final target
revenue, This calculation has no correlation with the stotutory tox calculotion,
for various reasans like revenue share not being allowed as opex and non-gera
as.alsa the past losses.”™

18.21. Further, regarding cost pass through of the revenue share of AAl for determining

target revenue and estimating tax, DIAL commented as below,

*Under Schedule 1 of the 554, tax /s @ bullding block towards the target
revenue; the notional tox on oeranautical services (without considering revenue
share aos o deduction) need to be the buflding block of tax. The reason for not
considering the revenue share is that since the revenue share is not token os

O&M cost, it con also not be deducted for
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tax purposes, Acting contrary to the express provisions of the 554, AERA has
decided to take into account the revenue share as on opex which is contrary to
concession agreement. Thus DIAL gets a Jower tax add-on in Authority’s
Examination of Stakeholder Comments on lssues pertalning to Taxatlon the
building block. This Is not permissible and runs eontrary to the provisions of the
S5A.

in gur view AERA has committed error in methodology of calculating tax based
the methodology which considers revenue share as opex. The key principle
underlying the Concession Agreements and the AERA Act Is that DAL would
have two separate tax calculations, one regulatory and the other stotutory.
They both have different purposes. The Statutory tax is caleuioted os per
Income Tax act for payment of income tox whereas aere tox is mandaoted to be

calculated as per provisions of the concession agreement.”

18.22. DIAL has requested that in calculation of taxation, the revenue share should not be
taken as opex, elaborating on ICF Report on Statutory accounts and regulatory

accounts and international experience, provided by it to the Authority.
f  Authority’s Examination of Stakeholder Comments on Issues pertaining to Taxation

18.23. The Authority has carefully considered the comments from Cll, MIAL, APAQ and ACI
as well as DIAL'S comments and response to these stakeholder's cnrnrne:r'n'ts
regarding taxation for the second Control Period in respect of the 1GI Airport, Delhi.
The Authority’s examination and decislons in this regard have been presented

below.

18.24. In response to ClI, MIAL, APAD and ACI's comments an the issue of consideration of
revenue share to AAl as a cost pass through, the Authority notes that if revenue
share is considered as a cost pass through, the, the notional tax burden would be
substantially higher than the actual burden on account of tax that is paid out by
DIAL Further on the matter of computation of taxatlon aeronautical services, the
Authority has noted that wordings of 5tate Support Agreement (55A) = “corporate
taxes on earnings pertaining to a_g_rgggqt_rcal services”, and further that the tax is a

Ren ...-Fl:l.[thermura. the tax is being expensed
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18.25.

18.26.

18.27.
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out as a building block in the target revenue computations, Therefore, if the actual
tax pald in any of the years (in the control period) is lower than the tax forecast to
have been paid (and accordingly Included in the target revenue calculation), it would
lead to a situation wherein DIAL would benefit unjustly. The Authority is of the view,
that calculation of tax on theoretical basts without linkage to actual tax paid, being a
statutory payment, is not appropriate.

Additionally, the Authority has decided to determine such corporate tax pertaining
to aeronautical earnings based on the consideration of actual / projected
aeronautical revenue, operating expenses pertaining to aeronautical services,
depreciation pertaining to aeronautical assets and Interest expense and had
considered the applicable tax rate. As the actual tax Hability for DIAL would Include
the adjustment of its gross revenue by the amount of revenue share pald by it to
AAl the Authority has decided to consider revenue share as an expense purely for
the purpose of calculation of corporate tax on earnings pertaining to aeronautical
services, The Authority further clarifies that the depreciation, to be considerad for
such tax calculation, should be the depreciation on account of aeronautical assets
only. The Authority is of the view that as Hypothetical Regulatory Base, to be
determined In line with S5A, Is of hypothetical nature and does nat correspond to
physical assets in the books of accounts of DAL, depreciation on such assets should

not be considered towards calculation of tax pertaining to aeronautical services.

Thus, the Authority has estimated that the projected tax is nll in each year during the
second Contral Perlod, The Authority has decided to consider the values for taxation

as nil In each year during the second Control Period,

Furthermore, since the actual corporate tax paid that can be ascribed to agranautical
earnings will be known at the end of the 2™ control pericd, the Authority also
proposed to true up the same at the time of determination of the tariff for the third
control pericd.

Table 558: Summary of Asra Tax forecast for the second cantrol period eansiderad by the Authorlty

| Component | FY 201415 | FY 201516 | FY 2016-17 LFf-fﬂﬁ-lﬂ Tﬂﬁm

.
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crore) | | | i |

Declsion Ne.16  The Authority decides to adopt the following approach for
consideration of taxation towards determination of tarffs for aeronautical services
pravided by DIAL at 1G] Alrport, Delhi:

16.a. To consider the operator as a legal corporate entity and treat its revenue
share as an operating expense for the purpose of estimation of corporate
taxes In respect of DIAL for the second Control Perlod.

16.b, To forecast the corporate tax payable on aeronautical earnings In the
second Control Period as per Table 59,

16.c. To true up the forecast figures of tax on aeronautical earnings of the 2nd
Control Period as per the actuals at the time of determination of asronautical
tariff for the third Control Period.

Order No. 40/2015-16 H T &)3 ~ Page4ll



19. Non-aeronautical revenue

a DIAL Submission on Non-aeronautical revenue

19.1. An extract of DIAL's submission on forecast methodology and classificatlons for Non-

aergnautical revenue dated 11,11.2013 is as given below,

“in this section of the regulgtory filfng, we present forecasts of non-
ageranautical revenues, together with explonotions to support these.
Farecast methodology:
We have forecosted the Non-Aergnautical revenue bosed on the noture of
revenue. There are services that generally grow in line with growth in:

1ATM

£ International Possengers

3 Total Passengers

4 Cargo growth

5 Others: There are revenue streams which are not linked to any of the
above drivers or are based on contracted amounts

We have taken the Numbers of the half Year ended 30th September 2013 and
extropolated the same for the full yeor assuming that the same growth trend

will prevail in the I holf of the year. These are the latest numbers availoble for
the filing.” I
19.2. An extract of DIAL's submission on “Air Traffic Movement Linked Revenue” Is given
as below,
“A, Inta Plane (ITP) Concassion revenues
This section is concerned with the forecast of the into plane revenues.
We have two ITP concessionalres nomely

1. M/s Indian Oll Skytanking Ltd. (1OSL); and

2. Bharat Stor Services P. Ltd, (BSSPL)
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These concessionaires ore responsible for Procurement, installation, and
Maintenance & Operation af TP Assets at |Gl Airport, ITP concessionaires pay

us 5% os concession fee.

Histarical trend of fuel throughput & into plone farm is as below:;

INR Crores | 2012-13 September 2013 (half year)
fnta Plane Service 1325 Q.68
TP AssUimptions:

» These services are availed by flights using Terminal 3.

. Gmwth. rate assumed here for revenue projections is of air traffic
mavements (ATMs) of 5.37% (CAGR) as per the Mott Forecast.

o Additional increase assumed over and above traffic growth is 5%.

» We olse foresee a trend omong alrlines to opt for better fuel-efficient
aircrafts such as 787, A320, Q400 etc. to reduce their operational cost.
This will have negative impact of 3% on ITP throughput at IGIA, Thisis in

line with the histarical trend where the revenue hos declined.

» Apart from above there will not be ony growth in this revenue stream
from any other foctor. There will not be any inflation-linked growth of
Man Aeranautical revenues.
B. Ground handling (Bridge-mounted equipment- BME)

Providers of bridge-mounted equipment pay a fixed percentage of revenue as
concession fee. The tota! concession fee payable is colculated by multiplying
total revenue by the revenue shore percentoge. Totol revenue consists of

following ground handling services:
# Ground power unit revenue,;
* Fre gir-conditioning unit revenue; and

s FPptoble woter revenue.

7 Wo\e, | rew
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forecasts for each revenue stream are based on MOTT forecast of alr traffic
movements as well as ossumptions in aircraft types and use of remaote stands.

Rates are assumed to remain unchanged in reol terms.

Historical trend of BME revenues is as below; INR Crores 2011-12

INR Crores 2011-12 | 2013-13 September 2013 (half

year)

Orldge-mounted equipment revenues 4.43 586 J.18
BME Assumptions!

s Growth of BME business is linked with ATM growth.
s We htve applied ATM growth rate of 5.37% (CAGR) as forecasted by
MOTT.

o  Apart from above there will not be any growth in this revenue stream
from any other foctor, There will not be any inflation-linked growth of

Non Aeronoutical revenues.

C. Ground hun&ﬁng revenues
This sectipn Is concerned with the forecast of the ground handling concession
fees payable, These are based on concession contracts with ground handling
providers, and are fixed until the end of concession term. There are currently
four authorised Ground Handling service providers ot the airport:

1. Cambota,

2. BWFS,

3. Alrlndig-5ATS and

4. Celebi,
These providers moke two types of payments:
o. Rentol or annual llcence fees, which has been covered below land rental
below: and
b. A concession fee expressed as g percentoge of revenue.

: i E@i‘b&n as below:

Histarical Revenue of gmqﬁ ﬁm i
i s 1
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INR Croves A0 2012-13 September 2013 (holf year) |
| Revenue from Registered Hondlers 40.66 21.82
Jrd Party Ground Handlers 16,22 a7

Total Ground handling revenues | 5688 2579

The Ground handling revenue of 2013-14 (hoif year) includes revenue from
third party ground handlers of Rs. 7.97 Crores, In future we expect that due to
chonges in ground hondling policy this revenue will not accrue to us, As such
the revenue Is forecasted bosed on only registered ground handlers.
Ground Hondling Forecast Assumptions. This forecast is bosed on:
e The ATNM forecast, sourced from MOTT.
o ATM Growth (s assumed to be 5.37% (CAGR) as forecasted by MOTT
» We have assumed a decline in rates of 2% due to increased competition.,
= As fer the terms of contract the GH price increase is based on WPI, As
per contractual term with GH we are eligible for an increase equivalent
to WPl every 3 years.
The current RO forecast of WP for next 5 years /5 6.1%.
Accordingly we hove considered on increose of 18.3% (6.1% X 3) for the year

FY2016 and FYZ2019. This is based on forecast report of professional forecasters
released by RBI.

RBI Forecast of WPI:
» Fxtroct from RB! Forecast (Results of the Survey of Professional
Forecasters on Macrogcohemic Indicators — 24th Round (Q1:2013-14).
Source: rbidocs.rbi.org.in/rdocs/Publicotions/PDFs/01MSPF270713. pdf
Split between different aircraft types, based on the current split and It is
assumed fo remain unchanged;
» No revenues have been considered for NACIL “Air India” Flights [Both
International and Domestic) as they are being self-handled by Air Indla

SATS Ground handling company. There [s no revenue accruing to DIAL

from above.

Order No. 40/2015-16

Page 415




o Apart from above there will not be any growth in this revenue stream
from any other foctor. There will not be any inflation-linked growth of
Non Aeranautical revenues.
The current ground handiing forecast has been based on historic ground
hondling revenues.
» The farecasted revenues have been increased at the ATM growth rate
of each year.
» We have taken the revenue of registered ground handiers for 6 months
ending September 2013 and extrapolated the same to arrive at 2013-14

numbers,

» These are the base numbers on which we hove forecosted future

FEVEITLIES.
D. Cute Counter Rental (Charges)

Cute counter charges revenue for 2012-13 was as below:

INR Crores 2012-13 2013-14
Huaif yeor
Cute Counter Charges
Domestic L 470 | 1.95
International 5.67 3.45
Total SERLT S BT ES 5.41
Assumptions;

» Growth of cute counter charges is linked with ATM growth rate of
5.72% (CAGR) for domestic and 4.27% for internotional as per the Maott
Forecast.

s  Six months revenue of FY 2013-14 [s extrapolated to arrive ot complete
year revenue and is used as base for future forecast.

o Aport from above there will not be any growth in this revenue stream
from any ather factor. There will not be any inflation-linked growth of

MNon dAeronautical revenues,”

-~
"

19.3. An extract of DIAL's submission an-"Total Passenger Trafflc Linked Revenue” is given

as below, e .
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A, In-flight kitchen (IFK) revenues
This section Is concerned with the forecast of the in-flight kitchen concession
fees. These are based on concession contracts with in-flight kitchen providers.
The rates hove been assumed to remain same due to competitive scenario.
There are currantly four providers af (IFK’s) services at the alrport:
1 Ambassodor,
Z Oberoi,
3 Sky Gourmet and
4 Taf Sats.
All providers make two poyments to DIAL:
» Rental or an annual licence fee, which has been covered below land
rental; and
* A concession fee expressed as o percentage of thelr total revenue
{revenue earned from inflight and outside catering).

The following are the historical revenues from In Fiight Kitchen;

INR Crores 2011-12 201213 September 2013
| e B ™, VI (half year)

In-flight kitchen revenues _ 36.62 33.20 17.15
IFK Assumptions:

infiight catering business usually grows at the rate of possenger growth rate;
however we ossume that there will be pressure in Chis stream due to
followings:

o The airline business will be negatively impocted due to cessation of
operations of full service airlines ke Kingfisher and American Airlines

o Shift of PAX Traffic from Full service airlines to LCC.

o Most of the domestic airlines are changing their meal concept from Full Meol

ta Eu:_p' on Board (808). BOB are much lower priced than the Full Meal that is
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resulting fn lesser revenue per meal to the caterer. We olso foresee, increase in
future demand of ready to cook meals (paockoged meals) in flights.

a Competitive environment in IFK business has resulted in reduction in per meal
grices,

o In wew of the siuggish business environment we hove not considered any
grawth for first two years.

o Thereafter we have only assumed a Y-o-Y increase of 4.60% (pax growth -
CAGR) as forecasted by Mott.

o There is no other growth including [nflation expected in this revenue source.

» We have token the revenue of 6 manths ending September 2013 and
extrapolated the same to arrive at 2013-14 numbers.

» These are the base numbers on which we hove forecasted future
revenues.

B. Cor parking, Entry Ticket ond Left Luggoge Facllity revenues
DIAL has concessioned out caor pork to Delhi Airport Parking Services Privote
Limited ("DAPS"). DAPS provides car parking management, entry ticket and left
luggoge services at the Dethi Airport. The parking facilities ot Terminal 1 and
are also handle by DAPS. DAPS monages services ot the airport and collect
charges/fees as revenus fram the users. The Delhi Airport has o five-storied car
park,
An overview of the car parking, entry ticket ond left luggoge faciiity oudited
revenue for financlal year 2011-12, 2012-13 and holf year of 2013-14d is
depicted in the following table.

INR Crores 2011-12 2012-13 | September 2013
(haif year)
Car park I 547 | 5.76 4,40 |

The Car Park business (s below tremendous pressure because of following:

o There has been a shift in possenger. t_r:gmt to T1 from T3 due to shift of traffic

towards LCC and the r:.::rﬂaﬁgé"' g ' Hh:‘\
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o The terminal T1 has limited parking space. This is resulting in a decline in the
revenue from car park.

o Metro impact wherein we expect stiff competition in terms of pricing and
passengers migroting towards the same over g period of time as it s

convenient and fast mode to connect city has resulted in less usage of cors

o Impact of DTC buses both in T3 and T1 has resulted in less usage of cars

We have taken revenue of the half year ended 30th September 2013 as bose
for extrapelation te arrive at forecost of revenue for the cantrol perlod.
Forecasted revenue (s escalated on following accounts:

o In year 2013-14 the revenue share has increased from 10% to 15% as per
terms of contract.

o In 2015-16 Revenue share is scheduled to increase to 20% as per terms of
contract.

0 In 2016-17 one time Porking toriff incregse by 15%. This is based on our
assumplion.

o Apart from above there is no growth expected due to any other foctor

including inflation

C. Retall

There are a number af concessionaires in Retail category at Delhi Airport. The
revenue shares payable to DIAL are o percentoge of total retail revenue. The
percentage is provided in concession agreements with the concessionoires. The
contracts also specify @ minlmum amount af guaranteed revenue (MMG). If the
revenue multiplled by the revenue share percentage falls belgw this minimum
guaranteed amount, the revenue share payment is replaced by the minimum

guarantee.

An overview of the historical revenue (s os below:
| INR Crores | Tian1:12] 2012-13 | September |
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“FaT 2 | F 2013(half year)
Retoil-Duty Pald | 4238 5845 31.10|
Increase of 28.6% in FY2013 vis-g-vis FY2012 wos ochieved as many large

vacant retail spaces were let out to new concessionaires.

We hove taken revenue af the holf year ended 30th September 2013 as bose
for extrapolation to arrive at forecost of revenue far the control perlod,
Forecasted revenue Is escolated on following accounts.

Tatal passenger traffic growth of 4.60% (CAGR) as per Mott Study

1. Additional growth of 2% pa

2. Apart from obove there Is no growth expected due to any other foclor

including fnflation.

INR Crores 2013-14 | 2014-15 | 2015-15 | 2016-17 | 2017-18 | 2018-13
Retail-Duty Poid |  62.20| 6636 7080 7554| @8060| 8599 |

D. Food & Beverage and Lounges

DIAL has following major food ond beveroge concessionaires:
1. Travel Food Services (Delhi Terminal 3) Private Limited,

2. Devyani Food Street Private Limited and

3. Deihi Select Service Hospitolity Private Limited,

4, Lite Bite foods Private Limited

5, Devyani International

These concessions hove been entered into with the oim of undertoking the
design, establishment, setting up, development, operation, maintenance and
maonagements of food and beverage outlets at the Delhi Airport, The Dethi
Airport has food and beverage outlets, folllng within the cotegories of cafes

and bars; fine dining; quick service restouronts and sweets ond Ice creams.

E. Lounge revenues
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In case of lounges we get revenue share. The revenue shares payable to DIAL
are o percentoge of total lounge revenue. An overview af the audited revenue
of financial year 2011-12, 2012-13 and half year of 2013-14 is as following:

INR Crores 2011-12 2012-13 | September 2013
Hajf vear

| Food & beverage | 41,39 42,24 24.18
Lounges | 20,10 18,52 10.39

e There Is g shift of traffic from T3 to T1 due to collopse of Kingfisher and

emergence af low cost carriers.

s The food and beverage option ot T1 are limited and there is going to be

pressure to be able to get the same level of revenue as 2012-13

e In T1 since the spoce is limited, the shift in possengers are not
E_ﬁ‘EEJI.‘I'uEJ'y being converted into revenue, Also due to imitation of spoce

for large format concepts, there is growth limitation
We hove taken audited revenue of the half year ended September 2013 as base
for extrapolation ta arrlve at forecast of revenue for the control perlod.
Forecasted revenue is escalated on following accounts.
1. Total possenger traffic growth of 4.60 (CAGR) as per Mott Study

Z. Apart from gbove there (s no growth expected due to any other foctor
including inflation.

For Lounges the following is the list of concessionaires and the expected

revenue:
Contract Name Current Maonthly Avg. Billing (in Rs. Crs)
Premium Lounge T10 5HA DE=—saur="
Premium Port Lounge 0.31
| IT€ Lounge at T3, Int'l Wing e = 017}
Fremium Port f.ﬂunu'e.. INL 04 T-3 .16
| Emirates Lounge, IL-8 T-3 | _ R | &.287
Buddy Rﬁ'm.h',ﬂme.:vr Lnunge Domestic .11
Departure T-3
Singapore Alrlings I.nurrg'e wLog fEL_,_. a.08

| Lufthansa Lounge 1L 09 (4] :: s N . 0.10
Fk

]
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| Nap & Massage T10 PPML - 0.03
Air ingia Lounge A 0.29
| Grand Total == 1.56
Annual Profected 18,75

For Lounges there Is only overall pax growth used for escalation assumption
because af the following reasons:

a. Impact of business in lounges due to shift in passengers to T1. The T1 s @

small terminal with less option ond os such revenue generation also is low.
b. Closure of Kingfisher has impacted business.

€. Impoct on CIP Lounge operators due to direct lounge operations by airline
d. Consolidation of business and competition in terms of pricing

Following is forecost of Food & Beverage and Lounges

INR Crores 201415 | 201516 | 201617 | 2017-18| 201819 ]

Food & beverage 5058 | 5291| 5535| 5789  60.55

Lounges 1961)| 2051 2146 22.45 | 23.48
Radie taxi

Radio taxt service providers pay fees to DIAL for the use of the facilities.

An averview of the oudited revenue for financigl year 2011-12, 2012-13 ond
half year of 2013-14 is depleted in the following table:

INR Crores 2011-12 2012-13 september 2013 -
Half year
Radio Taxi 15586 15.01 8.03
T

There is drop of obout &% In revenue from roglo toxl fn 2012-13 a5 shown
above. The reasons of decline are
1 Avaitability of alternote means of transport ke metro,

2 Shift to Black and yellow taxis due do tightening budgets both of the fomilies

and carporates.

3 Better connectivity by bus
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We have taken revenue of the half year ended 30th September 2013 as bose

for extrapolation ta arrive ot forecast of revenue for the control period.
farecasted revenue is escoloted on following occounts.

1, An overall growth of 2% p.a.
2. Apart from obove there is no growth expected due to any other foctor
including inflation,
F. Other Travel Services
There are other trovel service portols/providers which accupy space ot termino!
and pay fees to DIAL for use of facilities. An overview of the audited revenues for

financial year 2012-13 and half vear of 2013-14 is depicted in the following tabie

INR Crores 2012-13 September 2013 (Half year)
| Other Travel Services 10.31 618

We have token revenue of the holf year ended 30th September 2013 as base

far extropolation to arrive at forecast of revenue far the control period.
Forecasted revenue is escaloted on folfowing occounts,

1. An overoll possenger growth of 4.6% p.o.
2. Apart from obove there is no growth expected due to any other faoctor
including Inflatian.”

19.4. DIAL'S submission on “Total Passenger Traffic Linked Revenue” is given as below,

*A, Retoil-Duty-Free revenues

Duty free was concessioned out on a competitive bidding where the highest
bidder was selected to manage the auty free operations ot alrport. The duty
free Is concessioned out to Delhi Duty Free Services Pvt. Ltd. (DDFS). DDFS waos
Incorporated for the purpose of setting up, develaping, operating, maintaining
and managing the duty free outlets at the Dethi Airpart.

DDFS is the largest duty free retail operator in India operating out of Terminal-

3, The duty free shops at the Delhi Airport ore spread across internotional

departure and arrivals, Bﬂﬁi-g@‘ﬁﬂﬁé}_ﬁwde renge of products for possengers

'_l...-'—"'-.‘_
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such as perfumes, cosmetics, confectionery, liguor, tobocco, souvenirs and
fashion, DDFS also has o specialty foshion area at the international departures
area where travellers can purchose fashion products and occessories from
iuxury brands.

Contract with duty free provider also specifies @ minimum amount of
guoranteed revenue to DIAL (MMG). If the provider's revenue is multipiied by
the revenue share percentoge falls below this minimum guaranteed amount,
the revenue shore payment Is replaced by the minimum guarantee. This is the
case In every year af the forecast. The minimum guorantee for the
concessionalre DDFS is expressed as o constant amount per possenger in Us
doliars.

An overview of gudited revenue for financial yeor 2011-12, 2012-13 and half
year af 2013-14 is as following:

INR Crore 2011-12 | 2012-13 | September 2013 Half year
Retail-Duty Free — DIAL revenue 157.09 154,594 111.85 i
.shre. Ty *

However if we see the tu r}'ra_l..rer:nf?crhr:_gsﬁa}'rmre In USD terms it is EE\:EFE'J']-‘ below

pressure as shown befow:
LSS0 = million i 2011-12 | 2012-13 Septemnber 2013 Half yEar
Retail-Duty Free turnover of ar 108 57
concessionaire without
promotional iIncome
Growth % 12% il 5% |

The increase 2013-14 Is mainly because of depreciation of indlan currency.
= [N USD terms the growth is not high.
= The growth has severely declined in 2013-14 as shown above.

We have taken revenue of the haolf year ended 30th September 2013 as base
for extrapolation to arrive at farecast of revenue for the control perlod.

Going farward with the economy in a very bod shape the discretionary spend
by passenger is going to be hit the maost. The Duty Free mainly deais in fuxury

goods. This is the item that is impacted-the most in on economic downturn. As
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such we expect that the performance of the Duty Free Is going to be Impacted

in this controf period.

Forecasted revenue (5 escolated on following accounts:

1. International possenger traffic growth of 4.60 (int! Pax CAGR- os per Mott
Stuey).

2. Additional growth of 2% pa

3, Apart from above there s no growth expected due to any other factor
including inflation.®

DIAL's submission of summary of the "Other Revenues” for the 2nd control period is

glven as below,

"A. Advertisement revenues

DAL has concessioned out the advertisement below o compelitive bidding to
TiIM Delhi Alrport Advertising Private Limited ("TIMDAA"). DIAL gets a revenue
share of 55% (up to 15 yeors) and 61% (from the 16th to the 20th year).

TIMDAA provides odvertising opportunities within ond outside the Delhi
Alrport. The sites owarded are classified below following major locations (i)
lecations ot Terminal 3 - indoor and outdoor sites ot Terminal 3; (i} locations at
other termingls — indoor and outdoor sites at Termingl 1; and (i) metro
stations.

Advertising oppartunities within the airport is in the form of ambient lit
banners; frant It static sites, bocklit totems, digital media, wall wraps and
pillars, promotional stalls, strollers, giont bannérs and light boxes. Advertising
apportunities outside the Delhi Airport are in the form of bonners along the

road to and from the Delhi Airport, Historical revenues till 2012-13 have been

os below:
| al o
INF Crores Saiigs l ot September 2013 ;Z.'{
Advertisement 55.85 | 70.43 40.54
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Advertisement Is o discretionary spends of the corporates. Advertisement
revenues are curtalled the most in an economic down turn. As such we expect
pressure on the revenues In the future years.

2, Advertlsing busingss’s growth depend on foctors like macro-economic
scenario and Industry growth driven by corporate spends Due to slowdown and
reduced spends by corporates on farge O0H format, the growth is expected to
he challenged.

We hove taken revenue af the holf year ended 30th September 2013 as base
for extropolation to arrive at forecast of revenue for the control period,
Forecasted revenue 5 escalated on following accounts

1. We have considered troffic growth of 4.6% YOY for the future during the
control period

2. Apart from above there is no growth expected due to ony other facter
including inflation.

B. Foreign exchange

In case of foreign exchange, there is g cap on the commission chargeabie by the
cnncessfﬂnairesz The concessionaire share part of their commission with DIAL
thot /s expressed os o percentage of thelr total turnaver. The contracts with
concessianaries also speclfy a minimum amount of guargnteed revenue
{minimum monthly guarantee of MMG).

An overview of the oudited revenue for financial year 2011-12, 2012-13 and
half year of 2013-14 is depicted in the following table;

INR Crores _] 2012-13 | September 2013 Holf vear
Forex | 4209 | 23.00

We have taken revenue of the half year ended 30th September 2013 as base

for extrapolation to arrive at forecast of revenue for the control perlod.

Forecasted revenue for the period is escaloted on following basis:
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1. Growth assumed of 4.6% p.a. (international passenger growth) from 13-14
due to lower conversion on account of change in profile (higher NRI and tour
groups whose spending is lower in Forex ot oirport)

2. Perceived higher value of USD and hence lesser spends

3, There is no other Incrense expected from inflation or any other factor

C. Land License Revenue

1
In cose of Land revenues, the same is bosed on vorlous leases with Alriines,
Government Agencies, 0il Companies and Private Agencies the lease revenue is

derived., The rates hove been escoloted by overoge 7.5 % p.a. based on

contracts,
INR Crores 2012-13 | September 2013 Half pear
Land License Fee 11046 | 55.69
Prior perlod revenues booked In 2012-13 4,61
‘Nt Revenue L 105,85
Revenue from area ilkely to be 19.09 |
surrendered during Control period il =
being forecasted separately
Net 1 86,76

The above income (5 extrapolated below two heads:
1. Contracts which will continue without any interruptions

2. Contracts which are likely to be surrendered based on information avallable

obout their alternate arrangement.

IR Lroves - | 2012-13
Total Reveniue [ | 105.85
Revenue from area which will progress normal increase B6.76
Revenue from area likely to be surrandered during Control period |l - 16.09

| being forecasted seporately

We have forecasted the revenue in followlng manner:
« Revenue from areas that is not likely to be surrendered in current

control period Is escalated @ average 7.5% P. A,

———
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» Revenues from areas thot is llkely to be surrendered in current controf

period. This amount (s projected based on the lTkely date of surrender

based on contracted rote of those areos.

» Thereis no traffic linked or any other growth expected due to inflation.

el It Is envisaged that the followlng Land area will be surrendered. The area

details and reason and year of surrender s o5 given hereunder:

Tenant Area (Sg. mts.) = Reason | Surrender during Year
Celebi 5,563 Temparary allocation to be Fr2mz-13
po— . ___Surrender

Kingfisher 2,254 Operations closed FY2012-13

Mrlllrrres i et ——— ——————————er-—— o ————r——

Biue Dart 5,200 Excess oreo surrender FY2013-14
OGS0 : £.296 Excess areg surrender Fr2013-14
ACAT 8235 | Relocating to Cargo Terminal FY2014-15

CI5F 2.807 Arga surrender FY2014-15
CISF 44,310 | Relocoting to orea allotted by FY2016-17

o4
Contacted lease rental from these parties is as below:
Tenant Area (57 | 2012-13 | 2013-14 ( 2014-15 | 2015-16 | 2016-17
mis. ) ]

| Celebi 5,563 1.61 - 4l )
Kingfisher 2,254 | .15 - - - -
'qinl]lnﬂ | . | . .

Biue Dart + 5200 180 | 193 - T -
G G0, el bl L, =
ACA] 8,235 142 1.5% 1.64 - .
CISF 47,217 | 1264 13.59 14.61 1249 | 1342

Total 74,765 15.09 18.63 16.25 1249 13.42

D. Space rentals revenues

Space rental comes from lease of space within the terminals. The revenue for

rentals is based on the controcts ond the existing arrongements. The rotes have

been escolated by 7.5 % poo. based on relevant contracts. The aobove income is

extropoiated below two heads:

1. Contracts which will cantinue without any interruptions

2, Controcts which are likely IE_I"JE
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It is envisaged that the following Space areas will be surrendered during

FY2013-14 period.
Tenant | Area (5g. mts.) | Rental (Rs. Crg) | Reason
| Paramount Airways |2856 |03
Kingfisher Alrfings LEFS 6L 183 Operations closed ot
e L B s T R Gethl Alrport
Menal Alrlines 2533 003 Cperations closed at
== S S Deihi Alrport
Alr Asig 47.00 0.04 Operations closed ot
| FESE™ < | dAN I WY | Deihi Afrport
MDLR Airlines 55,60 005 Cperotions oased at
R e = S D S ) U it
Aerasuit Alriines 21.67 .03 Operations closed ot
Delhi Alrport
Eat On Smart- 115 oL02 Cperagtions closed of
Hotels Delhi Airport
Travel Food Services | 1645 0.04 Operations closed ot
Delhi Afrport
Maar Aviation &715 0.02 Operations closed of
Services Deihi Airpart
Fhillipines Alr 20.00 .08 Opergtions closed of
| — = Drethi Airpart
Sahara Int'l Alrport | 96.00 a.03 surrendered
Put [td L
Tatol | 218237 (220

Considering the large surrender of spaces, the actuol revenue of Rs. 20.58 Crs
for the & months ending 30wSep. 2013 Is extrapoloted and used os the bose for

faorecasting of revenue in the next controf perlod.

E. Cumnw:: Area Maintenance Charge (CAM)

Maintenance cost of the Commaon Space (s additionally recovered from lessee of
space. The farecasting of such charge is based an the cantrocts ond the existing
arrengements. The rates hove been escoloted by 7.5 % p.a. based an normal

increase n the controcts,

i Cranes <0121 September 2013 Holf year
Lommon Areéa Maintenance 2.96 A
Prior peripgd revenues 1.9
het Revenue 1.67

; i
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We have extrapolated the half yearly numbers of September 2013 to arrive at
2013-14 numbers and used the same o5 base for forecosting the future
FEVENLUES.

F. Hahgar Rental

Hanger rental comes from lease af hangers to airfines. The revenue for rentals
it based on the contracts ond the existing arrangements. The rates have been

escalated by 7.5 % p.o. based on relevant contracts.

INR Crores ; 201213 September 2013 Holf year
Hangars 13.53 __ 799

We have extrapalated the half yearly numbers of September 2013 [EI- u;'m-'e at
2013-14 numbers ond used the same o5 bose for forecasting the future
revenues.

G. Transit Hotel

Transit Hotel facility has been provided to the passengers at Terminal 3. The
hotel business hos been concessioned out ta a third porty for consideration in
form of revenue share that Is o fixed percentage of gross revenue, The revenue
shares payable to DIAL is as o percentoge of total turnovers of concessionalre.
Contract with provider also specify @ minimum amount of guaranteed revenue
(MG,

An overview of the audited revenue of financial year 2011-12, 2012-13 and half
year of 2013-14 Is as following:

INR Crares 201312 2012-13 | September 2013 Hoif year |
Transit Hote! 1.57 217 1.23 |
There is gaing to be o huge supply of hotels in CPD in the current control period

and we do not expect revenue mare thon MMG from this concessionaire.

H. Airport 5ervice Chaorges

All the concessionalres pay fixed monthly service charges for commaon services.

Annually, the alrpart service charges are escolated by CP! an the first day of

January every year.
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The following are the Airport Service charge collected during 2012-13 and
2013-14 (Half Year ending September 2013);

INR Crores 2012-13 September 2013 Half yeor

Alrport 5ervice Charges 18.15 . 543
A CP| bosed growth of 7.7% (as per the forecast of Professional Forecasters

Published by RBI for next 5 years) has been assumed as per the terms of
controcts,

I. Bank ATM revenue

On Bank and ATMs, there is @ monthly rental per location per month. This s a
fixed monthly amount payable to DIAL. The contracts with concessionaries also
specify o minfmum amount of guoranteed revenue (minimum maonthly
guarantee of MMG).

An overview of the oudited revenue for financial year 2011-12, 2012-13 and
half yeor of 2013-14 is depicted in the following table:

INE Crares 2011-12 201213 September 2013 Haif year 1

ATM 11.36 11.37 .i:l:l_s_|
We presume that gaing farward there will be no fresh leasing of ATM and Baonk

space ond lease rental would remain constant during the forecasted period.
There will be no Increase in the revenue from Banks and ATM because the rates
and aren lease out (5 not increasing.

I Telecom/Branding

Revenue of telecom/ Branding for the yeor 2013-14 is forecasted bosed on
2011-12 revenue and It is escolated by passenger growth and further Increased
by 5% pa.

Since the telecom is below tremendous pressure due to heavy losses and
reduced margins there s expected to be o decline in the revenues and the
pressure (s likely to be huge going forward. We also expect some key telecom
bronding contracts which explre in near future to get renewed at a further
lower valug due to poor market sentiments, However we have nat assumed any

decline in current revenue.”
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k. Other Miscellaneous
DiaL is likely to receive some other miscellaneous fncome, such os Posses
issugnce charges, Penalties and athers. An overview of the audited revenue for

financial yeor 2011-12, 2012-13 and holf year of 2013-14 (s depicted in the

following table;
INR Crores 2012-13 September 2013 Half year
Posses/Penalties/Other Misc. 4.86 087

We presume that going forward these revenues would remain canstant during
the forecasted period.”

19.6. DIAL's submission of Cargo revenues for the 2nd control period is given as below,
“‘DiAL  has given concession for Corgo Terminols to the following
concesslonaires os per the Operactions, Monogement and Development
Agreement (OMDA) signed between Alrports Autharity of indie and Delhi
International Afrport Private Limited:

1. Celebi Defhi Cargo terminal Management india Put. Ltd, {CDCTIMIPL)

2. Delni Cargo Service Centre {DCSC)

These concessionaires provide cargo-handling service ot Carge Terminals at
IGIA and give to DiAL

1. Revenue share from Cargo Handling and

2. Space rental

The revenue share % from both concessionaires is as below:

1. Celebi Delh| Cargo terminal Management India Put. Ltd. (COCTMIPL): 36%

2. Defhi Cargo Service Centre (DCSC): 24%

Historical Cargo revenues of DIAL are as below:

INR Crores 2 2011-12 | 201213
Cargo Revenues from 128.46 129.36
Concession (INR Crores)

A. Assumptions for forecast:

The Cargo forecast has heeg.uﬁlné" B
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1 Tonnoge:

a. First year of the next control pericd, Le, FY 2014-15 3.94% growth (half of
the forecast of Matt) has been considered.

k. There has been a slowdown in growth of Cargo Valumes in last 2 yeors
(negative by 5.56% ond 1.52% respectively) and the same trend is seen in 01
and Q2 af FY 2013-14. As such It is ossumed that Cargo growth will remain in
pressure. A similar trend has been noted in Domestlc volume, hence in first year
2.75% growth (Half of Mott Forecast) is assumed.

¢. Thereafter from 2015-16 onwards it is assumed thot the Cargo Growth will
be as per the growth forecasted by Mott McDonald

Traffic Forecast -Cargo 2014-15 2015-16 to 2018-19
(% Growth] (% Growth)

Internationsl 3,94% 7.88%

_Damestic 2.75% 2.50% |

2 Market Share:

a. On International side, It is assumed that the market shore of DCSC will
gradually Increase and market share of COCTMIPL will decline in the next
control period. it is to be noted that DCSC has a significantly lower revenue
share of 24% than that of COCTMIPL which Is 36%.

b. On domestic side, market share of DCSC may remain canstant at 75% during

the next contral period.

arket shore | 2013-14 | 2014-15| 2015-16 | 2016-17 | 2017-18| 201812
Celebl Market |

share

| International 0% | @ 70% 50% GO% |  S5M|  S55%
Domestle |  25% 25% 25% 25% 25% | 23%
DECSC Market share . _ i e
internotiongl 20% 30 40% | 4% 4555 45%
Domestic 7w 7] 75w 7ok 75% | 75%
4. Demurrage.
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Demurrage Is expected to continue to fall as is seen in historic trend. Last two
years have shown a negative trend fn Import ond Export both. it Is expected to
fall further by 10% year an year,

5. X-Roy Screenfng:

X-Ray screening Income will increase ot the growth rote of Export and
Outbound Volumes. Hence the average tonnoge growth is essumed during the
next control period,

B. Forecast methodology:

1. We have extrapoloted the totol revenue of DIAL based on revenue share of
respective service providers to arrive ot the total corgo market,

2. This we have bifurcated amongst Handling and Demurrage revenues,

3. We have considered growth on varlous revenue items os Handling and
Demurroge as per the ossumptions mentioned above,

4. Thereafter we have divided the total market amongst two concessionoires as
given above.

5. Bosed on revenue share percentage of the concessionaire, the total revenue
of DIAL has been arrived.”

“D. Ratienale for Drop in Revenues:

Revenue to DIAL Is expected to drop Y-o-Y from FY 12-13 till 2015-16 due to the
following reasons:

@. Shift in market share from COCTMIPL to DCSC with revenue share declining
from 36% to 24%.

b. Demurrage Is expected to continue to fall os seen in historic trend. This will
be enabled by improved facilities of cargo handiing.

¢, Marginal growth in Tonnoge due to global slowdown. In the last 2 years

there has been negative growth in International and Domestic.*
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19.7. DIAL's revised Its 11,11.2013 submission in its submission dated 23.07.2014 on
summary of non-aeronautical revenues Is as below on account of availability of
F¥Y2013-14 years, Its revised submission is as below,

"We have revised the forecast for the next control period based on the oudited
numbers of 2013-14, Following 15 @ summary of the revised forecast:

in INR Crores Fyld | Fyid | EV1S LF‘FIE_L Fr17 | F¥Y18 | Fri19
ek Eorlier Ny
Air troffic relmted
Subm! | Actual Revised Projection
Ve nNLes
tred
Into plane concession
1 1 1 2 2 2 2
Jee .
Bridge-mounted = | | i BT
idge 5 5 5 5 [ 5 5
equipment reveEnLEs { I
Ground handling 7\ W L el |
&4 45 47 58 &1 &4 79
FEVENEE .
Ground hondling i
o 0| 18 |
revenues =37 Porty ,
o I— : - |
£ 5 5 5 5 [ &
Dom, |
"Cutecounterchorges- | | | | " §
7 [ 7 :Fr 7 B a
Intl
‘Subtotel Air troffic e ===
&2 80 65 77 81 86 102
reloted revenues
Fmrngertrum:'-ﬂmd_ revenues - - . =T
In-flight kitchen | = f
34 l a5 35 kL ar 39 41
FEVENUETF |
10
n
45
21




Other travel services 12 15 15 || 16 | 17 17 | 18
Subtotal Pox traffic :
S0 218 237 240 254 266 7a
refated revenues
Int'l passenger traffic related revenues
Retoil-Duty free 224 | 247 | 264 | 281 | 300 | 320 | 342
 Subtotal Int' Pax traffic | | | i
224 247 264 281 300 340 342
relgted revenues
Other revenues . d - _
Advertisement [ &2 | 90 [ s« [ s [ 103 | 207 | 112
Forex 46 | 48 | 50 52 55 57 60
[ Land license fee | 111 g8 | 307 | 110 | 114 108 118
Spoce rental a1 43 47 50 | 54 58 62
Hongar T 19 | 20 22 23 25
Common areg E a0l i
8 5 a ] (] 7 &
management I |
Transit hotel B 3 5 | 2 3
Airport service charges | 19 | 19 | 21 | 22 | 24 26 28
Bank ATM 13 15 15 15 15 15 15
| Telecom ST E Rl A i 8
Misc, others 2 TR BE iR e 2 2
Subtotal Contract [ I -
345 45 65 J87 405 414 438
linked revenues
Cargo revenues i ==
Cargo Concession fee — |
| 82 o4 85 i a1 i 82
Browrfield
Cargo Concession feg = 3
21 22 28 36 ar 43 45
Greenfietd
—_ - — il
Cargao screening =
& 7 7 ] 8 g a
Daomestic |
Cargo screening — »
14 i5 16 7 159 20 22
Exports
_C:irga others B ..--'L'- g a i a 0
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Subtotal Corgo | |

124 | 141 | 136 | 138 | 145 | 150 | 158
FTEVenues
Total Non-Aero '

955 1,035| 1,062 | 1,124 | 1185 | 1,236 | 1319 |
Mevenuegs Il l_

e. Authority’s Examination of DIAL Submissions on Non-aeronautical revenue

19.8.

19.9,

The Authority had carefully examined DIAL's submission regarding all components of
the non-aeronautical revenue for the second Control Period. The Authority had
sought from DIAL the Auditor's Certificates providing detailed break-up of revenues
from aeronautical and non-aeronautical sources, duly reconciled with the amounts
shown In the DIAL's Balance Sheets relating to FY2011-12, FY2012-13 and FY2013-14.

The Authority was in receipt of the same.

The Authority had noted that, DIAL has projected the streams of non-aeranautical
revenue for the second Control Period under five groups namely, (i) Alr-traffic
related revenues, {ii) Passenger traffic related revenue, (i} International passenger
traffic related revenue, {iv) Contract-linked revenue and (v} Cargo revenue, These
Eroups have been formed by DIAL as per the key factor, which drives the growth of
these revenues. Based on the growth rate of the drivers such as passenger traffic,
ATM traffic and cargo traffic, each sub-head of non-aeronautical revenues has been
projected by DIAL at respective growth rates. Contract-linked revenue has been
projected on the basis of contractual provislons for varlous concessionaires. The
values of non-aeranautical revenues prajected by DIAL for the second Control Period

are presented in Para 19.7 above.

19.10. The Authority had noted that the growth in actual non-aeronautical revenues of DIAL

in the first Control Period exhibits a fluctuating trend, as presented in the table
below. The average growth of actual non-aeronautical revenues for the first Contraol

Perlod worked out to be 15.52% (including other income), as shown in the table

bielow:
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Table 60: Actual Mon Asronautlcal Revenoe as ped

Parlad

" INR Crore

- Actual Non Aero Ewenue
Emwm W0 y-'il'-l-

| Ah‘;!l‘:lg! gmwl:h |:| .8

|r Qther Inr:c-me (el dividends)
Mon Aero Revenue rnl;ludLnE

| Gther Income

'_Er'l:lw'l:h ¢ ¥e0eyH

| Average growth p.a

| 2009-10
| sos31

 1470%
846

602,77

1552

HAL

2010-11

576.96 |

2.92% |

115{?

588,46
-237%

| 201112

77621
34.53%

16.35
792.56

a68% |

2012-13

895.22 |
lll.!:l-ﬂ-ﬁ I'

23. EIJ
808 82

14.67% |

& fimancial statements in the first Contral

| 2013-14

100140
13.02% |

44,63

1,046.03

15.10% |
|

19.11.

18.12.

The Authority had fur'ther ﬁmad the DIAL projections fnr the non- aernnautl:al
revenue for the second Control Period. The Authority had noted that the average
growth In total non-aercnautical revenues for the second Control Perlod as per
DIAL's Tariff Model turned out to be 5.53%, wherein the projections do not include
CPl Inflation. Also, DIAL assumed Other Income to be nil for the second Control
Period.

Table 61: Non Seronautical Revenues projecied by DIAL far the second Control Perlod

| INR Crore 2014-15 | 2015-16 | 201617 | 2017-18 | 201818 |
Projected Non-Aero ' ' , - :
Revanues [incl. other 1.061.65 1133131 1,184.41 1,335:37 I 1.317.67
Income at nil} |

| Growth , y-o-y% 5.75% 5.46% | 4.30% | G.66% | 543
Auer.aga growth p.a 5.53% | B ' v | '

The Authority had observed that actual non-aeronautical revenue varies significantly
from the projections made by it for the first Control Perlod in its Delhl Tariff Order
Mo. 03/2012-13. Further, the Authority noted that the average growth in actual non-
aeronautical revenues for the first Control Period is 15.52% (refer para 19.10 above},
whereas the average growth in the projections of the non-aeranautical revenues
made by DIAL for the second Control Period Is 5.53% (refer para 19.11 above) which
worked out to be 9.25% (refer para 19.13.2 below). Due to the fluctuating trend in
growth, the past growth of non-aeronautical revenue may not serve either as a

benchmark or guide in making the non-aeronautical revenue forecast in the future.

Hence, the Authority considered that it may not be appropriate to make accurate
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projections about the non-aeronautical revenues growth in the second Control

Period,

19.13. Thus in view of above, the Authority proposed to consider DIAL projections for non-
aeronautical revenues under each sub-head for the second Control Perlod with the

following exceptions:

19.13.1. The Authority had applied CPI inflation rate of 6.6% (refer para 22.4 below)
for each year in the second Contral Period on all non-aeronautical revenue
sub-heads other than contract-linked revenues. For the latter, the Authority
proposed to consider revenues as projected by DIAL as per the contract
dgreements.

19.13.2. The Authority proposed to consider the actual revenue realized by DIAL for
FY 2013-14 as the base for projections for the second Control Period.
Accordingly, the average growth rate for non-aeronautical revenue
projections for the second Contral Perlod worked out to be 9.25% {refer
Table 62).

19.14. The Authority also proposed to true-up the non-aeronautical revenue based on the
actual non-aeronautical realized by DIAL during the second Control Period at the

time of tariff determination for the third Contral Period.

19.15. Further, while making the projection for non-aefonautical revenue, the Authority has
noted a sub-head under the name of “Other Incomes”, which captures revenue from
Interest received from deposits with banks and other entities, profit on sale of
Investments, Interest received on account of delayed payments, sale of other
materials / scrap, profit on sale of depreciable assets, dividends, management fees,
realised forelgn exchange gain/loss and miscellaneous Income. The Authority was of
the view that this sub-head is contingent upon the internal cash flow management of
DIAL and uncertain sources like foreign exchange [ delay in payments etc. The
Authority, for the time being, had projected this sub-head at ‘nil® value for the
second Control Period. However the Authority proposed to true up the "Other
incomes” based on the actual values realized by DIAL during the second Control
Perlod at the time of tariff determ?‘ﬁaﬂéu fur‘-?;"hg third Contral Perlod.
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Cargo Revenues

19,16, As per DIAL submission, cargo revenue for DIAL had been segregated in three heads;
(i} Space rental revenue (I} revenue from demurrage and [ill) revenue from handling
of cargo. Space rental revenue in DIAL projections had been projected on the basis of
a flat growth rate of 7.5% per annum, Revenue from demurrage was projected to
decrease at flat 10% per annum. Revenue from handling of cargo was projected to

Increase at the rate of cargo traffic growth.

18,17, The Authority had noted the indicated share among its two cargo service providers
does not match with that of the figures available with the Authority. The Authority
has further asked DIAL for details regarding the same. For the time being the
Authority had accepted the submission of DIAL for ts workings. The Authority
considered an inflationary growth along with DIAL's growth drivers for projection of
revenues from cargo space rental and handling of cargo. The Authority proposed ta
accept DIAL's submission of not applying the CPI-IW inflation on demurrage revenue

and accordingly calculated the projected cargo revenue for DIAL

19.18. While revenue from Into Plane (ITP} Service revenue was considered as Non
Aeronautical revenue during the first control period, the Authority was of the view
that ITP is an integral part of the Fuel Farm revenue and is directly linked to the same
(Refer paras 20.27 to 20.28 below). Hence the Authority proposed to consider
revenue form ITP service as aeronautical revenue. The Authority also proposed to
cansider revenue from CUTE counter charges as aesronautical revenues (Refer Paras
20.20to 20.24 below).

19.19. Thus, using the approach described in paras above, the Authority had calculated the

non-aeranautical revenues as below,

Table 62 Non Arranautical Révenuves proposed 1o be considered by the Authority in the second
Control Perlod In Consulintien Paper Mo, 16/2014-15
|'i'riﬁrnm 2014- 15 | 201516 | 2016-17 2017-18 | 201B-18

| Alr tratfic related revenues ;
| EF|I:|EE mnuntEl:I equipment revenup_f, 521 5 AR : 5. TR 5.08 | 642
EEM 8093 | B85.27 B9.BS | 109,44
o I' i!'t:il.! e, 8641 91.05 05.94 | 11585
" — b sl | it s
v "
e - — - ——— — -
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Subtotal Alr traffic related revenues




Pi!EET‘I.IEF traffic related revenues

| In-flight kitchen revenues 35.46 | 3548 | 3954 4400 | 4915 |
| Carpark (incl. entry ticket & left ings| nev| aiee| da4s] 132 _
Iuggage fee) | | | e i
Retall-Duty paid 83.12 | ' 94.53 | 107.51 | 12228 | 139.07 |
__Fqud&bwaraaa £3.22 | 59.34 | 6617 | 7378 | 8327
Leunges 2295 | 2559 2853 | 3B 3547 |
| Radio tax 18,61 | 2024 2201 | 2303 | 2602 |
| Cther travel sericed 16.26 18.13 | 20021 2254 | 2513
| , _ | ] e
Subtotal Passenger traffic related | |
39,90 : 29 330,80 | 37041

revenues i3 iyl e (R i |

International passenger trafflc ralated Tl't'lr'll.lll 1] . |

| Retall-Duty free _ 280, 991_'_ 31957 ' 36346 41337 ' 470,14 |
;;“'::‘::m:::'::::f“““’" ' zamasi 3957 | 36346 133 _m.ul
' Contract linked revenues | el | |
Advertisement o3.63 | oa1a | 1ozes 10738 | 1123z |
foren 5049 | 5250 | 5481 5744 | 6008
Land license fee 13350 | 14352 | 15428 16585 | 17829
Land License Fea (Area surrendered) | 20.19 16.98 1394 | 0.00 0.00 |
Hangar | e 2011 | 2162 | 2324 2498
_i::umml:ln area management , 5.52 I &0 | E_su-“ .98 B T-'_E._l
Transit hotel —a 223 | z&?_ 296|308 3.15
.ﬂ;}rpnrt seryice charges 20.50 I 21 35 23.29 . 21.5.3 . ZE.d?m
Bank ATM "3 1463 | 1463 | 1463 1463 | 1463
Telecom - TS4 | 754|754 754 154
Fenalties 0.20 020| 020 02| 020
Misc. others = 1.90 | 1.80 | 1.50 . 140 150 I
Subtotal Contract finked revenues | 369.03 | 386.29 | 40443 413,05 . 437.07
1 1 1
Cargo reu;'enue-:. | .
Concession fee — Brownfisld = 'ﬁi!.-sa [ 'éi'!.d. 8249 9480 | II:IE 15
Concession fee - Greenfield | 2924 3987 | 4385 | 5334 5943
il chne e | MBO7 12840 1634 U814 | 16459
Total | 1,079.64  1,180.93 | 1,290.94 140139 | 155806 |

19.20. As mentioned in para 19.12 above, the past growth of non-aeronautical revenue

may not serve either as a benchmark or guide In making the non-agronautical




non-agronautical revenues in the next Contral Pariod based on the actuals for each

sub-head during the second Control Period.

b Stakeholder Comments on Issues pertaining to Non Aeranautical Revenues

19.21. Subsequent to the Stakeholder Consultation process, the Authority has recelved
comments / views from various stakeholders including 1ATA, VistaRa, APAQ, CII,
MIAL, Air India etc, in response to the material and the tentative proposals
presanted by the Authority with respect to various elements of determination of
aeronautical tarlff In its Consultation Paper Mo 16/2014-15 dated 28.01.2015.

Comments with respect to Non Aeronautical Revenues are presented below.

19,22, On the matter of non-aeronautical revenue forecasts, IATA has commented as
below,
“DiAL’s revenue forecasts point o business climate thot (s not justified by any
observation, While possenger growth clearly Indicates a further improving
economic environment, commercial activities seem to be folling In real terms
with mast categories showing growths below the rote of Inflation.
Furthermore, on the cost side, while there seems to be limited competition
when it comes to the airport renegotioting controcts with its suppliers, the
same competition is suddenly mare robust on the revenue part where the
alrport is the supplier. IATA Is concerned that the entire commercial revenue
plan is unsound and would require odjustments.
it is further noted that the airport is reporting reduced space rentals and
ossumes the situation would remain the some going forword. Even from a
shareholder's perspective, it would be unacceptable for the oirport
management to simply reflect a subdued revenue forecast without providing a
cancrefe strategy to reverse the situation,”
19.23. IATA has further commented on the inclusion of CPI inflation in the projection of
non-aeronautical revenues as below,
“The Authority’s proposo! to apply CPI to all non-aeronoutical revenues (apart

from those linked to cantrq;r;ﬂﬁ-a’é ;&E]‘_;j‘qcknawredgemenr that DIAL had
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simply forecosted unrealistic values below the rate of inflation. While the
Authority’s approoch would correct to some extent the unrealistic non-
oeronautical revenue forecast proposed by the airport, it is in ATA's view still
insufficlent. Commercial revenues should rise nat anly In line with inflotion but
will olso be boosted by an increase In passenger numbers especially in @
monopalistic market environment. AERA should odjust the forecast of non-
aeronautical revenues obove the CPI rate to account for the passenger growth
foctor.”®

19.24. On the sama issus, FIA has presented a detailed analysis stating that,

“The Authority has considered an increase of mere 5.25% in 2nd Control Period,
whereas average growth in the 1st Contral Period works out to be 15.52% as
reflected in toble below Hence, the Authority has considered lower growth

projections for non aeronautical revenues for Znd Contrel Period.

it is submitted thaot the Authority should reasonobly estimote or appoint a
consuftant to determine revenue from these services as it may not be
appropriate to burden the airlines and passengers with higher torff in this
control period and provide relief for the same in subsequent period. 85.
Contract linked revenues constitute 30% of projected Non geronautical
revenues and the Authority hos considered DIAL submissions with respect to
these revenues. The growth rote projected by DIAL in contract linked revenues
(4.64%) is significantly lower than that assumed in other heads/overall growth
rate rather thn'é is lower than CPI inflation rate of 6.6%, It Is submitted thot the
Autharity should review these contracts including the revenue drivers to foctor
appropriote growth rate in the some and showld put forward the soid contracts
for stakehalders consultation. 90. Non Aeronoutical revenue is ane of the major
companents for determining ARR, hence, the Authority should have evaluated
it in detall and on lfne-by-line basis rather than broadiy relying an projections

and basis provided by DIAL. It is submitted thaot the Authority should conduct

an independent study for determination of non-oeronoutical revenues. FiA has

also carried out sensitivity :}M ﬁ'.m?d rstond the impoct of increasing cross
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subsidization of non-oeronautical revenue. FIA's analysls Indicated thot for
change in cross subsidization of non-geronoutical revenue from 30% to 50%,
target revenue will reduce by 17%."
19.25. On the matter of truing up on non-aeronautical revenues IATA has commented as
below,

"IATA would like to express concern that truing up most of the revenues may
result In a significantly reduced incentive for the alrport to maximize its non-
uemnaurfcn'i_ revenues. The Authority should ensure that non-oeronautical
revenue targets are realistic and challenging in the first place rather than
accept an unchallenging target propased by the airport just becguse truing up

would taxe place. *
19,26. Regarding “Other Incoma” FIA commented as below,

“The Authority is of the view that 'Other Incomes' are contingent upon the
internal cash flow management of DIAL and uncertaln sources like forelgn
exchange / delay in payments etc. (@Para 15.18 of the Consultation Paper).
Accordingly, per proposal 17.0.i of the Consultation Paper, the Authority hos
projected “other income " as nil for the time being. Other income during the ["
Control Period aggregated to Rs.105 crores, with an overage annual growth
rate of 52.89% at an increasing trend. This trend clearly suggests that the DIAL

would generate signlficant quantum of other income [n the Znd Control Period.

Hence, it is hereby submitted that the Authority should consider other incomes
on the basis of past trends and cash flow management of the company for the
computation of the aeronautical tariff,

it is submitted that ot paragroph 6.44 af the Consultation Paper, the Authority
has considered certain other incomes like sole of other materials / scrop -
others, profit on sale of deprecioble assets, management fees, miscellongous
income others and tender cost recovery, as part of non - oeronautical revenues.
However, in paragraph 159.18 of the Consultation Pa per the Authority hos

considered other income as nll, Therefore, there 5 @ controdiction between the

.

Order No, 40,/2015-16 (o f @ia : Page 444



terms of porogrophs 6.44 gnd 19,18, The Authority may kindly clarify the
reasons for considering the other income as nil when certain companents af

ather incame have been considered to be a part of non - oeronoutical revenue.”

¢ DIAL's response to Stakeholder Comments on Issues pertaining to Non Aeronautical

Revenues

19.27. Regarding |ATA's comments highlighted in paral9.22 above, DIAL responded as
below,

*The growth forecasted by Authority was excessive in first control period and
could not be achleved by DIAL.. Stretched targets which connot be achieved are
detrimental to finances of airport. Detalled rationale for the Non Aero forecast
has olready been submitted to Authority.
in current context the revenue for space rentols is based on the Cantracts and
the existing arrongements There are oirlines which are expected to surrender
areas in the near future including Nepoi Airlines, MDLR Airlines, Aerosmith
Afrlines, Saharg int'l Alrport Pvt. Ltd.
We feel the Authority may need to consider only the real numbers and odd
inflation over and obove to the X Foctor so derived. This is the approoch as
envisaged in the 554.

19.28. Regarding IATA's comments on “"Other Income”, DIAL responded as below,

“in o hybrid till there is an automatic mechonism for ensure that DIAL
maximizes its non-geronautical revenue.

The growth farecast af the first control periad wos just double of the forecast of
other airports and not achievable. This leods to the situgtion where oirport

become viable, As such the targets should be achievable targets.
As regards to other Income, It includes interest Income on surplus funds,
interest on delayed poyments ond sole of scrop ond degr®({word not clear]

assets, dividends elfc. It is to be noted 554 provides that revenuves from Revenue

Share Assets are to be utilized for cross subsidization in no way, other Income

could be considered as revent IFepandeshare ossets.”
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19.29. Regarding IATA's comments on non-ageronautical revenue projection, DIAL

commentad as below,

“DIAL has not been able to achieve excessively high growth rate considered Dy
the Authority for the 1% control period and with no true up, it has resulted in

huge loss to the company.
it may be noted that the average growth being considered for the 2nd contral
period is also very high.*

d DIAL's own comments on Issues pertaining to Non Aeronautical Revenues

19.30. With respect to consideratlon of inflation in non-aergnautical revenue projection

DIAL has stated that,

“AERA has added CPI to Individual items and not allowed CPI-X as mondated in
conceéssion. In our view there must not be ony addition of CP! on individua!
items. The X factor to be determined must be bosed on real numbers and
infiation need ta be added after X factor so determined. There must be o X
factor determination and thereafter the CPl must be added to X foctor so
derived. This issue has been discussed in detoil in principles of toriff

determination.”

19.31. With respect to considering Other Income as Mon-Aeronautical Revenue for cross

subsidization DIAL has commented that,

"The head —ather incomesl] o5 the name suggests includes misc. revenues of
DIAL, such as revenues arising from interest income on surplus funds, interest
on delayed poyments and sale of scrap ond depreciable assets, dividends etc.
which connot be cotéegorized os revenue from —Revenue Share Assets|| os
defined under Schedule 1 of State Support Agreement, It is relevant to nate
that the definition is an exhaustive definition whose scope cannat beé enlarged
beyand what is provided therein the ond therefore cannot be used for cross

subsidizetion, AERA is requested to nat true up other income.”

19.32. Regarding the concern raised by the Authority in Para 19.17 asbove, DIAL has

responded &5 under,
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“We have not received any specific query regording the indicted share of the
two cargao service providers from Authority.

It has to be appreciated that DIAL has minority Interest of 26% In each of the
two cargo foint venture entities. Hence DIAL does not influence the forecasts
submitted by the foint ventures to AERA, While DIAL tokes a holistic view of the
cargo market at Delhi oirport, the individual foint ventures, considering their
soft touch regulatory agproach, may take a divergent view bosed on thelr
business strategy on copturing maorket share, The resultent consolldated
numbers proposed by both joint ventures will thus not tolly with the hollstic
view of DAL,

if authority tokes the last year's octuals as base and forecasts growth based on
the octuals then it would discern that the totol cargo hondiing forecasted by
the concessionoires is much higher than the tetol growth expected in the
sector.”

e Authority's Examination of Stakeholder Comments on lssues pertaining to Non

Aeronautical Revenues

19.33. The Authaority has carefully considered the comments from I1ATA and FlA as well as
DIAL's comments and response to these stakeholder’s comments regarding the non-
aeronautical revenues forecast for the second Control Period in respect of the 1GI
Alrpart, Delhl. The Authorlty’s examination and decisions in this regard have been
presented below.

19.34. On the matter of methodology for projections of non-aeronautical revenues, the
Authority has carefully examined the comments made by IATA and FlA. The
Authority has observed that actual non-aeronautical revenue varies significantly
from the projections made by it for the first Control Peried in its Delhl Tarlff Crder
Mo, 03/2012-13. The Authority believes that due to the fluctuating trend in grawth In
the first Control Period as observed in the Table &0 above , the past growth of non-

geronautical revenue may not serve either as a benchmark or guide in making the

noen-aeronautical revenue forecast in the future.
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19.35.

19.36.

19.37.

19.38.

Thus, the Autharity has projected passenger and ATM traffic growth at an actual 5
year CAGR. It must also be noted that the average CPI inflation forecast has been
revised down F-rnrn 6.6% to 5.1% for the next five year period, as mentioned In Table
71 and para 22.8 below. Applying the abowve growth drivers and using non-
aeronautical revenue realised under the respective sub-head in FY 2013-14 as the
base, the average growth rate for non-aeronautical revenue works outs to be
11.78%.

Further, as the Authority has pointed out, the realised nan-aeronautical revenue in
the past few years does not exhibit a clear trend, a true-up will be provided for the
non-aeronautical revenues based on the actual realised non-aeronautical revenues,

at the time of tariff determination in the third Control Period.

The Authority has noted FIA's comment with respect to Other Income. However, the
Authority has decided to consider revenue reallzed by DIAL under this head
{excluding Income from dividend only) as non-aeronautical. Further, in the
Autharity’s view, all components of “Other Income” should be accounted under
aeronautical or non-aeronautical categories, in the future, as far as possible.
Furthermore, these items are intermittent in nature and have no consistent driver
on which this Income can be projected. Thus, the Authority has projected this sub-
head at ‘nil’ value for the second Control Period. However, the Authority has declded
to true up the “Other incomes” based on the actual values realized by DIAL during
the second Control Period at the time of tarlff determination for the third Control
Period.

Thus, the Authority has declded to consider the NMon-Aeronautical Revenues for the
second Control Perlod as below:

Table 63 Toms| Nan-Acronauiical Revenees conslderod ||!.' the Authority in the gacond Control
Parriod

Non-Aeronautical Revenues, Rs, | 2014-15 | 201516 | 201617 | 2017-18 | 2018-19

Crores | . | - e —— _|_ e 08
Alr traffic related revenues il . ol i
Bridge-mountad equipment révenues | a4 | 55y 288 6.23.§ 661

Ground handling revenues . =
| Subtotal Air traffic related revenues

 GBA4 | B1ED BEAO | 9200 11272
92,68 98.23 | 11933
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[ Passenger trafic related revenues ] 5 1
In-flight kitchen revenues _ l_!._l_i{ 35.46 4101 | a7.84 | S4.87
Corpirk (Incl, entry ticket & left ' | I
| luggage fes) 10.14 1066) 1130 1177 1237 |
Retail-Outy pald 862! 1am| 12000] m1s57| 16702
| Food & beverage 55,21 f1.85 7385 | 8542 58.80 |
Lounge 2380: .53 3184 36.83 4260 |
Radic taxi = 1835 18.67 .0m 281 2423
| Other trovel services | 1688 1950 | 2256 | 2w00| 3018
Subtotal Passenger “traffic related | i
1. L | 34804 178.40 32138 M __430.08 |
International  passenger  trafic | I
mﬂ_l—l.._mrmm" . B b } — v e . — '
| Retadl-Outy free : 29146 | 343B5| 40566 | 4758 | 56461
‘Subtotal  International  passenger
_traffic related revenues 29146 | 30385 40566 | 4TBSE | 56461
Contract linked ravenues %
Advertissment | sa7l  oeea| 1less| 13167 14479 |
Fores 4 % 52,80 5811 £3.95 70.38 7745 1
Lang license fee 133,50 14352 | 154281 16585 | 1782
iand Uicense Fee (Area surrendered) | 2019 | 1699 | 1334 000 000
Hangar = 1Bl 2011 EJ:.E! 23.34 24.98
Common ares managemant _5.62 6.04 6.50 698 | 751 !
Trangit hotel 2.23 287 296 306 3.15 |
Alrport service charges 20.21 ELE-I 2232 23.86 | 2466 |
Bank ATM - 14.63 11.53 _ 1AR3 1463 | 1463 |
| Tédecom 754 7.54 /.34 TSA| 754
Penalties 0.20 020| 00 0,20 0.20
Misc. others 180 asn) 1w 1§D 1.80
Subtotal Contract linked revenues 37625 | 40178 | 42039 |  MB.81 ) 48510
Carga revenues 2 G
Concession fee - Brownfield | s B2.88 | BO.6 90,82 |  99.48 |
Concession fas - Greenfieid 2891  3m9s| 4229 50.76 55,78 |
Cargo screening - Domestic 739 27|  Bis| s 899 |
_Cargo screening - Exports 1604 | 1731 18.67 2014 2L.73 |
‘Subtotal Carge revenues 034 14690 | 15877 | 17029 | 18598
Total Non-Aeronautical Revenues 1,126.16 | 125837 | 1AD8.06 1,567.65 | 1,785.00 |
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Decision No. 17  The Authority decides to adopt the following -approach for
consideration of treatment of Non Aeronautical Revenues towards determination of
tarlffs for aeronautical services provided by DIAL at 1G] Airport, Delhi:

17.a. To project "Other Income” as nil for the time being for the second Control
Period

17.b. To true up the “Other Income” based on actual revenue realized by DIAL
during the second Control Period at the time of tarlff determination for the
third Control Period (refer para 19.37).

17.c. To consider the non-aeronautical revenue for the second Control Period as
projected and presented in Table 63.

17.d. To true-up the non-aeronautical revenue based on the actwal non-

aeronautical realized by DIAL during the second Control Perlod at the time of

tarlff determination for the third Control Period.
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20. Treatment of Cargo, Ground Handling & Fuel throughput Revenues

a DIAL Submission on Treatment of Cargo, Ground Handling & Fuel throughput
Revenues
20.1. DIAL submission dated 11.11.2013 on the treatment of Cargo, Ground Handling &
Fuel throughput Revenues is given as below,

“In occordance with the pravisions af 554 and OMDA, Carga and Ground
Haondling are explicitly stated as Non-Aeronautical services and therefore would
entail contribution to the extent of 30% of their respective eamings while
determining the Aeronautical Charges.
While Sc'hedufé 5 of OMDA earmarks Fuel Farm Infrastructure as aeronagutical
services, treatment of fuel throughput charge has not been mentioned. Fuel
Throughput charge is akin to royalty/prafit share ond thus should be treated as
non-geronautical, However the Authority hos treated fuel throughput as
ageranautical charge in the first control period. Without prejudice to our right to
consider the fuel throughput as non-aergnautical, for the purpose of this filing,
the fuel throughput charge has been considered as aeronauticol charge.”

20.2. DIAL's submission of Cargo revenues for the second Control Period is given as below,
“DiaL has given concession for Cargo Terminals to the following
concessionaires os per the Operotions, Management and Development
Agreement (OMDA) signed between Airports Authority of Indic and Delhi
international Airport Private Limited;

1. Celebi Delthi Cargo terminol Management Indig Pvt. Ltd, ({COCTMIPL)
2. Delhi Cargo Service Centre {DCSC)

These concessionaires provide cargo-handiing service at Cargo Terminals at

IGIA and give to DAL
1. Revenue share from Cargo Handling and

2. Space rental

———

The revenue share % from bﬁp;ﬂﬁ'&eﬁr’éﬂu{.@s is as below:
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1. Celebi Delhi Cargo terminal Monagement India Put. Ltd. (COCTMIPL): 36%
2. Delhi Cargo Service Centre (DCSC): 24%

Histarical Cargo revenues of DIAL are as below:

INR Crore | 2011-12 2012-13
Cargo Revenues fram 12846 129.36
concession (INR Croves) e tow it I S =

A, Assumptions for forecast:
The Cargo forecast has been done below following assumptions:

1 Tonnaoge:

a. First year of the next control peried, l.e., FY 2014-15 3.94% growth (half of
the forecast of Mott) has been considered,

b. There has been o slfowdown in growth of Cargo Volumes in lost 2 yeors
(negative by 5.56% and 1.52% respectively) and the some trend is seen in Q1
and Q2 af FY 2013-14. As such it Is assumed that Cargo growth will remaln in
pressure. A similar trend has been noted (n Domestic volume, hence in first year

2.75% growth (Half of Mott Forecast) Is assumed.

c. Thereafter from 2015-16 onwards it is ossumed that the Cargo Growth will

be as per the growth forecasted by Mott McDonald

Traffic Forecost -Cargo | 2014-15 2015-16 to 2018-19
1% Growth) (% Growth)

international - 3.94% | r.88%
| Domestic 2.75% 5.50%

2 Market Share:

o. On International side, it is assumed that the market shore of DCSC will
gradually increase and market shore of COCTMIPL will decline in the next
contro! period. It is to be noted that DCSC has o significantly lower revenue

share of 24% than that of COCTAMIPL which (s 36%.

b. On domestic side, market share of DCSC may remain constant at 75& during

the next control period.

_1-....l.-\.|-

ii ﬁi ;p-;; 1.5| 2016- 1;-| 2017-18 | 2018-19 |
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Celebil Market

share - — —— — - -

_international 80% 70% 60% 60% 55% |  55%
Domestic 25% 25% 25% 25% 1 258 25%
DEEEMWI‘EH shire = Sttt

interngtional Z20% 30% 40% 40% 45% 45%
| Domestic 1 % 7% % 75% 75%| 7%
4, Demurrage:

Demurrage is expected to continue to foll as is seen in historic trend. Lost two
years have shown g negative trend in Impart and Export both. It is expected to
fall further by 10% year on year.

5. X-Ray Screening:

X-Ray screéening income will increase ot the growth rote of Export ond
Cutbound Volumes. Hence the average tonnage growth is assumed during the
next contral period.

B. Forecast methodalogy:

1. We have extropolated the total revenue of DIAL bosed on revenue share of
respective service providers to arrive at the total corgo market,

2. This we have bifurcated amongst Hondling and Demurraoge revenugs.

3. We have considered growth an various revenue items os Handling and
Demurrage os per the assumptions mentioned obove.

4. Thereafter we have divided the total market amongst two concesslonaires as
given ahove.

5. Bosed on revenue share percentage af the concessionaire, the total revenue
of DIAL has been arrived.

C. Revenue Forecast:

An overview of the forecast for 1st April 2014 to 31st Morch 2019 Is provided

below,

INR Erares 2013-14 | 201415 | 2015-16 | 2016-17 | 2017-18 | 2018-19

Cargo Revenues 123,62 " 1a%6R | 124.52 | 13023 | 134.98 142.21
if_.'\.-l.- I ; %
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D. Rationale for Drop in Revenues:
Revenue to DIAL is expected to drop ¥Y-o-¥ from FY 12-13 till 2015-16 due to the
follawing reasons:
a. Shift in market share from COCTMIPL to DCSC with revenue sharé deciining
from 36% to 24%,
b. Demurrage Is expected to continue to fall as seen in historic trend, This will
be enabled by improved facllities af carge handling.
. Marginal growth in Tennoge due to global slowdown. In the lest 2 years
there hos been negative growth in International and Domestic.”
20.3. DIAL's submission dated 11.11.2013 regarding Ground Handling Revenues s given
below,

“B. Ground handiing {Bridge-mounted equipment- BME)
Providers of bridge-mounted equipment pay d fixed percentage of revenue os
concession fee. The total concesslon fee payable |5 calculated by multiplying
total revenue by the revenue share percentoge. Total revenue consists of
following ground handling services:

* Ground power unit revenie;

* Pre air-conditioning unit revenue; and

» Potabie water revenue.
forecasts for each revenue stream ore based on MOTT forecest of alr traffic
movements as well as assumptions in gircraft types and use of remaote stonds,
Rotes are assumed to remain unchanged in real terms,

Historical trend of BME revenues is os below: INR Crores 2011-12

| INR Crores | 2011-12 | 2012-13 | September 2013 (half |
! year]
Bridge-mounted equipment revenues | 443 | 596 i 318 |
BME Assumptions: .
« Growth of BME I:Jrru.!.’.!"ﬂ : ﬁn&éaﬁ&q}mm growth,
r, - .'H., .‘
r r
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= We have applied ATM growth rate of 5.37% (CAGR) os forecasted by
MOTT,
»  Apart from above there will not be any growth in this revenue stream
from any other foctor. There will not be any inflation-linked growth of
Non Aeranoutical revenues.
Conclusion

Based on the aforesaid assumptions the forecast for the period starting from
2014-15 to 2018-19 {5 as below:

INR Crores 2013- | 2014- | 2015- [ 2016- [  2017- i 2018-

14 15 16 17 18 18
Ground handling 036 6,70 106 7.44 7.84 | B.26
Bridga-mounted equipment | b ;

C. Ground handling revenues

This section is concerned with the forecast of the ground handling concession
fees payoble. These are bosed on concession controcts with ground handling
providers, and are flxed until the end of concession term. There are currently
four authorised Ground Handling service providers at the airport:

1 Cambata,

2 BIWFS,

3 Air India-SATS and

4 Celebl.

These providers make two types of payments:

o. Rental or ennual licence fees, which has been covered below land rentol
below; and

b. A concession fee expressed os a percentage of revenue.

Historical Revenue of ground handliing has been as below:

INR Crores 2012-13 September 2013 (half year)
Revenue from Registered Handlers 4068 21.82
3rd Party Ground Handlers ahog fgem, 1622 = 7.97
Total Ground handiing revenues .~ |~ 55.88 25.80
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The Ground handiing revenue of 2013-14 (half vear) Includes revenue from
third party ground handlers of Rs. 7.97 Crores, in future we expect thot due to
changes in ground handling policy this revenue will not accrue to us. As such
the revenue is forecosted based on only registered ground handiers.
Ground Handling Forecast Assumptions, This forecast (s based on:
® The ATM forecost, sourced from MOTT.
s ATM Growth is ossumed to be 5.37% (CAGR) as forecosted by MOTT
o We have assumed o decline in rates of 2% due to increased competition,
o A5 per the terms of contract the GH price increase s based on WPL As
per ranl‘rm:ruai term with GH we are eligible for an incrense equivolent
ta WPl every 3 years.
The current RBI forecast of WP/ for next 5 years is 6.1%.
Accordingly we haove considered on increase of 18.3% (6.1% X 3) for the year
FY2016 and FY2019. This is based on forecast report of professional forecasters
released by RBEI.
RA! Forecast of WPI:
o Extract from RBI Forecast (Results of the Survey of Professional
Forecasters on Macroecenomic Indicators — 24th Round {Q1:2013-14),
Source; rbidocs.rbl.org.in/rdocs/Publications/POFs/01MSPE2 70713 pdf
Split between different aircraft types, based on the current split and it is
assumed fo rematn unchanged;
* No revenues have been considered for NACIL "Air India® Flights (Both

international and Domestic) as they ore being self-handled by Alr India

SATS Ground handliing company. There s no revenue accruing to DIAL

fram above,
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o  Aport from above there will not be any growth in this revenue stream
fram any other factor. There will not be any Inflation-linked growth of

Nan Aeranoutical revenues.

The current ground hondiing forecost has been based on historic ground
handiing revenues.

s The forecasted revenues have been (ncreased at the ATM growth rote
af each year.

» We have taken the revenue of registered ground handiers for & months
ending September 2013 and extropolated the some to arrive ot 2013-14
numbers.

» These are the bose numbers on which we hove forecasted future
revenues.

Conclusian:
Baosed on the aforesoid assumptions the forecast for the period starting from

2014-15 to 2018-19 is as below:;

INR Crores 2013-14 | 2014-15 | 201516 | 2016-17 | 2017-18 | 2018-19
Ground haondling 43.64 45,98 5732 o 39 £3.63 79,32
FEVENUES [ '

20.4. DIAL's submission dated 11.11.2013 regarding Fuel Throughput Revenue |5 given as

below,
“Fuel throughput revenues
This section Is concerned with the forecast of the Fuel Throughput fee revenues.
Fuel farm;
There are two revenue streams from Fuel farm;

o Rental or an annual licence fee, which has been covered below laond

rental; and

= A royalty income generally referred as volume-based concession fee.

.~
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Historical trend of fuel throughput is as below:
INfCrares | 2maiaz
Fuel Throughput revenues | 118.73

September 2013 (holf year)
66.53

Fuel Throughput Assumptions:
* We hove assumed that fuel throughput will grow ot the growth rate

{CAGR) of air traffic movements (ATMs) i.e. 5.37% (as per Mott Study)

and

Airport operator fee will increase (As per contractual term) by WPl @

£ 1% as per the forecast report of professional forecasters released by

RBi. (However we will request for true-up if actual rotes ore different

from the rate forecasted by us due to change in WP! (from the WPI

forecast given by RBI).

Apart from above there is no growth expected due to any other foctor

including inflation

Amual Average Peyeeitage Change
Annual gverage parcentsge change aver ke Annual averagps percantoge change owr the
_nexk five yanrs . Al lan ears

X [ Mean [Wetin | Max | M | Wean | Wedan | fax | Wn
Raal 60F SRS 73— - - 18 35| 6n
WPl |rfiation [ E1 £ ad 1.7 5 £ | 8.5 44
CRLIW Inflaten 7T a8 10.0 80 | 53 £.50 a5 a5

RBI Forecast of WPI:

Extract from RB{ Forecast (Results of the Survey of Professionol

Forecasters on Macroeconomic Indicators = 24th Round (Q1:2013-14)
Source: rbidocs.rbl.org.in/rdocs/Publications/PDFs/01MSPF270713. pdf
We aiso foresee g trend among airlines to opt for better fuel-efficient alrcrafts
such as 787, A320, Q400 etc. to reduce their cperational cost. This will hove

negative impact of 3% on total fuel! throughput at 1GiA, An overview af the
forecast for Financial Year 2013-14 to 2018-19 /s provided beiow.

| INR Crores | 201324 | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 201819
Fuei throughput | | P—
revenues | 139067 add23y 15647 | 169.67| 18399| 18852
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For the current tariff filing we have assumed the Fuel revenue as Aeronautical.
However if due to any fudiciol pronauncement or any decision by AERAAT or by
any ather govt body the same is clossified as Non Aero then we will amend our

application occordingly.”

20.5. DIAL's revised submission dated 23.07.2014 on cargo revenues is as below,

“The Corgo revenues stood at INR 140.74 Crores for FY14, The forecasted
figures for FY15 -19 have been updoted bosed on the actual numbers of Frld.
in the earlier filing based an the half yearly numbers, we had forecasted the

cargo revenue as follows:
[inCrores | 2013-14 | 2014-15 é&fs"-i?s_'_iﬁ}é-_ﬁ"[ 2017-18 | 2018-18 |
Earlier Submission | 123.92 | 122.68  124.52 iaa.zsl 13498 | 14221
| NewSubmission | 140.74 13:5.3?; 13842 | Jd_d.?fi.i 150.01 | 15801

L)

20.6. DIAL's revised submission dated 23.07.2014 on ground handling revenues |s as

below,
“Bridge mount equipment fee:

Revised forecasted figures for FY15-19 have been updated based on the actual

numbers of FY14, Is as fallows:

In Crores FY2014 | Fr2o1s | Frzoie | mvam7 | Fraois | Fraong |
Earlier Submission |  6.35 i 670 | 708 | 744 | 7.84 I 8.26
 New Submission | 4.94 | 5.21 5.48 578 | 609 | 642
i _ = || |

Ground handling revenues

We are revising the forecast bosed on the revised WP/ forecast of RBI. Extract
from RBI Forecost (Results of the Survey of Professional Forecasters on
Macroeconomic Indicators - 28th Round (Q4:2013-
14)5aurce:http,//www.rbl.orgdnsscripts/PublicationsView.aspx Mld=15761)

giving the latest forecast is o5 under!
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Annuol Avergge Percentoge {i'n"m:ni;e

 Annual OUEroge percentoge Annual averoge percentogs

chonge over the nest flve veors chonge over the next ten years

Mean | Median | Mox | Min | Mean | Medion | Max | Min
Real GOP 650 &s0| 75| 59| 72 72| 80| &0
CPI- Inflation 6.9 70| 801 55| 63| 55| 7%| &0
WP Inflation 5&| \&&| k2| &3] 52 55| 60| 35|

Revised forecasted figures for FY15-19 have been updated based on the actual

numbers af FY14, is os follaws:

4._. o

In Crores | Fv2014 | Fy2ois | Fy2016 | Fv2017 | Fv2018 | Frao19
43.64 45,98 5732 | 60.39 53.63 79.32
New Submission | 44.64 I 47.04 I 58.03 | 61.14 54.42 79.45

Earlier Euﬁnr;rvf.ﬁ'.f_m-

L

20.7. DIAL's revised submission dated 23.07.2014 on fuel farm revenues included revision
on the account of revised inflation projections indicated by RBI's survey (to 6.9% in
its 28" Round of Survey of Professional Forecasters on Macroeconomic Indicators).
Assuming that the revised Order would be Implemented with effect from 1st

November, 2014, DIAL revised |ts fuel farm revenues to below,

“An overview of the forecast for Financiol Year 2014-15 to 2018-19 is provided

below,
INR Crores | 201415 | 201536 | 2016-17 | 201718 ELZIIB-H
Fuel throughput | 133 150 162 174
FEVEMUES :

1 1

b Authority’s Examination of DIAL Submissions on Treatment of Cargo, Ground Handling
& Fuel throughput Revenues

20.8. The Authority had carefully examined the submissions of DIAL with regard to
treatment of Cargo, Ground Hél_':_dling & fgézt‘;hrnughput Revenues. The Authority
i\
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had extensively dealt with the issue of treatment of revenue from Cargo, Ground
Handling & Fuel throughput services in its Consultation Paper no 32 / 2011-12 dated
03.01.2012 as well as in its Delhi Tariff Order 03 / 2012-13.

20.9. Vide its Dacision No. 24a-24¢, with regard to treatment of cargo and ground handling

revenue the Authority had stated;

20.9.1. If the service provider of the aeronautical services is the airport operator
himsel, then revenues accruing from these services to the airport operator
would be treated as aeronautical revenue and in such a case, the costs
incurrad by the service provider, namely the airport opeérator would also be

taken into account while detérmining the aeronautical tariffs;

20.9.2. |f the provision of these services is outsourced to a third party including, as In
the case of DIAL a IV, the third party becomes the service provider and comes
within the ambit of regulation, Including tariff determination. The airport
operator, namely, DIAL would receive revenues from such third party
concessionaire In the form such as revenue share, rent, dividend or royalties,
etc. These revenues obtained from the third party by the airport operator {in
the instant case DIAL), would be regarded as non-aero revenues at the hands
of the airport operator; however, the costs, if any, in obtaining thase
revenues from the concessionaire would not be taken into account as a cost

pass through as per the provisions of S5A/OMDA,

20.9.3. The Authority decided to treat the Cargo revenue for the period 01.04.2009
te 24,11.2009 as aeronautical, during which DIAL was carrylng out the service
itself. For the balance period of the Control Period the same had been

considered as non-aeronautical.

20.10. However, based an Ministry of Civil Aviation's letter Mo AV.24032/4/2012-AD, dated
09.03.2012, the Authority proposed to consider Cargo and Ground Handling services
accruing to the airport operator as non-aeronautical revenues, regardless and
irrespective of who is providing this service. However, the Authority proposed to
continue to regard the SE'FU'ICES_ﬂf-C'Iﬂfg? ag}y Ground handling as aeronautical service
even though revenues may be mnsfdﬁ?ﬂ;:lx;}‘a eronautical.
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20.11.

S
s

20.13.

20.14.

20.15,
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Refering to the Delhi Tariff Order 03/2012-13, where it had considered cargo
screening service and revenue as aeronautical in nature, the Authority proposed to
treat revenue accruing to DIAL from cargo screening as aercnautical revenue as
cargo screening through X-ray Unit is linked with aircraft safety and operation as per

requirement of sl.no 2 of Schedule 5 of MDA,

As regards the projections of revenue from carge for the second Cnn.trr:ul Pericd, the
Authority has noted from DIAL submissions that it has entered into concesslon
agreeaments with CODCTMIPL and DCSC to provide cargo-handling service at |Gl
Alrport. Further, it has noted that DIAL receives revenue share of 36% and 24%
respectively from carge handling in addition to space rentals. The Authority has
noted that DIAL received Rs. 128.46 crore, Rs. 129.36 crore and Rs. 140.74 crore in
FY2011-12, FY2012-13 and FY2013-14, respectively, from cargo revenues, The above
revenue is inclusive of cargo screening component. Thereafter, the Authority had
sought Auditor's Certificates for revenue share from cargo IVCs as well as revenue
from cargo screening charges separately.

The Authority was in receipt of the Auditor’'s Certificates regarding cargo revenues
and considered the values certified by the Auditor for the same. The Authority was
also in receipt of Auditor's Certificates regarding cargo assets in the books of DIAL
between FY2006-07 to FY2010-11 and the Authority noted that there are no cargo
assets in the books of DIAL as of FY 2010-11.

The Authority has alse sought Auditor's Certificates for breakup of revenues
generated from cargo operations in FY2013-14. This includes demurrage revenue,
space revenues, handling revenues and other revenues as used In the Tariff Model
for cargo revenue calculations.

The Authority had noted from DIAL submissions the basis considered by It for
projection of the cargo revenues. The Authority had noted that the revenue
projections are made by DIAL on the basis of varlous factors including traffic tonnage
forecast from Mott McDonald, change in market share of COCTMIPL vis-a-vis DCSC,
7.5% increase per year in space rentals-for Cargo IVs, fall in demurrage revenues

consistently by 10% per year, and incréase | '.tﬂ;gq screening income in the second
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Control Period (Refer details in Para 20.2 above). The Authority had also noted the
rationale for drop In cargo revenues submitted by DIAL, The Authority had sought
explanation regarding these assumptions.
20.16. The Authaority was in receipt of clarification regarding change in market share
prajections of the cargo 1Vs vide DIAL submission dated 10.07.2014 as below,
DIAL Response:
initially DIAL handled Corgo opergtions from May 2006 Ul Nev 2008, there
after DIAL decided to concession out existing terminal ond odditionally
Greenfield corgo terminal as there is o0 mandate as per OMDA for DIAL to get
the second operator on board in arder to get competition ot the Airport.
1. Bids for bath the terminals were invited and post evoluotion two terminal
operators come on board.
. {'.'DE'TMrPa: bid for 36% revenue share for the existing terminal and DCSC
bid for 24% revenue share for the greenfield terminal.
3. COCTMIPL started Cargo operations in Nov 2008 and DCSC In May 2010,
OCSC commenced only domestic operations. They olso started the
construction of new international Terminal which wos operationalized in FY
2012-13,
4, With the Znd Corgo operator on board, it was known thot some Airlines
wauld shift from the existing terminagl to the new terminal.
5. Year On Year DCSC is capturing market share of International operations and
same trend is expected to follow in future also. It is expected at some polnt of
time both the Cargo Operators would hove equal market shares.
Based on above focts we have ossumed the following shift in market share

armong the two operators will happen during 2nd Control period:

" Market shore | 2013-14 | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 |
GErernorekshore- . =
infernationa! | 80% | 70%|  gox | sox| o ssw|  ssx
Domestic 25% | 25% LN Eml  2s5%| 25k | 25
DCSC Market share A N . ¥ -
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International | 20w | 30m|  q0% - asng }‘ 45% |
Domestic 75% 75% | 75% 7 _?5

20.17. For the second Control Period, the Authorlty had considered the projections made

by DIAL for cargo revenue except that, It has applied Inflation to DIAL projections of
cargo space rentals (excluding land licence fee from surrendered area) and cargo
handling revenues as discussed in the para 19.13 above. Accordingly, the Authority
proposed to consider the cargo revenues for the second Control Period as presented
In Table 62.

20.18. Additionally, the Authority proposed to true up revenue from cargo realized by DIAL

during the second Control Period at the time of determination of tariff for the third

Control Perlod.

Authority’s Examination of Ground handling revenues

20.19,

20.20,

20.21.

AS mentioned above, the Autharity proposed to consider the revenue from Ground
handling as non-aeronautical and sought Auditor’s Certificates for break-up of
revenues from Grounding Handling and revenues from BME for the first Control

Period. The Authority was in receipt of the Auditor's Certificates for the same.

As regards the revenue from Common User Terminal Eqguipment (CUTE) counter
charges levied by DIAL, the Authority vide Decision No. 20 of its Delhi Tariff Order 03
/ 2012-13, had decided to treat the CUTE counter service as aeronautical service and

revenues from it as aeronautical revendes.

The Authority in Its Delhi Tariff Order 03/2012-13 had noted that as far as CUTE
charges are concerned, the term CUTE Is not as such defined either in the AERA Act
or In 55A/0OMDA, However, according to the definition {Section 2{a}{iv]] of the AERA
Act, "Aeronautical Service” means any service provided for ground handling services
relating to aircraft, passengers and cargo at airport. Common Usér Terminal
Equipment is an integral part of service related to passengers. Hence the Authority
has taken CUTE service as an aeronautical service which Is required to be regulated.

The Authority noted that while the CUTE Counter charges are being levied by DIAL

r i . =
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on the airlines, the other CUTE charges are levied by the IT-IV formed by DIAL The
Authority advised DIAL to get these CUTE charges approved by the Authority.

20.22. The Authority had also observed from the A4l Ground Handling Regulations 2007,
that “Passenger and Baggage Handling at the Airport Terminal™ are treated as
Ground Handling Services under Para 1.2 of Schedule 2 of the regulations. Since
CUTE Counters are used for passenger and baggage handling at the Airport Terminal,
the service so provided is a ground handling service, which is an aeronautical service.
The Authority noted that the service offered through CUTE Is not limited to receiving
baggage and handing over the Boarding Card, also Includes and other related

SErvice,

20.23. The Authority referred to the OMDA and found the mention of Check-in Concaurse
under Schedule 5 (Aeronautical services) of OMDA, The Authority was of the view
that Check-in Counters would fall under Chechk-in Concourse and accordingly fall
under Schedule 5, The Authority also found that DIAL in its classification of assets has
categorized CUTE Counters as aeronautical asset. The Authority, thus, noted that
DIAL has also considered CUTE Counter as an aeronautical asset. In line with the
above, the Authority proposed to continue with its earlier decision to treat revenue

from CUTE counter as aeronautical revenue,

20.24. The Authority proposed to consider ATM (domestic and international) as the main
driver of revenua from Ground handling services and accordingly proposed to apply
the growth projections for this driver on the base revenue for Ground handling (for
FY 2013-14) along with inflationary growth to derive the projections for the second
Contral Period. Accordingly, the Authority proposed to consider the revenue from

Ground handling for the second Control Period as presented in Table 62.

20.25. The Authority proposed to true up revenue from Ground handling realized by DIAL

during the second Control Period at the time of determination of tariff for the third

Control Period.

Autharity’s Examination of revenues from Fuel throughput
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20.26. The Authority, in Decision no 24.d of its Delhi Tariff Order 03 /f 2012 -13, had decided

20.27.

20.28.

Order No. 40/2015-16

to treat the Fuel Throughput revenue as aeronautical revenue. The Authority
proposed to continue its treatment of Fuel Throughput revenue as aeronautlcal

revenue.

The Authority, in*Decision no 22.a. of its Delhi Tariff Order 03 / 2012 -13, had
decided to treat the concession revenue received by DIAL from the ITP service
provider{s) as non-aeronautical revenue in the hands of DIAL The Authority re-
examined this Issue and was of the view that ITP services are aeronautical services In
terms of Section 2(a} of the AERA Act. Schedule 5 of OMDA also lists “Common
hydrant infrastructure for aircraft fuelling services by authorized providers” under
Aeronautical Services. Also there is no mention pertaining to fuel supply in schedule
& relating to non-aeronautical services. The Authority further noted that supply of
fuel to an aircraft can be done in two ways, (a} Independent Storage + Mabile supply
(b) Storage with interpreted Common Fuel Hydrant + |nto-plane Service fuel
dispenser. The Into-plane service is used for end delivery of supplying fuel to the
aircratt and thus forms an integral part of supply of fugl to the aircraft and Is an
aeronautical service.

Howewver, the Authority noted that its reason for treating revenue as non-
aeranautical despite considering the service as aeronautical was the fact that these
services were concessioned out and were being provided by such concessionaires.
The Authorlty notes from the letter from the Ministry of Clvil Aviation No.
AV,.24032/04/2012-AD, dated 10.09.2012 that revenue from Cargo / Ground
handling were to be considered as non-aeronautical regardless and Irrespective of
whether these services are provided by the airport operator himself or
concessionaire (including IV} appointed by the airport operator. Hence, the revenue
from ITP services In the hands of DIAL should be treated as aeronautical revenue,

Based on the above, the Authority proposed to treat revenue from (TP services in the

hands of DIAL a5 aeranautical revenue,
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20.29. The Authority had sought Auditor Certificates for the breakup of Fuel Farm Revenues
Into ‘Into Plane Revenue' and 'Fuel Throughput Fee Revenues' for each year of the

first Control Period and was In recelpt of the same,

20.30. The Authority had noted from the revised Tarlff Model submitted by DIAL dated
23.07.2014 that DIAL had projected fuel throughput revenues for the second Control
Period on the basis of FY2013-14 revenues, annual ATM growth projections, average
WPI inflation rate of 5.4% (as per RBI forecast) and a -3% growth on account of likely
adoption of better fuel-efficient aircrafts such as 787, A320, Q400 etc. by airfines.
Consldering the latest inflation as per the RBI forecast [refer para 22.9 below) and
annual growth in ATM traffic, the Authority re-computed that fuel revenue
projections as below,

Tabke BA: Fusd Thioughpul Brveaues considermd by ihe Avihority for the seoond Control Perdod in
Constiltating Paper Mo 16/2114-15%

|_INR croce | 201415 | 201516 | 200617 | 201718 | 200819
| Fusel Farm = Throughput

:_ﬂ!_l_il]_EI | 137.56 . 147.80 158,02 . 170.98 | _I-H-H-.
Revenyue from TP i

| services 14e 156 158 | 180 1593

¢ Stakeholder Comments on lssues partaining to Treatment of Cargo, Ground Handling
and Fuel Throughput Revenues

20.31. Subsequent to the Stakeholder Consultation process, the Authority has received
comments / views from varlous stakeholders including IATA, VistaRa, APAD, CiI,
MIAL, Air India etc. in response to the material and the tentative proposals
presented by the Authority with respect to various elements of determination of
aeronautical tariff in its Consultation Paper No 16/2014-15 dated 28.01.2015.
Comments with respect treatment of Cargo, Ground Handling and Fuel Throughput
Revenues are presented below.

20.32. Regarding treatment of cargo, ground handling and fuel throughput revenues, IATA
commented as below,

“The propasal by the Authority to treat services for cargo and ground handling

as gerongutical services bf;gt'cﬁfﬂﬂnu the X-foctor by treating revenues

— -

-
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derived from the some services a@s non-geronautical revenue is both
contradictory ond confusing. Treating such revenues as non-geronoutfcal
revenues for the purpose of tarff determination clearly violates the AERA Act
and should not be allowed, We urge the Authority to keep faith with the AERA
Act by treating revenues derived from carga and ground handling services as
geronautical revenues, The Act must toke precedent over any cammercial

agreement.”
20.33. APAQ commented on the treatment of into plane services as balow,

"APAQ would request Authaority to consider into plane as non-geronautical
considening the fact that DIAL is getting only a concession fee for allowing
Concessionaires to provide services within the Airport and VAL is not providing
any service to anyane in this regard. This Concessian fee is similar to what
airport operator receives from flight caterers or ground handlers for alfowing
them to provide services to customers including olrfines within olrport
premises. ICAQ's Pallicles on Charges for Airports and Air Navigation Services,
appendix 3- Glossary of Terms defines Revenues from non aeronautical sources

as referred above In eariier paragraph is maost relevant in this case as well.”
20.34. FICCI and Airline Operators Committee stated similar views reproduced below,

“The proposal by the authority ta treat services for carge and ground handling
a5 geronautical services but yet colculate the X-factor by treating revenues
derived from the same services as nen-geronautical revenue is contradictory
and confusing, Treating Such revenues o5 non-geronautical revenues for the
purpose af tariff determination clearly violotes the AERA Act. We urge the

aguthority to redress this vialation,*
20.35, FIA has provided has provided detalled view on the matter commenting that,

“it is submitted that the Autharity has considered the treatment of cargo and
ground hondiing services on the basis of the MoCA's letters dated 09.03.2012
and 10.09.2012, wherein MoCA has stated that the carge and ground handling

services should be considered as-nom=-ageronautical services, It is submitted
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thot Authority hos not provided any analysis of the above letters of the MoCA.
The Authority ought to hove orrived at its own conclusion with respect to the
corgo gnd ground hangling services In ferms of the AERA Al It {5 further
submitted that the Authority has taken a curious pasition stating that though
the services are geronautical, the revenues may be non - aeronautical. This
approoch of the Authority does not address the issue at hond. The services
assocloted with the services should be considered in occordance with the
nature af the revenue. These services are clearly ‘Aerongutical Services' in
terms of the AERA Act, 2008. Therefore. the revenue belng realized from such

services should be treated as aeronautical revenue in the hands af DIAL"

20.36. Further, FIA has carrled out and presented analysis to demonstrate the Impact of
treating revenue from cargo and ground handling as aeronautical revenues rather
than non-aeronautical, As per the analysis, It states, the target revenue will reduce
by 10% by considering revenue from cargo and ground handling services as
aeronautical revenue.

20.37. Regarding treatment of ITP, FIA has commented that,

“It is submitted that the Authority hos considered the into the Flane )
services as non - oeronautical in the Previous Order. However, In the
Cansiltation Poper the Authorlty hos considered ITP gs aerpnautical services,
The Authority has relied on the MoCA letters dated 09.03.2012 ond 10.08.2012
to contend that the nature of services remain same even when the services are
provided by the third party, It is submitted that the Authority has cited only the
fuel related services under ITP, There may be ather instances which may qualify
as ITP for instance In-flight cotering. The Authority may consider other
instances af ITP and provide views on the treatment of ITP with respect ta the
specific service. It is submitted that the Autharity is considering a bundle of
services under [TP and considering such services as geronautical services. It s
further submitted that the Authority ought to hove illustroted separote
instances of the services cornprising the /TP and should have categorized the

serviges as aeronautical or non- aeranaulical as the cose maybe.”
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20.38. MIAL commented on the matter of [TP treatment as below,

“ITP service is an oeronautical service under section 2(c)(vi) of the AERA Act l.c.
any service provided for supply of fuel to the aircraft at the airport. At IGIA.
DIAL hos concessioned out the [TP service, ITP Charges hove already been
considered as ‘oeronoutical' and hove been regulated ond approved by
Authority for the 1TP service providers e, Bharot Stars Services Private Limited
ond Indian Oil Skytanking LUimited. DIAL only receives certaln part of the
révenue received by these ITP service providers as o concession fee. Since, DIAL
is not the direct service provider and the respective service providers are being
regulated. the concession fee received by DIAL from ITP services should be
treated as Non-Aeronautical.”

Similgrly, while fuelling of on olrcraft moy be ceronouticol service, which is
provided by the oil companies and not by airport operators. concession fee, Le
FTC recelved by the airport operotors from the ol componies s o non
oeronautical revenue (n the hands the oirport operotor.”

20.39. Further, regarding ITP and CUTE, IATA commanted that,

“As Into-Plane service is an aeéronautical activity, IATA supports AERA's
proposal to consider the revenue thot the airport derives from it as
aeronautical revenue,

As CUTE is an aeronautical service, we support AERA's proposal to consider it
as eeronouticol revenue, *

20.40. VistaRA appreciated and welcomed the proposal to treat services for carge, ground
handling and fuel to aircraft services (including ITF services) as aeronautical services
stating that, '

“Clossifying these services as oeronouticol services will ensure that the process
of rate revision for these services wig become more transparent and will give
an opportunity for all stokeholders to present thelr views, That sald, we would
like clarity on concerns raised by IATA for not including revenue from these
services for the colculation of X-Fagtar, IATA noted in its comments made on
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the 18th February 2015 at the stokeholders meeting that this would violote the
AERA act, We would encourage AERA to address this concern without changing
its stance, on treating cargo. ground honding and fuel to aoircroft services
{including ITP services| as oeronautical services. ™

20.41. However, ASSOCHAM and Cll have commanted that cargo screening should be
treated as non-aeronautical revenue.

20.42. ACI commented on the issue of classification of revenue such as cargo screening
commenting that,

“We urge the AERA to avoid inconsistency fn the classification of revenue items
that is In controdiction with the concession ogreement.

Far example, Cargo Scréen is currently proposed to be treated os Aeronoutical
Services. Plegse note that this ltem Is not considered an aeronautical services
under Schedule 5 and & of DIAL's Operation, Monagement and Development
Agreement that clearly stipulates the classification for aeronautical and non-
geronautical activities,”

20.43, APAD commented that it is absolutely clear from the Schedule 6 of the OMDA that
any Income accruing on account of cargo related activities is non-aeronautical In
nature adding that,

“l. APAOD, In principle, s of the view that there should be no violation of
concession agreements and the entire tariff fixotion should be as per provisions
of concession agreement.

if, Subject to above principle being adhered, APAQ would like ta highlight that
AERA had considered Cargo Screening os Non Aero while colculating the
Hypothetical RAB. If AERA decides ta consider Cargo Scréening revenues as
aero then retrospective effect should be given by adding the cargo scréening

income in FY2008- 09 in the aerpnoutical income to be reckoned [owards

calculating Hypathetical RAB.
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iil. Adaitionally, Ministry of Civil Aviation had confirmed in @ communication to
AERA that any revenues from cargo reloted business showld be classified under

nan ceronautical head,”

APAD has also drawn reference to the Ground Handling Policy as issued on 28th Sep, 2007
via AIC Sl No. 7/2007° by DGCA, stating definftion of Ground Handling and Security.

20.44. MIAL has commented on the matter of cargo screening as below,

"AERA has considered Income from Cargo screening as income from
aeronautical services. Corga scréening service is an integral part of corgo
handling service and therefore should not be treated differently from cargo
handling service The Autharity, after taking Into account provisions of
Concession Agreements, hod already decided in its earlier orders that while it
will censider Cargo and Ground Handling services as aergnautical and will
determine tariff for the same but for the purpose of cross subsidy, It will
consider revenue from these services As non-aeronoutical ond therefore
singling out one particular compenent of cargo octivity ond treoting the same

a5 aeronautical service is completely incorrect.”
20.45, Air India’s comments regarding the CUTE service are as below,

“Kind reference is maode to para 20,26, page 304 af the consultation paper
where by the Authority advises DIAL to get the approval af the Authority for
CUTE charges levied by the IT JV of DIAL in this regard, Alr India has been
representing AERA to bring the IT relgted CUTE service chorges under its
purview. Copies of our letters doted 31 July 2013 and 18th November 2013 are
annexed for kind perusal and ready reference. {Annexure 18&2). While, Tariff
Order 03/2012 regulated CUTE counter charges per departing flights
@Rs. 500/~ for Domestic and Rs. 1500/~ for international fiights, (fixed for the 1
control period without any escalation) the Order did not specify any chorges for
T related CUTE services.
The IT reloted senvices (CUTE, BRS and Gate Counter services) at IG! Alrport are
provided by Wipro Airpart IT Een#;ﬁ.l.m.'_ted {WaIsL), The agreement between

Alr India and WAISL r:nnrq;.rfgd

o) ﬁug effect thot, guote, ‘upon the
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constitution af the AERA, the rates for the Services may be revised/refixed by
AERA and the Customer shall be liable to pay Charges in accordance with such
rates as may be fixed by AERA.
The charges may be voried from time to time during the Term of this
Agreement by AERA. WAISL shall glve Customer, written naotice of any change
in the charges by AERA and the new charges shall hbecome effective on the date
which Is specified by AERA in that regard.’ Unquote.{relevant portions of the
agreerment annexed as Annexure -3}
Alr india has been maintaining from the beginning that the IT related services
at the IG! shouid be regulated by AERA. However, WAISL, did not get these
charges approved by AERA ond olso have been demanding yearly increase. Air
India has been objecting to such increases. It is now reguested AERA to
Regulate the toriff and pronounce the rates effective from the st Control

Period.”
20.46. On the issue of CUTE revenues, APAD has commented as below,
“1. Cute counter is only the rental income of counters.

2. ICAQ's Palicies on Charges for Airports and Air Navigation Services, appendix

3- Glassary of Terms defines Revenues from nan aeronauticol sources as:

“Any .rew_’nues. received by an airport in considerotion for the vorious
commercial arrangements it mokes In relation to the gronting of concessions,
the rental or leasing of premises and land and free zone operations, even
though such arrangements may in fact apply to activities that may themselves
be considered to be of on eeronautical charocter { for example, the concessions
granted to oil componies to supply aviation fuel and lubricants and the rental
of termingl bullding spoce or prémises to aircraft operatars)”.

Since, Cute counter charges are In nature of rental income, they should be

considered as Non Aeronautical charge.™

20.47. On the issue of treatment of CUTE revenues, FI4A has commented as under,

Order No. 40/2015-16




It is submitted that the Authority has discussed the issue af Comman User
Terminal Equipment {“cute”) Counter Services in Paragraph 20.26 and 20.27. The
Authority hod considered CUTE Counter Chorges and CUTE Charges in the
Previous Consultotion Paper and the Previous Order. However, (n the
Cansultation Paper, the Authority used the terms CUTFE Counter Service and
CUTE Terminal, The Authority has not clarified the difference between the CUTE
Counter Service and the Cute Counter terminal. Therefore, it is difficult for FIA
to ascertain the treatment of the CUTE Counter Services as well as the
associated services which ore @ part of the same. It s submitted that the
Authority has made o reference to other services reloted to CUTE. However, the
Authority hos not listed the services pssociated with CUTE. It is submitted that
the list of associated services may be relevant to consider whether the CUTE
services are oeronoutical or non - aeronautical. Therefore, the Authority may
kindly: (a} Clarify the difference between the CUTE Counter Service and the
Cute Counter terminal; and (b} Provide the list of services associated with
GLETES®
20.48. Blue Dart highlighted its view with respect to cargo rentals in its letter to the

Authority as a key stakeholder. Extracts of the letter have been reproduced below,

1. Biue Dart Aviation Limited (BDA) is the sole scheduled cargo airling in
India ond is ollotted sepaorate space for undertoking its oir express operotions in
Delhi os per the successful model of express operations prevalent worldwige.
An empty space is ollotted to B0A, wherein the
facility to handle air express operations is built at our own cost. As O
scheduled cargo aoirline, space for operotions I out of the ambit of AERA,
though air cargo is considered part of ceronoutical services, providing the
airport operator the liberty to increase chorges arbitrarly for the leased
land, ramp spoce ond structure built by us. The lease rentals in Dethi

airport hove been increased exorbitontly over the years, The airport

operator has the ifberty to {‘iﬁ‘m _n'i'.ﬂ.v:;.:'ea.s‘! the lease rentals arbitrarily In
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future, Our submission is to include even carge space and lond lease
rentals. inte geronoutical services, which will enoble AERA to hove reguiar

consultotion meetings with the operators and users to fix the tariff.

2. From the consultation Paper No. 16/2014-15, the average annual rentol
income of OIAL is between Rs. 1.8 crores to fAs, 2.0 crores from the sub
feose aof land, This tronsiotes to RAs. 4942 per square metre as rental
chorges. Whereas, the rental chorged by DIAL for BDA s Rs. 20,035 per
square meter, which has ne comparison to its own levy of charges to other
LSErs,

3. As per the projection given by DIAL, the revenue from Commercial
property development over the second controf period is at 5.59% till 2018-
19, The increase applicable on lease rental to BDA should also be
maintained at 5.59% in future.
4. Corgo airlines do not find a place in the OMDA. Consequently, they con
be asked ko .renl'l.-'e an alrport in favour of a retaller who may give the airport
operator a higher return on investment. The primary objective af bullding
an afrpart is not to house retailers. It is impartant to recognize thot cargo
airlines must co-exist with business ond commerce, and connot be
relegoted to isoloted airports. Corgo oirfines provide the essentiol
connectivity for econamic development and ore essential at major girports.
There should alse be no discriminotion towards corgo airlines in the

polleies of chvll aviation pertaining to operations and airports.”

20.49. FICCI commented on the issue of considering cargo lease rentals as aeronautical, In

line with Blue Dart's submission, as belaw,
*it has been suggested by the carge players that the land lease rentals for
corgo space pald by them should be treated as deronautical and brought into
the ambit of AERA, It will safeguard the interest of cargo players and ensure
determination of toriffs ofter stakeholders’ consultations.
it has been witnessed thot cargo ployers are allotted an empty spoce, wherein

the focility to handle air express-operations s buiit at thelr own cost. As o
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scheduled corgo airfine, space for operations is out of the ambit of AERA,
though air cargo is considered part of oeronautical services, providing the
airpart operator the liberty to increase charges arbitrarily for the leased land,
romp space and structure bullt by them. Our submission Is to nclude even
corgo space and land lease rentals into aeronautical services, which will enable
AERA to have regular consultation meetings with the operators and users to fix
the tariff."
d DIAL's response to Stakeholder Comments on Issues pertaining to Treatment of
Cargo, Ground Handling and Fuel Throughput Revenues

20.50. DIAL has stated that it agrees with APAO's comments regarding TP and cargo

screening and elaborated Its response as stated in para 20.61 below and para 20.62

below.

20.51. In response to APAQ's comments regarding considering CUTE counter charges as
aeronautical DIAL stated as below,
“The Authority’s approach must be in sync with the principles laid down in the
554, Schedule 1 af the 554 provides that:
Consistency: Pricing declslans In eoch regulatory review perigd wiill be
undertaken accarding to a consistent opproach in terms of underlying
principles. Accordingly, the treatment of CUTE countér charges must be
consistent — The AERA connot treat these services os oeronautical for the
purpose of regulation ond simultaneously treat the revenue from them as non-
geronautical for the purpose of determining HRAB under the same process of

tariff determination.”
20.52. In response to ASS0CHAM'S comment on cargo screening and calling it sovereign
risk, DIAL has commented as below,
"Any stand of Authority which is ogainst the concession agreement is the
biggest risk for o regulgted sector, In case of DIAL, where the concession

ggreements have been signed by the Government of India, any non-adherence

ta any term mentioned ~thereln amounts to the sovereign risk.
&
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Enforceability of the concession agreements (s nan-negotioble. Any non-
adherence tarnishes the image of the country in the minds of domestic and
farelgninvestors.

Tregtment of revenue share not being poss through for building block
calculation of Tax, corge screening classification os non-gero and enforcement
of CPl-x methodalogy are well defined in the concession agreements and should

be considered the way they ore defined in the soid agreement.”
20.53. Inresponse to IATA's comment with respect to ITP, DIAL has responded as below,

“The into-plane service is an aeronautical activity and the same was accepted
by the Authority in first control period. We reguest the Autharity to maintain
the same position and treat into-plane service as o Non Aeronavtical activity.
The Authority (s to maintoin @ consistent approach while determining tariff to
ensure regulatory certainty. The Authority must therefore apply the same
settled principles and rationale while determining toriff for subseguent control
DErods,

Evidence: AERA's stand in first control period, Order number 03 of 2012-13."

20.54. In response fo IATA’s comment with respect to CUTE counter charges, DIAL has
responded that CUTE services are used for passenger check In. It has drawn
reference to the Ground Handling Policy and stated as in para 20.63 below. It has
added that,

“Ground handling services are non-aeronautical and revenues accruing from
these services are non ceronautical revenues, Hence the revenue generated
from CUTE services, is revenue accruing from ground handling function and is
to be treated as Non-Aeronautical as per provisions af the cancession
agreement,

MaoCA issued a directive in this regard ta the Authority stating thaot:

5. "It 5 seen that Cargo and Ground Haondling services are being treated as
aeronautical services as per Section 2(d] of the AERA Art (Para 402 of

Consultation Poper). Hawever, os per the provision of OMDA and 554, carge
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and ground hondling services are cotegorized as non-aeronautical arid the
revenues occruing [rom these services may be treated o5 non geronautical
revenue.”

MaoCA issued another directive in this regard on 10th September 2012 clarifving
as follows:

“This Ministry had already, in the context of IC! Airport, Delhi, clorified to AERA
vide letter doted 9.3.2012 that revenues from Carge and Ground Handling
services accruing to the alrport operator should be cotegorized as non-
aeronautical revenues as provided under the OMDA. This categarization Is
regardless and irrespective of whether these services are provided by the
girport operator himself or through concessionaires (including IV appointed by
the girport operator).”

With ground handling being, considered as non-oera for determination of X
Factor, any resuitant revenues from the check in services should he treated as
non-gera revenues only.

In wiew af the above, revenues from CUTE services, being Ground Handling
Services, i non-geronautical revenue and is outside the scope and ambit of
regulation, The Autharity does not have junisdiction to determine charges for
non-geronauticel services, which is a ‘no go’ area for the Authority.

Evidence: We hove already submitted the new ground handling policy to

Authorfty In our response to the. Consultation Poper.™

20.55. In response to FICCI's comments regarding the cargo lease rentals and Inclusion of
cargo alrlines in the OMDA, DIAL responded as under,

“The OMDA creates a distinction between Aerongutical and Non-Aeronoutical
Services [Ret Schedule 5 for Aeronautico! Services and Schedule & for Non-
Aeronautical Services]. Under OMDA, only the tariffs for Aeronautical Services
aré subject to regulation, Alrport operotars/ DIAL are/ 5 free to determing
tariffs for Non-Aeronoutical Services [Ref: Clauses 121 and 12.2 of the OMDA].
The Tarff Determination haod to maintain the distinction between these
services in occordance wiijh_‘_r'fr'éég_é.r]dute o OMDA.
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The OMDA treats ground handling end cargo chorges under the Non-
Aeranautical category. The tariff for these two is to be determined by the
Afrport aperatory DIAL, without regulatory interference.
Schedule 6 of the OMDA describes services which shall be treated as Non-
Aeronautical Services:
“3. Corgo Handling
Cargo terminals
6. Ground handling services.”
Classifying corgo and ground handling services in the aeronautical category,
there will be an error of clossification. The classification is not based on any
intelfigibfe basis and is contrary to the specific provisions af the OMDA, In
Haorshendra Choubisa vs. State of Rajasthon (2002) 6 Scc 393, the Supreme
Court held that:
“If any classification has to be done in this regard, It should be bosed on a
scientific studyv-bit not on g brogd generallsation.”
The suggestion classification of the cargo and grovnd Randling services |s
contrary to and falls foul of the principles laid down by the Supreme Court. Such
classification is frrotfonal.”

20.56. In addition to the above, DIAL has further emphasised on the Section 13 of the AERA

Act,

20.57. With respect to Cii's comment regarding cargo screening, DIAL has provided

rationale as in para 20.62 below and stated that,

“We ogree to the contention of CIl.

We thank the outhority in treating cargo and ground hondling services as non
aeronautical, However the cargo screening services which are the Integral part
of cargo services connat be tredted as aeronautical services, The Authority has
to treat the revenue from corgo screening activities os non-aerongutical
revenue anly.

Corgo handling is treated as a non-aeronauticol service under Schedule & of

OMDA which is a binding contfact) a Concession Agreement with a soverelgn
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government, under which contractual rights have accrued. In recognition of the
same, MoCA had taken o decision doted 09.03.2012 (in occardaonce with the
Concession Agreement) thaot revenue from cargo and ground handiing accrued
to the airport operator would be cotegorized as non-ceronautical,
Carga services Include cargo screening which falls in the category/ class of
‘varge’. Even if the screening of cargo helps in ensuring security, ultimately (t s
one af the functions of cargo handling service, Further, since cargo screening is
part of cargo services, revenues (from cargo screening) have to be treated as
non-gerongutical fn line with Mo Ca’s policy declsion [already communicated o
AERA).

it is olso pertinent to note that In occordance with Schedule 6 of OMDA, all
faciiities established for the activities listed in Part | thereof, which includes
cargo screening services, hove to be treated os Non-Aeranaulical Services.
Hence any revenue generated from such assets and facilities is the revenue
from Non-Aergnoutical Assets

The above foct afso has, been supparted by the new ground handling poficy.”

20.58. DIAL's response on this matter was also covered in Section 9 {Cargo screening in
HRAB).

20.59. In response to VistaRa's and Air India’s comments regarding CUTE charges, DIAL
responded elaborating on the same rationale as mentioned in the 20.54 above and
response to other stakeholders on this matter, above.

20.60. In response to MIAL's comments on treatment of cargo and ground handling, cargo
screening and ITP services, DIAL has provided the rationale mentioned in paras 20.61
below to 20.63 below"

¢ DIAL's own comments on Issues pertaining to Treatment of Cargo, Ground Handling

and Fuel Throughput Revenues

20,61. On the matter of treat fuel throughput and into plane services as aeronautical, DIAL

has responded as below,
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"We shall like to clarify that fuel throughput charges Is akin to profit sharing
and this revenue s not on account of Infrastructure and os such connot be
classified as aeronautical under the terms of concesslon.

Inta Plane Services

The Into-plane service Is o non-oeronautical activity and this issue was well
settied In first control perlod. We request the Authority to maintain the same

positlon and treat Inte-plane service as a Non Aeronaulical activity.

Authority’s attention is invited on the following pre bid queries of DIAL:

428 | Query: The heods of Aeronoutical Response: In respect of

Services mentioned in Schedule 5§ Aeronoutical Services the only charges
of OMDA are not separately levied are Landing Fees, Parking Fees,
captured {n the formot provided for | Housing Fees and the facilitation
business plan in RFP. Under which | component of the Passenger Sérvice
head do eoch of the Aero Services | Fee.

get clubbed?

It Is relevant to note the response of AAl to the pre bid query as to what ail
constitutes Aeronautical income and the following was the clarifieation
provided in response thereto: The above goes on to show that only income
arising from the below octivities was proposed to be treated as aeronauticol
income of DIAL:

1 Londing

2 Parking

3 Houslng

4 Facilitation component of PSF

All the other incomes were Non Aeronautical income.”

it is afso relevant to the note the response to the below guery which amply
clarifies that the activity of hydrant refuelling wos carried out at the alrport

even before DIAL was owarded Eﬁg concession of the IG! Airport,
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63 | Query: How many Response; 9 in contact stands in the

stands are International apron, 12 remote stands In the

provided with international apron. 6 cargo stands in the cargo apron
hydrant refueling

This goes on to show that though the hpdrant refuelling was also befing done at
the girport before the award of concession but this activity wos not included in
the list of activities whose income would haove to be treated as Aeronautical
Income, Inview thereof, It should be treoted 05 0 non geronoutical activity and
cansequently the [ncome arising therefrom should be treoted as Non
Aerpnautical income.”

20.62. On the issue of treatment of revenue from cargo screening as aeronautical revenue,
DIAL has drawn reference to the "new proposed Ground Handling Policy as issued on
28th Sep, 2007 via AIC S No. 7/2007" by DGCA, stating definition of Ground
Handling and Security. In addition it has stated the fellowing,

"WaCA Directive:

it I5 also relevant to nokte that MoCA hod foken o decislon dated 09.03.2012 {In
accordance with the Concession Agreement) that revenue from corga and
ground handling occrued to the airport operator would be categorized as nan-

geronautical,

Cargo services include cargo screening which falls In the category/ class of
‘torgo’ even if the purpase of cargo screening is security related. Since corgo
screening is part of cargo services, revenues (fram cargo screening) have to be
treated os non-geronauticol in line with MoCA's policy decision (alreody
commiunicated to AERA). it is pertinent to note that when the revenues from
Cargo have to be treated as non-ogronoulical and cargo screenlng is part of
cargo operations, noturally the revenues from cargo operations have to be

treated as non-oeronautical revenues in all its fairness.
Pre Bld guery:

in addition, it (s also relevant to note the response of AAl to the pre bid guery

as to what all constitutes Ag .i'_i'_ﬁr__u:t:';'m' income and AA! provided the below
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clarification to DIAL, The obove goes on to show that only income arising fram

the below octivities was propased to be treoted as aeronautical income of

DAL

9 Landing

10 Parking

11 Housing

12 Focllitation component af PSF

All the ather Incomes including these arising from Corge Handling Services

were Mon Aeronauticol income.™

313

Cluery:

What are the current
charges (X-ray,
warehousing, handling,
demurrage, etc.) for
different categories of
cargo?

Please pravide the
percentage mix of
different categaries of
cargo for the past 5
vears, What is the
reason for the high
percentage of
demurroge revenue in
total cargo revénues

Response: The x-ray charges levied by AAl up to
31-3-2005 was Rs. 1.50 per kg, Subject to a
minimum of Rs. 100 per cansignment. AAl Board
has opproved the rationalization of x-ray
charges on account of 100% x-ray screening of
export cargo @ 0.75 per kg, w.e.f. 01-04-2005.
The existing charges for warehouse, handling
demurrage etc. are provided in the Doto Pock
CD 3. The percentage mix af different categories
af cargo in the last five vears Is also provided in
the Data Pock CD 3. Because of high dwell time
of import cargo importers pay more demurrage
charges for the consignments which are cleared
beyond the free period of 05 working doys. As
per Survey conducted during luly 2004 ot 1GIA-
Carga, the average dwell time of Import cargo
works out to 7.2 days ond of export cargo is 2.5
days. The reasons far high dwell time are due to
Customs procedures and agents/ imparters
readiness to clear their cargo.

The response to the above guery reveals that the prior to the award of the

cancesslan of [he 1G! Alrport to DiAlL, cargo screening activity was being

undertaken by the AAl and was therefore not part of ceronautical income.

it is aiso pertinent to note the response af AAl to another pre-bid query on the

gntities which were engoged in providing ground handling services.

| Response: As per existing ground handling

| 360 | Query: Please clarify haw
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many companies are regulations of Jan 2000, there are only three
currently allowed to provide | ground handling agencies I.e. Air India, Indion
the following ground Alrlines, AAl and any other handling agency
handiing services (seif ficensed by A4l M/s Cambatta Avigtion are
and/or third parties) at 1G] | also providing ground handling services to
Alrport and who are they? | few of the airlines an payment of 11% of the

- Ground Handling of gross turnover. Other small agencies who are
Passengers involved in praviding

- Ground Handling of Ancillary Services are there enly for an Interim
Cargo period tilf the airline can make Its own

- Romp Cperations arrangements or AAl is In o position to

- dircraft cleaning service appoint Ground handling ogencies.
- Inflight Catering Services

it is relevant to note the response of AAl to the pre bid query as to what all
constitutes Aeronoutical income and the below clarification was provided in
response thereto by the AAL This above goes on to show that only income
arising from the below activities was proposed to be treated os oeronautical
imcame-of CNAL:
I Landing
2 Parking
3 Housing
4 Facilitation component of F5F
All the other incomes which are not derived from the activities specified herein
such as that arlsing fram Ground handling are Nen Aeranautical incame.
Concession Agreement:
Further, Cargo handling is treated as a non-oeranautical service under
Schedule 6 Part | of OMDA which is the Concession Agreement based an which
DIAL was, Inter alia, granted the concession to operate, mointain, finonce,
modernize the IGI Airport. We request the Authority need to take cognizance of
the above.”

20.63. On the matter of treatment of revenue from CUTE as aeronautical, DIAL commented

as below,
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“Commaon User Terminal Equipment (“CUTE*) ore used as a focility for
passenger check-ln, As per the Groungd Pollcy Bsueg by GoM Circufor Nog
07/2007 of 28th September, 2007 the passenger check in services at the airport
are in the noture of Ground Handling Service, Hence the revenue generated
from CUTE services is a revenue accruing from ground handling function and
needs to treagted aos Non Aeronauticol os per provisions of concession
agreement.

For reference the relevant portion of the Ground Handling Pallcy Is reproduced
hereunder; |

ANNEXURE B

TRAFFIC HANDLING

1. Terminal Services

1.1 Handling documents aond lood controf

1.2 Passengers and baggoge handliing at the airport terminals

1.3 Cargo handling services at the alrport terminals

1.4 Mall handling services at the airport terminal

1.5 Traffic se-{w'a:es at the airport terminals including possenger check-in

it is olso relevant to note the clarification issued by MoCA in this regard vide its
letter doted 10th September 2012,

“2, This Ministry had already, in the context of 1G] Alrpart, Delhi, clarified to
AERA vide |etter dated 9.3.2012 that revenues from Corge ond Ground
handling services accruing to the airport operator should be cotegorired as
non-geronautical revenues as provided under the OMDA, This categorization is
regardiess and irrespective af whether these services are provided by the
airport operator himseif o, through concessionalres (including JV appointed by
the alrport operator). The same clarification holds good even for CSI Airport,
Mumbai as OMOAs of both the airports are identical.

il Avigtian.™
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We therefore request the Authority to consider the Cute Charges os non-
Aeronautical.”

f  Authority’s Examination of Stakeholder Comments on [ssues pertaining to Treatment

of Cargo, Ground Handling and Fuel Throughput Revenues Forecast

20.64. The Authority has carefully considered the comments from the various stakeholders
as well as DIAL's comments and response to the stakeholder's comments regarding
the non-aeronautical revenues forecast for the second Control Period In respect of
the IG| Alrport, Delhi. The Authority’s examination and decisions in this regard have
been presented below.

20.65. As ragards the treatment of revenues from CUTE charges and cargo scréening, the
Authority has noted comments from FIA, APAQ, ASSOCHAM, CIi, Air India, MIAL and
ACl, The Authority has decided to treat both revenues as non-aeronautical revenue

as discussed in para 6.110 above.

20.66. However, as discussed |n 6.105-6.112 above, the Authority shall commission an
indepandent study for the allocation of IT JV assets and expenses on account of
CUTE services. Hence, for the time being, the Authority shall consider CUTE revenues
and CUTE counter revenues as aeronautical revenues. Based on the result of the

above mentioned study, the Authority shall true up both revenue streams.

20.67. With respect to treatment of ITP revenues, the Authority has noted comments from
IATA, MIAL and FIA. The Authority has carefully examined that comments and re-
iterates its rationale and proposal on this matter stated in the Consultation Paper

MNo. 16/2014-15 and para 6.107 above, and decides to treat the revenue from ITP

sarvices in the hands of DIAL as aeronautical revenue.
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Decision No. 18 Regarding treatment of cargo, ground handling and fuel concessions
to be considered for the second Control Period, based on the material before it and
its analysis, the Authority has decided:

18.a. To commission an Independent study to examine the [ssue of allocation of
assets, services, revenues and costs generated in the IT JV into aeronautical
and non-aeronautical more closely. The Authority would accordingly take
into account this report at the time of determination of tariff for the third
Control Period and true up for the Second Control Period

18.b, To consider revenues from cargo Including cargo screening as non-
aeronautical In the second Contral Period.

18.c. To consider revenues from ITP as well as fuel throughput as aeronautical
revenue in the second Control Period.

18.d. To consider CUTE service and CUTE counter revenue as aeronautical for the
time being

18.e. To consider revenue from Ground Handling as non —aeronautical for the g

Control Period
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21. Traffic Forecast

a DIAL Submission on Trafflc Forecast
21,1, DIAL's revised submission on traffic based on the Mott McDonald study (submitted
by It at the time of asronautical tarif determination for the first Contral Period),
dated 23.07.2014 and availabllity of the actual traffic in full year FY2013-14 5 as
belaw,
"Following /s the actual traffic for 2013-14

Passenger Traffic:
Detolls of actual reported UDF paying passengers during FY2013-14 is as
follows:
Passengers (in Million) | Departing | Arriving Totnl Passengers
Possengers | Passengers
Domestic - Short haul “|arv_ |07 145 i
Domestic - Long haul 937 | 9.35 18.72
Domestic subtotal 10.11 | 10,07 018
| Internationol - Short hau! 0.53 1055 __ 1308 -
International — Medium houl 1217 1210 427
International - Long houl (214 | 209 I
International subtotal (484 474 [958
[ Total Passengers 1495 148 _|29.78
Air Traffic Movement [ATM):
Following are details of ATM reported dunng FY2013-14:
(Aircraft =~ A |8 e D “TE | F |1t |
Category 4 o
Cargo | | 165 1188 .
Full Service 1,423 | 42,050 2237 45,75
7]
Low Cost ‘247 58820 | ' 519 | 55,53
| ]
onSchedule | 2053 | 4815 |57 |0 | B 74l
_Ml:tmlﬁmm' p——
ogo | |z s |66 148 | 171
Fafl Service &2 I#.H 12,067 .3.3!!? I14. 796 470 | 3028
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Grand Total | 2.203 | 7,236 118977 | 4,441 ;2&,.230_
| | | 67

From the above reported detolls of ATMs following s the ATM which was billed
on fixed rate of Rs. 10, 700 per ATM:

Afrcraft A B |c D 3 F Tatal
Categary v

Damestic

Carga o 1
Full Service | {2423 |&356 | a—l = 5,879

(Low Cost | 1247 [3894 &= = o= 3,341
Non-Schedule |1,961 4618 [412 (80 |81 | = 724
{nternational

Cargo [

Full Service - L e =g LT R T 1

Low Cost 53 184 |7 3 247
R ) R TR I D =
GrandTotal [2034 |6472 |g669 |83  [1:1 | 17,389
MToW:

Following are details of MToW reported during FY2013-14:

Average of Below 100MT:;
Airfing Type . mr.:m'ﬁ Cotegony -
L _STE ETTE =D 11 B
Domestic - [ e TN o ]
Cargo | 57 100 .
Full Service | i e e G
 Low Cost WE = e MOR D™ 8 o 60 -
Non-Schedule 38 |+ |# >
Internationg!
[ Corge 100 52 L7 N T R
Full Service 100 93 |78 |99 100 100
Low Cost 30 77 |
Non-Schedule '|4_a 49 59 |s& |10 |00

Average af Above 100MT;

"Mrm; .T].rpE' Alreraft Earfgnry N e e -
[a : ¢ |0 | £ F _i

Domestic




Cargo - | B

_FLrF-'SEr'.rice
Low Cost

MNan-Sche n'u?e_
international

Full Service 83 154 0 7d 183 343

Cargo =7 # L1865 |47 108 | 203
[ Low Cast ] 1 = el

NS e Dl El L

Non-chedule 6 EET 76 237 |3

b Authority’s Examination of DIAL Submissions on Traffic Forecast

21.2. The Authority had carefully examined the submissions of DIAL with regard to the

21.4.

21.3.

actual traffic in the first Control Period and its traffic forecast for the second Control
Period, The Authority had noted DIAL' submission that the actual passenger traffic
broadly follows the low case of Mott McDonald traffic forecast study (2006), This
study was commissioned by DIAL to determine traffic forecasts at |Gl Airport, Delhi
and served as the basis of Master Planning required under the OMDAL

The Authority had sought auditor’s certificates for the traffic numbers submitted by
it for the entire first Control Period with break-up of passenger growth by domestic
and International and short haul long haul and medium haul traffic; and for ATI
growth traffic by domestic and international and below 100 MT, above 100 MT
traffic. The Authority was in receipt of the explanation from DIAL that prior to the
application of UDF, DIAL did not record passenger traffic based on hauls and thus
this information is available only for FY2012-13 and FY2013-14. The Authority was in
receipt of Auditor's Certificate for the same. The Authority was also in recalpt of the
ATM traffic break-up for FY2011-12, FY2012-13 and FY2013-14 which is based on the
UDF paid passengers only.

The Authority has noted DIAL's submissions regarding traffic projections for the
second Contral Period for both passenger and ATM segments. It has noted that

these are based on low case scenario of the Mott McDonald study.

The Authority proposed to consider the traffic projections considered by DIAL and
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the actual traffic realised In the second Control Period. These projections are as per
the tables below.

Table 65: Passenger treaffic considared by tha Authprity for the sacond Comral Ferlad (in Crorms]in
Consuhtation Paper Mo, 16/2014-15

Passenger Traffic (in crore) | 200415 | 201516 | 201617 | 200718 | 201819 |
Domestic arrivals SH | oors 0.078 o082 | 0086 | 0,080 J
Domestic arrivals LH pg7d |  1023]  to7e| 1119 1171 |
Total Domestic Arrlvals (A) 1053 1am 1153 | 1206|1261
| International arrivals SH 00s8| 0060 |  0.063| D.066 0089 |
Intarnntionsl arrivals MH 0220 0230 0.240 0231 0263 -;
Intematl_unal arrivals I:H » {r2in 0.1_29 l EI-I%B | 0.250 _ 0262 1
| Total International Arrivals (8] 0.456 0.515 0542| 0567, 050
Domestic deperturesSH | 0077 | 0081 0085 |  0.089 0.093 |
Domestic departures LH | psso 1.025 1072 1am 1.173 |
Total Domestic Departures (C) | 1,058 1,106 1157 | 1,210 1.266
[ international departuresSH | 0085 | 0,08 0061| 0063| 0066 |
| International departures MH 0227 02| o] oaeo| oam |
International departures LH 0.224 0.234 D245 | 0256 |  0.268 |
Total International Departures (D) | 0.506 | 0530 |  0.554 | 0579 0,606 |
Tatal Passenger (A + B +C + D] 3113 | 3257 3406 | 3562 377 |
Table 66 AT constdarod by the Authority far the sscond Control Period in Consuitation Paper No
16/2014-15
S T & =TT iﬁ!.ii_ij 01647 201718 201849
Damestic | 205029 216,75 129,151' 242,263 256,130
Internatienal iy ‘ B1769 852600 88001 92697 36,655
Total ATM _ | e 302,017 318,056 334960, 352,775

¢ Stakeholder Comments on Issues pertaining to Traffic Forecast

21.6. Subsequent to the Stakeholder Consultation process, the Authority has received
comments / views from various stakeholders including IATA, VistaRa, APAQ, Cil,
MIAL, Air India etc. in response to the material and the tentative proposals
presented by the Authority with respect to various elements of determination of
aeronautical tarlff in Its Consultation Paper No 16/2014-15 dated 28.01.2015.

Comments with respect to traffic forecast are presented below.

21.7. VistaRa presented the following views on-trafi
m
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“The proposal by the Authorlty (AERA) to consider DIAL's traffic forecast for the
second control period of 4.6% is undesirable, DIAL hos acknowledged that it hos
bosed its troffic forecast on the low growth scenario in Mott McDonald study.
With the recent decline in oll prices - which contribute to roughly 50% of an
airiine's operating cost - and air fores having declined constantly since 2011
{Brian Pearce. Chief Economist - [ATA) demand for air travel is expected to
surge ogain. The Indlon owiation Sector, in porticulor, hos been growing
stropgly in recent months, with three new airlines having started cperations,
including mast recently, Vistaorg. Based on medio reports, another & néew
airfines are expected to follow suit. According to [ATA, in 2014, the Indian
domestic aviation market has witnessed o growth of 8% (RPKs] vs 2013, which
is higher than the global domestic growth of 5.4%. IATA portly credits market
simulation by local corrlers for this growth. Bosed on Afrport Council
international dota, Indion air traffic grew by 6.2% last yeor, which is again
slgnificantly higher than the 4.6% growth projected by DIAL,

With global air travel registering the strongest growth since 2010, a lower cose
estimation of growth is not aon eguitable variable to use for computation of
charges for the second contral perfod. Thus, we belleve If air traffic growth
were to be revised to a mare realistic forecast, alrport charges could be further
revised downwards. This would lead to further market simulation, and

eventually, the increased traffic will lead to higher revenue for the airport.”
21.8. APAI presented similar views commenting that,

“The possenger growth considered by DIAL is nat In line with the growth
prajected by the Ministry af Clvil Aviation in the draft Civil Aviation Policy. it is
less than holf of what the Gowt. has projected and this will completely change
the entire working presented by DIAL™

21.9. Alrlines Operators Committee alsa presented similar views, stating that,

“We are of the view thot the proposed traffic forecast of 4.6% growth in

possenger traffic annually Is understated, The poorer performance in 2012-13
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suffocate  future expectotions for growth. On the controry, this
underperformance in the aviation market may suggest that there Is potential
for underserved or latent demand, meaning that growth in subsequent years
may be above trend. This is especially the case when charges at Delhi alrpart
were ta drop significantly in this second control period,
IATA's long term passenger farecast aver the next five years for indio projects o
CAGR of 8.23%. As pointed out by Mott MocDonald's, Defhi and surrounding
areas hove consistently outpoced India in population expansion, economic
growth and improvement in living standards; therefore given the continued
stronger performance in underlying demand drivers it would be expected for
Delhi to have higher traffic growth compared to India as a whole.
The underlying drivers underpinning the demand for air transport remain
strong., Maott MacDonold baseling growth forecast of 8.5% for all passenger
traffic up to 2026 is based on underlying demand drivers. No evidence hos been
presented to warrant downward revisions Ll underlying demand drivers. ™
21.10. IATA presented its response to the proposal on traffic as below,
“IATA Is of the view thot the proposed traffic forecost of 4.6% growth
inpassenger traffic. annually is understated.
The poarer performance in 2012-13 and possibly lower than expected
performance in traffic in 2013-14 does not reduce future expectations for
growth.  On the contrary, this underpedformance in the aviation market
may suggest that there /s potential for underserved or latent demand,
meaning that growth in subsequent yveors may be above trend, This s
especially the case if charges ot Delhi airport were to drop significantly in this
second control period.
IATA’s long term passenger farecast over the next five vears for indla
projects o CAGR of 8.2%. As pointed ouwt by Mott MacDonald, Delhi and

surrounding areas have consistently outpoced Indie in  population

ement in living standords;

expansion, econamic growth
?,:rql #

T ———
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therefore given the continued stranger performance in underlying demand drivers
it would be expected for Delhi to hove higher traffic growth compared to
India as a whole.

The underlying drivers underplnning the demand for air tronsport remain
strong. Mott MaocDonald's baseline growth forecast of 8.5% for all
passénger traffic up to 2026 is bosed on underlying demand drivers. No evidence
has been presented to woront downward revisions in underlying demand

drivers.”
21.11. FiA too provided a similar view stating that,

It is submitted that, o similar study was considered by the Authority to
forecast the troffic profections for the 1st Control Perlod. As compared to the
actual traffic, projected traffic was lower far the four years considered, with an
efficlency of 95%. However, during the FY 2012-13 and FY 2013-14, the
efficlency turns out to be 91%. Considering 85% occuracy during the previous
control period, forecast error has resulted in higher tariffs by 5.26% during the
1st Control Period.

it must be emphaosized here that DIAL engaged Mott to conduct the traffic
study and the Authority hod used this study to benchmark the troffic
projections of DIAL which Is a clear case of confiict af interest. This implies that
Matt traffic projections cannot be canslidered to be an independent study. Also,
the NMatt study has been conducted 8 years ago and there hove been significant
changes in the mocro environment af the oviation sector and the country which
would hove impacted the assumptions of the said study, Hence, the Authority
should commission an independent study considering the current state of the
econgmy. Also, the Authority should adapt migdie cose traffic projections

instead of low case projections as earlier considered for 1% Contral Period.”
d DIAL's response to Stakeholder Comments on Issues pertaining to Traffic Forecast

21.12. With respect to Vistara's comments, DIAL responded as below,
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“The traffic forecost considered by DIAL s based on a study / traffic forecast
prepared by Mott MocDonald Group Ltd, providing on estimate of future
demand for air transport ot Delhi airport from 2006 to 2036. The forecost has
proved to be 85% accurate since 2006 as confirmed by the past few years’
octual dota. The low cose forecost of the Mott MacDanald troffic forecast of

2006 have been used. The low case forecast has proved to be 95% occurate”

21.13. DIAL has in response to Vistara’s and APAl's comments, also provided a table
comparing actual pax traffic to projected traffic {low case] during the years from
FY2009-10 to FY2012-13, adding that,

“Accordingly, the 5 year CAGR of the forecost by Mott MocDonald hos been
used. The report for traffic forecast of Delhi Afrport, prepared by Mott
MacDonald hos been submitted to the Authority.”

21.14. With respect to ADC's comments, DIAL has responded as below In addition to
praviding a table comparing actual pax traffic to projected traffic {low case) during
the years from FY2009-10 to FY2012-13,

“The traffic forecast considered by DIAL is based on a study / traffic forecast
prepared by Mott MacDonald Group Ltd, providing an estimote of future
demand for alr transpart at Delhl alrport from 2006 to 2036, The ferecast has
proved to be 95% occurate since 2006 as confirmed by the past few years’
actual dota.

As forecosted, the pace of growth slowed down in 2012-2013, which is

attributable to the following significant developments in indian owation:
= The slowdown of the Indian economy;
= Government policy which includes items such os bilateral copacity
iimits,;
» The manner in which airlines in India hos developed - there hove been

fallures resulting in consolidation of Indion carriers, the continued

growth of low cost girlines, and decline in overall traffic. Developments
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such s the grounding of Kingfisher Alrlines have a significant negative

impact on traffic performance,

Challenges of globol economle environment such as competitive

pressures that indian airlines in porticular hove hed to face;

The weakened global economic environment and @ challenging market

for Indian Alrlines, particulany due to the large Middle Eost Guif

corriars,

As g result there wos o decline of 4.22% in traffic in 2012-2013. This deciine will

take tme to recover and In these circumstances, the low cose forecast of the

fott MacDonald traffic forecast of 2006 have been used. The Low cose

forecast has proved to be 85% occurate”

e DIAL's own comments on Issues pertaining to Traffic Forecast

21.15. DIAL stated that It agrees with the Traffic proposed by the Authority in the

Consultation Paper, which is based on DIAL's own forecast.

f Authority’s Examination of Stakeholder Comments on Issues pertaining to Traffic

Forecast

21.16. The Authority has carefully considered the comments from Vistara, AOC, APAI, F1A

and |IATA as well as DIAL's comments and response to these stakeholder's comments

regarding the passenger traffic and air traffic movement forecast for the second

Control Period. The Authority has taken due consideration of the fact that the

economic environment has Improved compared with the first Control Period

implying better prospects for alr travel,

21.17. The Authority has had reference to the actual traffic realised at the 1G| Airport, Delhl

in the first Control Period and noted that the CAGR of passenger traffic is 10.05% and

of ATM traffic is 5.99% as below:

Talbvle 67; Actuhl frafflc reallzad by DAL at MG Alrpart Trom 20
_Passanger |_FY0g I 7 N 1 & F¥13 FYid4 5 Year CAGR
International PAX 7768313 | B314211 | 9275775 | 10750009 | 11566102 | 12681309 10.30% |
Domestic PAX 1507102 | 17E104B4 | 20667113 @ 25131956 | 22802309 | 24195677 .93% |
Total PAX 22843415 | 26124685 35881965 | 34368411 | 36876986 | 10.05%
— i
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ATM FY0g FY10 Pl P F¥13 FYLd | 5 Year CAGR |
Intemational 59495 |  ga43s |  7azse | 7eea7 | soapz | @e1s1 7.70%
Domestle | is7ass|  1g57E9 | 180791 | 21Ss4 | 200311 | 704581 532%
Total 217391 | 229227 | 255545 295491 | 280713 | 290772 590 |

21.18, As.the CAGR of the actual growth rate realised by DIAL Is much higher than the DIAL
projection for the second Control Period, the Authority is of the view that the growth
rate for the second Control Period should reflect the recent trend. Thus, the
Authority decides to consider the CAGR of passenger and ATM traffic at DIAL as the
growth rate for projection of Non-Aeronautical revenues for the second Control
Period, In the Authority's view, it will also help in a more realistic projection of Non-
Aeronautical revenues.

21.19. However, for the purpose of estimation of UDF, the Authority had sought
information on billable passengers at the 1G] Airport, Delhi. The Authority is in
receipt of an auditor’s certificate in this regard. The numbers have been reproduced
below,

“Passenger numbers in miilion

Form

From | Mapls5,
April 08, d01Z21e | Toral For For the For the
2012 o Narch the F.¥ EY 78
Moy 14, | 21 2013 | M12-13 | 2013-14 | 2014-15
Particulors 2012 fa) B} | fe=a+b) [ e}
Deparivre 217 12 14.17 14.85 163
Arrtval Z.18" 11.56 14,12 13,81 16.09
Tobal 433 23.96 25,49 L2765 | 32 3geY

Compund Annual Growth

fare 7 A0

*UDF billlng on both departure and arrival passengers commenced w.ef from
May 15 2012. Upto May 14, 2012 the company has collected PSF from
embarking possengers and arrival passengers information is not maintoined
separately. Hence, for the period April 01, 2012 to Moy 14, 2012, the arrival

passengers ore caiculated based an the billable passénger ratio for the period

May 15, 2012 to March 21, 2013.

.
I
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**As represented by the Company, during the year 2014-15, Jet Alrways and

Afr India has approached DAL for Credit Note against the excess possengers

bilied by DIAL based on the erroneaus datao provided by the respective airiines.

However DIAL has requested for Certificate from o Chartered Accountant with

respect to the same. Pending receipt of Certificote from the Chartered

Accountant, DIAL has mode pravision against the clalm of Jet Alrways and Afr

india and Passenger number for 2014-15 as stated above Is after reducing 0.18

Milifan possengers with réspect to the said provision.”

21.20, Accordingly, the Authority has projected traffic for the purpose of estimating UDF at

the CAGR of billable passenger traffic of 7% as per their submission, for the second

Control Period.

21.21. Thus, based on a 7 % growth rate of billable passenger traffic, the Authority decides

to consider the following passenger traffic figures for projection of aeronautical

revanues over the second Control Period:

Table 68; Passenger traffle consldared oy the Auth

il

- —eme—

ity fior the second Control Pariod {In Crores)

Passangar Trafflc {in crore) 201415 | 201516 | 200617 201718 |  2oimas

_ Dnmus'EI_l:'_ a_.rll:i_':"als S_H. _ 0.ar7 0.082 088 [ P__I:I?_t 0101
Domesticarrivals LH | 1.000 1,070 1145 13226 1311
Total Domestic Arrivals (A) 1477 1153 1| 1320 1412
International srrivalsSH | 0054 |  0.083 | 0087 0.072 0.077 |
International arrivals MH 0235 Gu2an 0457 ¢ 0,295
International arrivals LH 0224 | D239 0.256 0.274 0,253
Total International Arrivals {B) oso7 [ 0543 0.581 0.621 0,665

| Domestic departures SH 008 | 008 0.08 0.10 0,10
Domestic departures LH e AT 115 123 | 131
Total Domestic Departures (C) 1.08 1.16 1,24 133 1,43
International departures SH ~ pos| oo 0.06 0.07 0.07
International departures MH ~ o3| 025 0.27 0.28 030

_'I_rjml_?‘njl departures LH 0.23 e iE_E-_I_ D026 0,28 0,30
[T:]'Ical International Departures g5z 055 050 0.63 0.68
Total Passenger (A+B+C+0) | 318|341 365 390 4.17
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Tabla 68 ATA canstdered by the Authaorliy for the second Control Perlod

AT i _zu_u%i 2005-16] 201617 201718 201819
Domestic W 205,558 217,865 230916 244,747 2584

International ga17|  sepos| 93,373  9mgms| 104,894
[Total ATM 288,670 305961 324289 343,713 364302

21.22. The Authority reiterates its view expressed earlier in the Consultation Paper No.
16/2014-15 an the requirement of reconciliation of passenger as well as ATM data
between AAl and DIAL from 2011-12 onward, with DIAL submission, and also put

together a system for reconclliation of traffic numbers reported by theam.

21.23. The Authority will true-up the passenger and ATM traffic based on actual numbers
reallzed during the second Control Period at the time of tariff determination for the

third Control Period,

Decision No. 19 Regarding traffic forecast to be considered for the second Cantrol
Period, based on the material before it and its analysis, the Authority has decided:
19.a. To consider the passenger and ATM traffic as per the Table 68 and Table 69
respectively for the second Contral Period.
189.b. To true-up the passenger and ATM traffic based on actual numbers realized
during the second Control Period at the time of tariff determination for the
third Control Period.
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22. Inflation

a. DIAL Submission on Inflation

22.1. DIAL's revised submission dated 23.07.2014 referred to the RBI Forecast (Results of
the Survey of Professional Forecasters on Macroeconomic Indicators — 28th Round
{Q4:2013-14, Source:http://www.rbl.org.In/scripts/PublicationsView.aspxrid=15761)

giving the latest forecast is as under:

= =B = T e — == . — = e

-
I Annugl Auef_a_:_ge ant-::ge Char:ge . |
Anﬂml’ﬂ'l.rerﬂ'ge percantoge .dmnum’ Duemge percenrcrge cﬁunga ovEr |
__change over the mext fve yeors | the next ten years i

_ _ Megn | Medion | Max Min Mean | Medion Mox Min |
Reol GEE 6.5 6.5 | A 5.4 e 7.2 | 50 6.0 |
CPI- inflation 6.9 7.0 5 I 5.5 6.3 6.5 7.5 50,
WPiinflation | 54| 55| 62 | $3| si| Ss| &0 &5

b. Authority’s Examination of DIAL Submissions cn Inflation

22.2. The Authority examined the submissions made by DIAL on inflation to be considered
for the second Control Period and noted that noted that DIAL has submitted REI
Forecast for WPl and CPl-IW (Results of the Survey of Professional Forecasters on
Macroeconomic Indicators = 24" Reund (Q1:2013-14) and 28" Round (Q4: 2013-
14)%,

22.3. The Authority noted that the latest RBI forecasts as per the Results of the Survey of
Professional Forecasters on Macroeconomic Indicators = 30" Round has been posted
by RBl on 30.09.2014 an its we bsite” as reproduced below,

Table 70! Inflation forecast —RBISuUvey of Professioanl Forecasters on Macroecongmic Indicators =
Ak Round

| Annual Average Percentage Change

Annual average percentage change

| Annual gverage parcentage
over the nexttenyears |

. | change over the next five years
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| Mean | Median | Manx Mk Mean :I".-'Iedian Pax | N

Tkl 68 68 75 60| 75 7.5 90| 63
CPl inflation 6.5 6.5 15 50 5.9 | B0 | 7.0 | 50
il | B2 5.1 5.0 40| 48 50| 55| 35

22.4. Hence, the Authority proposed to follow CPl inflation forecast of 6.6% [Annual
average percentage aver the next 5 years) and WP| inflation forecast of 5.2% {Annual
average percentage over the next 5 years) for the second Control Period for
appropriate year on year tariff rate increase, wherever required, as well as for

projection of various bullding blocks of the ARR.
c. Stakeholder Comments on Issues pertaining to Inflation
22.5. No stakeholders have commented on the matter.
d. DIAL's response to Stakeholder Comments on Issues pertaining to Inflation
22.6. Mo stakeholders have commented on the matter.
2. DIALs own comments on lssues pertaining to Inflation

22.7. DIAL has agreed to the authority’s forecast on inflation

f. Authority’s Examination of Stakeholder Comments on Issues pertaining to Inflation

22.8. The Authority has noted that inflation forecasts have been revised further down in
the 35" Round of the Survey of Professional Forecasters on Macroeconomic
Indicators dated 04,08,2015 posted on the REI's website®. The average CPI inflation
forecast has been revised down to 5.1% and the average WP! inflation forecast has
been revised to 3.6%, for the next 5 years. The revised inflation is as below,

Table 71 Inflatlon forecast = HB Sorvey of Professional Forecasters an Madraeconomic indlcators
35" Round

Annual Average Percentage Change
Annual gvarpge pescentage chenge | Annual avarage percantage changa
over thie next five years | over the next tan yesrd |
. | Mean |Median = Max | Min | Mean |Median Max | Min
Real GVA | &o;f 8ol 100 70| 83| 84, 100 70
CPI Combined | sl 50/ 60] 40| 49 507 62| 40
WP 16 370 so0l z0f 35| 35 s0] 26




22.9. Thus the Authority decides to follow CP| inflation forecast of 5.1% {(Annual average
percentage over the next 5 yvears) and WPI inflation forecast of 3.6% (Annual average
percentage over the next 5 years) for the second Control Period for appropriate year
on year tariff rate increase, wherever required, as well as for projection of various

building blocks of the ARR.

Decislon No.20  Regarding the matter of Inflation, based on the material before it
and its analysis, the Authority has decided:

20.a. To follow the CPI inflation forecast of 5.1% and WPI forecast of 3.6% for the

next five years of the second Control Perlod for determination of various

building blocks, wherever required.

B i :TH\\
.
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1’3'

Quality of Service

a DIAL Submission on Quality of Service

23.1.

DIAL had not made any submission related to Quality of Service.

b Authority’s Examination on Quality of Service

23,2,

23.3.

23.5.

Order No. 40/2015-16

The Autharity in its Order No 03/2012-13 dated 24.04.2014 had decided, as specified
by the Government, to monitor the performance standards as laid down in the
OMDA. The Authority had noted that OMDA provides for liguidated damages to be
pald by DIAL to AAl, should the quality of service not be achieved by DIAL In line with
requirements under OMDA. The Authority had decided that for the first control
period it will not impose rebate mechanism in addition to the liquidated damages

mechanism In OMDA.

The Authority had made reference to section 13.1 (ii} of the AERA Act and Chapter X
of OMDA and would like to be advised by the AAl on the performance standards
maintained by DIAL during the first Control Period and on any liquidated damages
levied by AAl on DIAL The Authority was not in receipt of any such information from
AAl, In absence of the same, the Authority made reference to media reports as well
as ACl website, which state that Deihi has been consistently adjudged the second
best airport In the world for its service quality amang the airports handling 25-40
million passengers per annum (MPPA), by Airports Council International in 2011,
2012 and 2013 {ASQ Awards). Based on the information avallable to it, the Authority
finds that the ASQ rating awarded to DIAL for FY 2011-12 and FY 2012-13 are 4.83
and 4.84 respectively. The Authority noted the provisions under OMDA require DIAL
to “..achieve a rating of 3.75 in the IATA/ACI AETRA passenger survey or greater and
maintains the same throughout the Term.”

The Authority was thus, unable to cansider any adjustments towards determination
of aeronautical tariff on account of service quality maintained by DIAL during the
first Control Period,

The Authority also proposed to continue with Its earlier decision to monitor the

performance standards as lzid gpi?fa.'iﬁlﬁ,_ MDA for the secend Control Period and
o —— ¢
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not to impose the rebate mechanism in addition to the provision of liquidatad
damages in the OMDA.
23.6. Regarding the matter of Quality of Service based on the material before it and its
analysis, the Authaority proposed:
23.6.1. As specified by the government, to monitor the performance standards as
laid down in the OMDA for the second Control Period
23.6.2. To not impose rebate mechanism in addition to the provision of liquidated

damages in the OMDA.
¢ Stakeholder Commaents an Issues pertaining to Quality of Service
23.7. AOC has commented on the issue of quality of service as stated below,
“There should not be any further delay in implementation of performance

measures and implementation should toke ploce immediately to reguire the

airport to deliver the requisite service levels,”
23.8. CiII's response to the quality of service Is a stated below,

“There should not be any further deloy In Implementation of performance
measures and implementation should take place immediaotely to require the

airport to deliver the reguisite service levels.”
23.9. FIA’s comments on Authority's take on guality of service are as follows,

“Service quality should be monitored and true up to be mode os per the ratings
recelved 45, Clouse 9.1.3(c) of OMDA stipulates that in the event DIAL fails to
maintain the roting stipulated under OMDA which is 3.75 in the present cose
far two successive quarterly surveys, DIAL is liohle to pay o penaity to AAL
Therefare, OMDA stipulates @ mechanism to review the rotings and imposes
penalty an default. in view of the same, It Is submitted that with respect to the
2nd Contro! Period, the Authority may consider the provisions of OMDA ond
pravide for true ups based on the ratings of the Airport. Further, the Authority
may consider the impact of the liguidated domages, if any, imposed on DAL

and DIAL compensate the stakeholders/ consumers, in the event any liguidated

damages are levied pn mﬁ,‘tf oL "W_# : 51gf OMDA. The Authaority should
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ensure that the guality of services should be maintoined by DIAL. Further, the
Authority should ensure thot details pertaining to the service guality in the past
and the projections of savings or reduction of losses should be should be made
avalloble ta the stakeholders. Further, the Autherity should ensure that DIAL
should achieve the projections. The financial impact of failure of.”
23.10. IATA's comments on the monitoring of performance level and guality of service are
as stated below,

“The current measures are qualitative (customer perception) rather than
quantitative (based on octual measurements of performance). We urge the
Authority to brooden the base of indicators for service performance by adding
quantitative measures as well. Examples of these guontitative measures are

available on ather regulatory determinations such as for Heathrow Airport and
Dublin Airport.
* The setting of such measures shouwld be done via o consultation with all
stakeholders.
23.11. IATA's comments to Authority’s proposal to impose rebate mechanism are as stated
below,

I
“Once the indicators for meosuring quality of service are increased, the
Authority should then consider imposing service quality targets. If such targets

are not met, tAen o rebate mechonism should apply.

» The process for determining the quantitotive measures and their largets

should be completed without further delay.”
d DIAL's response to Stakeholder Comments on Issuas pertaining to Quality of Service
23.12. DIAL has not responded to ADC's comments
23.13. DIAL has not responded to Cli's comments
23.14. DIAL has not responded Lo FIA s comments

23.15. DIAL's response to IATA's comments on quality of service are as below
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“The quality of service are already defined in detail in the concession
agreement. We agree to the Authority's proposal to manitor the guality os per
the concession agreement.”

“The gquaolity of service ore olready defined in detail in the concession
agreement. The current stondards are already monftared by the concessioning

Authority™
e DIAL's own comments on Issues pertalning to Quality of Service

23.16. DIAL has agreed to the Authority’s stand of monitoring Quality based on the terms of
concession agreement,

f  Authority's Examination of Stakeholder Comments on Issues pertaining to Quality of

Service

23.17. The Authority has carefully considered the comments from AOC, ClIl, FIA and IATA as
well as DIAL's response to these stakeholder's comments regarding the Quality of
Service in respect of the IG| Airport, Delhi. The Autharity agrees that there should be
constant monitoring of the performance standards at the airport; it is a statutory
function entrusted to the Authority.

23.18. The Authority proposes to devise a methodology for collecting feedback on the
service quality of various airports in the country and incorporating the same in Its
tariff determination process. The service guality at 1G] airport will be monitored

based on the above said note, once the same [5 issued.

23.19, However the Authority would slso like to clarify that its decision s exclusive of the
decision under the performance clause of the OMDA, whereby DIAL may be liable for
liquidated damages.

Decision No. 21  Regarding the quality of service, the Authority has decided to Issue a
note on the methadology for monitoring service gquality at all airports under its
purview, including §G! Airport, Delhi. The service gquality will be monitored in line
with this note, for su bsequent periods, upon Issuance of the note.
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24, Sensitivity Analysis

24.1. As per the Base Model submitted by DIAL, the X Factor submitted was (-) 42.64926%,
considering the date of implementation of new tariff as 01.11.2014. The Authority
had analysed DIAL submissions on each of the regulatory building bleck and

presented its analysis in its Consultation Paper No 16/2014-15 dated 28.01.2015.

24.2. The following table shows the Individual impact of each adjustments made by the
Authority In the Consultation Paper No 16/2014-15 along with the corresponding X
factor for these changes. These changes had resulted in a cumulative X-Factor of (+)

78.24% where a positive value of X Factor represents a decrease in the Aeronautical

tariffs.

Table ¥1: Sens|tivity Anahiels againgt the X-factor submiimed by DIAL and the proposz|s made by the
Authority in the Cansultation Papar No, 16/ 001415

Sengitivity 1: Impact on X Facter Considering Into Plane Revenues as Atro Revenues

. As per DIAL Base Modal |-}a2.65%
% Factor tu:lnsiderlng :fa-rgu -ﬁcmaﬁlng &Inta | {-M1.65%
Flane Revanies 85 Aerd Ravenues 1
Sensltivity 2! Impact on X Factor Ennslder]ngtl‘!-l‘. feturn on RSD

-ﬂ.s 5 per DIP.L Base Model -4Z65%
" anr E-:n:ld&rl ng 0% Return an RED [-]21.39% =
Sensitivity 3: Impact on X Factor with correction in HRAB
. Aspar TIAL Base Model { [-)42.65% A
& Fackor Considering correction in X Factor [-135.E7% - .
sansitivity 4; Impact on X Factor Considering Cost of Equity as 16%
I ____As per DIAL Base Model | -_:rdE.EEf'ﬁ |
| X Factor Considering Cost of Eunt',.' a5 16% {-p20.08%
i Sensitivity 5! Impact on X Factor Disallowing Annual Escalation In Cost of Debt
| Asper DIAL Base Model {-}42.65%
X Factor Disallowing Annusl Escalation in Cost {-14184%
_____ofDebr of 25 BPS |
| Enniiﬂﬂtr & Impact on & Factor EnnsldErIn; AERA's .ﬂ.pprna:h for Bulldlng Block True up
! As per DIAL Base Model _ (-)42.65%
¥ Factor Considering AERA"s Approach for (-113.87%

___ Building Block True up .
| Stnslllulnt'r 7 Impact on X Fadtor cunaidurinr, FY2013-14 as Efficlant Operating E:Hl'.ll'r'lﬂ' and |

Fl‘nﬂ:thg Expensas for the Second Control Period at 8%

I__ _ Asper DIAL Base Mode| [-Jd2.65% - |
¥ Factor Eunsu:lerlng F¥2013-14 as Efficient {-j36.60%
Ogperating Expense and Projecting Expensas for
_theSecond Control Period at 8% |
| sen sithvity Bi Impact on X Factar Ennﬂdtrﬂn. F"r?,l:li -14 Ravenues as Base Values and Prﬂje:unx '

- - 1|-\.|
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Sensitivity 1: Impact on X Factor Considering Into Plane Revenues as Aero Revenues
i Mon Aero Revenues for the Second Contral Perlod |

| Asper DIAL Base Model (-}42.65%
| X Factor Eunshdnrmg FY2013-14 Revenues g5 [=}39.T4%
Base Values and Projecting Nen Asro Revenues
for the Second Control Perlod —

El.-.uﬂﬂvh g Impaﬂ: on X Factor E‘unﬂﬂifh] 'ﬂu Valug of CPl at 6.6 % -
g As per DIAL Base Mode! , (e ==
% Factor Considering the Value of CPI st 6.6 % | 12958 '
Slnshhll:r 10: Impact on X Factor Consldering Date of Implementation of New Tariff llﬂl-ﬂ-!ﬂll
| As per DIAL Base Model ] | {-}82.65%
¥ Factor Considering Date of Implementation of {-pa5.09%
| Mew Tariff as 0102 2015 =+
Sensitivity 11: Impact on X Factor Correcting for Model Errors & Linkages
|~ AsperDIAL Base Model FENUER T E—

| X Factor Correcting for Model Errors & Linkages AL

sen.dl:ivrw:l.z. Impact on X Factor Adjusting for Opening Gross block and Accumulated
Depreciation Based on Updated DF adjustment and Capex Addition

As per DIAL Base Model [-M2.65%
" ¥ Facter ﬁd]usl:‘lng for ﬂp{nlqﬁrﬁ: bilock and {-131.24%
Atcumulsted Depreciation Based on Updated
. DF adjustment and Capex Addition
| Sensitivity 13: Impact on X Factor Adjusting CPI on Target Revenue and Projected Revenue Both
|  As per DIAL Base Model | (a265%
| impact on X Factor Adjusting CPl on Targst o1 45%
| Revenue and Projected Revenue Both
Sensitivity 14: Irnpil:lmli‘muld.lnﬂufwlum“ internal Accrual
- Mpﬁ'ﬂlﬁllﬁuhhd:l L U-Il“'l =
Impact on X Factor Adjusting for Return on {-H3157T%

Intermal Acorual
mmmumnmmuEhEufm“mnutmuuhhufwm
I As per DIAL Basz Modal ‘e W YT

IFHmeipph‘ﬁeﬂiteuﬂm:uﬂmHew | i-MI2LES%

| Debt to the Value of WACC
mmmuniwmmmnmﬂmumﬂmw

| AsperDIAL Base Model _ (JA265%
mlwmuummwmdﬂlw (42 24%
_DiaL’s Cargo Projections o
Senasitivity 17: Impact on X Factor adjusting for Correcting for Audited Values
| As per DIAL Base Model (-M265% 1
X Factor adjusting for Comecting for Audited (-j333m%

- — m .
Sensitheity 18: Impact on X Factor Considering AAI Revenue Share as an Expense in Calculating
Bero Financial

As per DIAL Base Model I-M165%
X Factor Condidening AAI Revenue Share as an H1d16%
_Expensa in Calculating Aero Financials— | | e 1 !
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;nsiti‘uil]r 1: impact on X Factor Considering Into Plane Revenues as Aero Revenuas
Sensitivity 19: Impact on X Factor adjusting for ECB and Forelgn exchange

[ AsperDIAL Base Model | |-} 2.65%
A Factor Considering AAl Revenue Share as an {-}35.86%
Expense in Calculating Aero Flnancials |
Sensitivity 20: Impact on ¥ Factor adjusting for CP1 in Capex Addition

As par DIAL Base Model | {=}42.65% y
{-M2.65% |

K Factor adjusting for CPlin Capex Addition
EEI'L'i“‘J.'HHIl' 21: Impact on ¥ Factor considering Alrport Operator Fee as 3% Percantage of Asrp

| Rgvente |

| AsperDIAL Base Mogel (-42.65% |
| ¥ Factor constdering Alrport Operator Feeas 3% i«]41.61% [
|

Percentage of Aero Reveniig -
Sensitivity 22: Impact on X Factor edjusting for upfront fee In Equity Share Capltal |

Ag per DIAL Base Model [=)8d.65% |
X Factor adjusting for upfront fee in Equity [142.05%
s & = Shara Capital . 5
| Cumulathi Impact on X Factor adjusting for Correcting for Audited Values |
I ~As per DIAL Base Model |-}42.65%
I X Factor a_r.l-jusl:ii'uE '{aF-E;rf'ecr'ng'far._ludltéd - +7E24% '
i

Vilues

24.3. The following chart shows the cumulative impact of all adjustments made by the
Authority in the Consultation Paper No 16,/2014-15 along with the corresponding X
factor for these changes. L
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24.4. Taking Into account the impact of the above sensitivities, the Authority had
calculated the Target Revenue as follows in its Consultation Paper No 16/2014-15
dated 28.01.2015.

Table 73: Calculation of Target Revonue and piojected asdonagufical revenue basad on ' date of
implementation of news tarif! as 01023005 as ped the Consultation Paper No, 16201415

ncrore  FY201415 | FY2005-16 | FY2D16-17 | FY2007-18 | FY2018-19 |
i S 64516 655393 | 621378 587259 | 554157
WACC ] 9.99% | 9.99% 9.99% | 9.99% | 9.99% |
| Returnon RAB 693.55 | 654,48 620.52 586.44 | 553.39 |
Diperations and Maintanance i { it s | T | 346 38
EXpentes | . | e
Depreciation 536.87 508,67 | 513.21 519.36 524.33
[ Tax 0,00 0.00 | 0.00 | 0,00 0.00
TargetRevenue | 198305 . 196115 1,939.24 157293 |  2,017.08
A ! ] | | | 4B |
Non-aergnautical Revenue 1,079.64 | 1,180.93 | 125094 | 140139 |  155B.06
Cross-Subsidization @ 30% 323.89 | — 4.28 | 38728 42042 46742 |
| TF o L SIS
| True up 1 f . "“.%
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In Crore & F201415 | FY201516 | FY2016447 | FY20MT18  FY201849
Net Target Revenue 147019 160697 155196 155251 154966
NPY Target Revenue as on i

i-ﬂ.!ﬂl_ﬁ - 1,501.56 | 1.581.68 1.388.84 : 1.263.19 | I...._I“Jl1
Sum of NPV of Target Revenue for
2" control Period st d
Projected Agronsutical Revenue (o match Target Revernis |

| FTC Revenue 1756 | w780|  asso2 | ames | 1w
TP Revenue . 146 | 156 168 | 140 | 193 |

— - - s |
CUTE counter 22|  unpl M 1745 | 158 |
| Cargo Scresning Rev 23.43 2307 26m | w70 | ~on
Revenue from aeronauticsl charges | LW '

_EH_'E Uﬂ:i 2.382.80 : BGT BG L Lt LFJ? | _I.III'J.?I“

T"!‘E'?E!!“ﬂ"‘"““ : 155753 105601 116973 | 129590 | 143608
NPV of Asronautical Revenueas | ‘ T
Mﬂ}fﬂﬂﬂ | 2,T68.65 ‘ Iﬂ-ﬂ_l_ 1.,046.79 105440 hm#
Sum of NPV of Asronautical | .+ et - . Sl
Revenu for 2* Control Period ! aimad

24.5. After considering comments on each building block from the various stakeholders,
the Authority has re-evaluated some of its decisions. The decisions of the Authority
and the updated approach for each of the bullding blocks has been detalled out in
the relevant sections presented above.

The following table shows the impact of each of these changes on the X- Factor from
the value of (+) 78.24% considered by the Authority during the Consultation Stage to
the final value of (+) 95.08% where a positive value of X Factor represents a decrease
in aeronautical tariffs.

24.5.

Tahles 74: Factors resulling In changes in the X-Factaor from | | FHR as comuigdened by thie Authatity in
Conduliztean Papes Mo 16/20148-15 to (+| 96.08% as condldired under this Drder
| Sr.No. | Factors Impacting X Factor | Revised X-Factor
" | Final X-Factor as considered in the Consultation Paper No 16/2014.15 | (+) 7T8.24%
| dated 28.01 2015 = = = —— ]
1 | True Up Valus | {7636
L. | Traffic Growth st Actual § year CAGR |#)B238%
| 3 | CPiUpdate as per iatest RBI forecast Hmens
L 4 | Opex Growth Update | {4} 79.44%
| % | UDF Specific Growth at Actusl Rate (s} 7B.73% |
& | New Implementation Date (1" saruary 2016) |.{+)97.00% !
7. | Cargo Screening as Non Aero ! [+) 57.00%

| Final X-Factor
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24.7. The chart below shows the cumulative impact of each of the above factors on the
final X-Factor decided by the Authority in this Order.
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24,8. For the final value of X-Factor, the Authority has calculated each building block and
the cumulative Target Revenue for the next Control Period as follows:

Tabls 75: Caledation of Targel Revenus and projecied aoronautical resenue based on dala of

mphemenion of new aci a5 00013016

e = =
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Rs. Crores — | amsas] 01516 201617 | 2017-18 | 201819
faB A | eas621| esozs | 615850 | se1ios [ se7i22)
WACC = 997%| 99  s9T%| 99”%| 99
ReturnonRAB ‘ 687.27 | 64808 61375 57913 54526
 Operating Expenses | 7asso| s0ss2| saas | E3ER| 50057
| Deprecistion | sem| swe| sis;| suor| sasse
Target Revenue e L 197628 | 196485 | 196948 | 153488 | 157139
Non Apro Total | 132616 | 125837 140806 | 156765 178809
Non Asro Subsidization 5. 51




True up
Net Target Revenue

[ NPV Target

ﬂr_@_!!.ﬂﬂnT Revenues
Ravenus from Fuel Throughput Charaaes
Into plane Revenuas

Revenue from CUTE Counter Charges
Landing, Parking, Housing, and User
| Development Fee

| et Projected ravenue

Discount Rate

e

="

o [ . |
| i7a78| Ls@raa| 1506 | Leses| 143586
1,877.67 | 170457 | 1510.75 | 130050 | 1.159.53
|
13720 24289 | 15455 | 167.45| 18079
146 158 1 L4 1.99
12.23 1363| 1518| 1691 18.83 |
2385 | 234227 31650 | 3538 |  3en
af EoemaT— -

2,009.85 | 2500.37 | A4BB.02 | 539.50 |  596.62
118! 107| 0% o8 0.81

. I L
1,977.67 | 1,704.57 | 151075 | 1,300.60 | 1,159.53
| 359062 | 268508 | 47657 | 479.00 | 48180
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25, Tariff Structure/ Rate Card

25.1.

DIAL Submission on Tariff Structure/ Rate Card

DIAL's revised submission was based on the assumption that the tariff period would

start from April 1st 2014 and end on March 31 2019 and that the new tariff would

be in force from 1% November 2014,

"Based on the assumptions discussed in our earlier submission and current

revision, the target revenues for the 5 year in the control period are os under:

e

Return on Aerg RAB

| Aero Dperating BAQERSES

Aero Degrecintion |
Agra L'-::rpn_ra:e Tow I

Trise = up uuf.lﬁ;l‘menr j’-:vr E.r;?u.h:lu*a'r =
cantrol Perf_Fnd

Elrs il

ST

1

Net Target revenue |
meecte-::;' reue;ue 3 :

|

|

Discaunt factor
| NPV of Torget revenue

NPV of Prafected révenue

Cine Time X Foctor Increase {
| Step Up X Factar lncrease

CPiIncrease

INR Crores FY 2015

= T o=x

Fra016 | Frao17 | Fraoig| FY2019 |
206 1298| a10| 0| 1013
g13|  os2| 1104 | 1151 1164 |
sas| sag| 7m| 2| em
2s0|  7az|  ser| 1129 1413 |
2,244 r iy L [
5768 | 3798 3947 | 4135 | 4262
118 337 ass| 37| 398
sas0|  gagr|  3se2|  37e4 | 3866
3308 | 4166 | a3ss5| as73| a4
0.85 0.72 o6z| _os2|  opas
13050 "
13050 |
T e [ e
124% | 121%| 121%| 12a%| 12w
L R . S

25.2. As per the 554, the X factor is the average egualization factor of the discounted

target and projected aeronautical revenues over the regulatory period. The X factor

could be a onetime increase or a step up Increase,

25.3.

The X factor was calculated as an average percentage Increase as of 15t Nov 2014 by

discounting the above target revenue with the WACC, This X factor worked out to

be:

25.3.1. One Time Increase: One-time Increase of 42.6% and additional CP1 of 7.7%

Yoy

25.3.2.

No. 40,2015-16

Step Up Increase: Step UpdneraasBpl2.1% and additional CPI of 7.7% YoY
f o . Y,
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25.3.3. Inflation had not been factored in these forecasts. DIAL had assumed the
Authority will provide inflation over and above the X factor,

254. As regards the Annual Tariff Proposal, DIAL submitted that the assumption was that
the new tarlff rates would be implemented from 1st November, 2014. However
based on the final date of implementation the X factor may undergo a change.

25.5. DiAL also said that after the approval of MYTP, DIAL would submit a detailed pricing
proposal to achieve the average Increase which may be a combination of various
aeronautical charges including UDF.

b Authority's Examination of DIAL Submissions on Tarlff Structure/ Rate Card

25.6. The Authority noted that DIAL has not submitted the Annual Tariff Proposal. The
Authority has also noted that DIAL has requested to submit the detalled pricing
proposal after approval of MYTP,

25.7. The Authority noted that DIAL has proposed an X factor of negative (<) 42.6%, in Its
revised submission dated 23.07.2014, Whereas based on the Authority’s
examination of DIAL's submissions, the Authority has worked out an X factor of (+)
78.24%, Accordingly the Authority found that the existing asronautical tariffs at |Gl
Airport, Delhi will need to be reduced by such an extent.

25.8. The Authority also noted that the X factor will need to be updated based on:

25.8.1. The Authority’s consideration of stakeholder responses to its propasals in this
Consultation Paper

25.8.2. Information received from DIAL on varlous bullding blocks as highlighted in
respective sections

25.8.3. The Authority’s treatment of monetization of land by DIAL during the first
Control Period and proposed monetization over the second Control Period

25.9, The Authority noted that the second Control Period estimated X-factor to be (+)
78.24 %), which Is arrived considering the date of tariff implementation effective

from 01.02,2015. The X-—factor (+78.24%) as per proposal means reduction in

existing tariff (the tariff as of 31.03.2014, presently being continued) with effect




aeronautical tariff from the date considered for such implementation of tariff, The
Authority further noted that the aeronautical revenue already collected as per
present tariff till the actual date of implementation of revised tariff will be more than
what is due to DIAL as per détermination of ARR, The calculations of Target Revenue
and ARR projection in the Consuftation Paper were based on considering the date of

tariff implementation for the second Control Period as 01.02.2015.
25.10. Regarding the matter of Tarlff Structure/ Rate Card the Authority proposed:
25,10.1. To consider the X factor in respect of the aeronautical tariffs for the second
Control Period (01.04.2014 - 31.03.2019) for the IG! Airport, Delhi at
(+78.24%] based on Authority’s computation discussed above, provided that
the revised tariff Is made effective from 01.02.2015.
25.10.2. To bring the above X-factor into effect in respect of aeranautical tariffs at IGI
Alrpart and expects DIAL to submit the tariff card addressing the same.
¢ Stakeholder Comments on Issues pertaining to Tariff Structure / Rate Card
25.11. AOC's comments on the issue of tariff structure and rate card are as stated
“We note that DIAL will be submitting Its proposed tariff rote card
subsequently. This new tariff rate cord should take inputs from airlines ond we

request DIAL to reoch out to alrport users to obtaln these Inputs for
censideration, ™
25.12. |ATA comments on the issue of tariff structure and rate card are as stated
“We request to Authorfly to adjust the X factor toking inte account the
comments made by IATA in this submission decument.
We note that CHAL willl be submitting its proposed toriff rate cord subsequently.
This new tarlff rate cord should take inputs from oirlines and we request DIAL
to reach out to oirport users to obtain these Inputs for consideration, ™
d DIAL's response to Stakeholder Comments on Issues pertaining to Traffic Forecast
25.13. DIAL's response to IATA's submissians on the matter are as follows

“We sholl request the Authori revise the X Factor based on our response to
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*DiAL will submit its rote cord as part of ATP.™
e DIAL's own comments on Issues pertaining to Tariff Structure/ Rate Card

25.14. DIAL has not commented on the issue of rate card

f  Authority’s Examination of Stakeholder Comments on Issues pertaining to Tariff
Structure/ Rate Card

25.15. The Authority has noted the comments from IATA and AOC with respect to the tariff
structure/rate card, The Authority re-computed the X-factor based on the decisions
mentloned and elaborated under each of the building blocks in the chapters above.
Accordingly, the X-factor works out to be (+) 96.08%. This X-=factor implies a
reduction in the existing tariff {the tariff as of 31.03.2014, presently being continued)
with effect from 01.01.2016. In other words, a positive X factor implies a required
reduction in aeronautical tariff from the date considered for such Implementation of
tariff.

25.16. The Authority would like to mention that the X-factor of +96.08% is based on date of
Implementation of new tariffs on 01.01.2016 that is, almost one year and nine
months into the second Control Period. Thig In turn means that DIAL would have
over-recovered during the forgone period of the 2nd Control period (01.04.2014 -
01.01.2016) and accordingly the reduction in tariff for the balance period
(01.01.2016 - 31.03.2019) has to account for such over-recovery. The decrease in X
factor would have been relatively muted, had the change in tariff been implemented
at the start of the Control Period. It was a similar case during the first Control Period
when the tariffs were Implemented from 15.05.2012 {taking into account the under-
recovery during the foregone period of almost three years of the first Cantral Perlod
i 04,04.2009 to 15.05.2012). Therefore, such sharp increases and decreases in
applicable tariff needs to be seen in the context of foregone and balance periods of
the respective Control Period based on date of implementation of tariff in that
Contral Perlod.

25.17. The Authority, at an earlier stage, had sought the Tariff Card from DIAL vide its email
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vide letter dated 14.08.2015, had expressed issues, which would Impact DIAL on
account of such X-factor and did not share the Tariff Card.

25.18. The Authority has considered the aspect of viability of the airport and detailed it in
the next chapter, Based on the outcome of the examination detailed there in, the
resultant X-Factor has been indicated. Accordingly, an indicative tariff card has been
attached along with the order based on the X-Factor as discussed in Decision 23.b

below.

Decision No. 22 Regarding the Tariff Structure/ Rate Card to be considered for the
second Control Period, based on the material before it and its analysis, the Authority
has decided:

21.a, To determine an X-factor of +96.08% (with date of implementation of tariff
as 01.01.2016) based on its decisions in respect of regulatory building blocks
towards determination of aeronautical tariffs for the second Control Perlod
(01.04.2014 - 31.03.20139) for the I1GI Airport, Delhi.

22.b. To Indicate the tariff as per the tariff card attached along with this order,

based on the ¥-Factor as discussed in Decision 23.b below.
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26.

25!1.

26.2.

26.3.

Order No. 40/2015-16

Viability of 1G] Airport, Delhi

The Airport Authority of India (AAl), vide their letter No. AA/MC/DIAL-
25/MYTO/2014-15 dated 31.12.2014 and DIAL vide their letter No. DIAL/2014-
15/Fin-Acc/6029 dated 06.01.2015 have written to the Ministry of Civil Aviation
regarding AERA's proposed approach to be adopted for the second Control Period,
The Ministry of Civil Aviation vide their letter No. AV.24011/06/2012-A0 dated
15.01.2015 has stated the issues raised in these two letters and directed AERA to
look into these matters In the light of the provislons of the AERA Act 2008 and State
Support Agreement entered Into by the GOI, to ensure sufficient cash flow of alrport
operations, debt services etc. and ensure viability of the airport, while determining

the aeronautical tariff for the second Control Period for 1G] Airport, Delhi,

The various issues raised by the DIAL have already been addressed in the respective
sections of this Consultation Paper [Alrport Operator Fee, Foreign exchange
fluctuation, RAB, Adjustment of RAB on account of DF, Efficiency study for Operation
and Maintenance Expenses, True-up of non-2eronautical revenue, Interest on
account of DF securitization loan, Other Income, Asset allocation, Water supply and
Praperty tax). The methodology followed throughout the Consuftation Paper IS In
line with the provision of the AERA Act, Concession Agreements (554 and OMDA)]
and based on this the Authority’s decisions, the Aggregate Revenue Reguirement
due to DIAL for Aeronautical Services has been estimated. The due ARR estimated
for Aeronautical Services Is based on principles, provisions, facts and standard
accounting policy. The Authority notes that DIAL would need to avail RBs. 410 crores
as additional loan for meeting part of additional capital expenditure during the
second Control Period.
As per 554 clause 3.1.1, the upfront fee and the annual fee paid/payahle by the IVC
to AAl under OMDA shall not be Included as part of cost for provision of aearonautical
services and no pass-through work be available in relation to the same. Moreover, a3
per OMDA clause 11.1.2.1, JVC shall pay to AAl an annual fee at 45.99% of the
ravenue for the said year for eac%-du_f the term of the concassion as per
opan competitive bidding. Hengé,4he [ pof the view that shortfall In cash
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flow or debt servicing, if any, needed by DIAL should be addressed by AAl as well as
the Government as the concession has been granted at a quote of 45.99% Revenue
Share, The Authority has arrived at the Aggregate Revenue Reguirement based on
the principles laid down in the AERA Act and §5A and has provided for the same.

a Stakeholder Comments on Issues pertaining to Viability

26.4. Subsequent to the Stakeholder Consultation process, the Authority has received
comments / views from various stakeholders including IATA, Vistara, APAQ, CII,
MIAL, Air India etc. in response to the material and the tentative proposals
presented by the Authority with respect to various elements of determination of
aeronautical tariff in its Consultation Paper No 16/2014-15 dated 28.01.2015.

Comments with respect viability of the airport are presented below,
26.5. IATA has commented as below on the matter of viability,

“IATA is in full agreement with the Authority’s view. The industry should not
hove to pay higher alrport chorges becouse of viabiiity issues of IGf airport

caused by poyment of an unprecedented!y high annual fee ta AAL

While the annual fee is undoubtedly very high, for the private sector investar (o
agree to such o high annual fee, it could have envisoged receiving good returns
from monetization of the 240 acres of land provided almost for free under the
concession for commercial purpases. DIAL should look into actively manetizing

the land to reop benefits and support the overall alrport business.”
26.6. On the matter of viability, ACl has commented as below,

“As a result of the many propesols considered In the Consultation Paper, we
note that the resuiting impact will be on aggregate reduction of aopraximately
78% In alfrport charges, AC! feels that this could potentially test the viability of
the oirport, as the reduction could potentially mean that the operator is not

enjoying a reasonable rate of return,

According to an independent aifport charges benchmarking analysis conducted
by Leigh Fisher: in May 2012 on DIAL's AERA-approved charges. The results
i _\-‘-"I
L s}gaqgers using DIAL are domestic
.'1._*.\1

demonstrated that the mije
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passengers and airport charges for both short-how! and long-hau! are
considered to be “very low” and “low” according to the analysis.

We submit that the level of airport chorges needs to be sufficient to cover the
cast to operate the airport plus the long term copital investment required to
meet the current and anticipated demand. The Jevel and structure of alrport
charges should be reloted to the full economic costs of oirport operations,
including @ reasonable return on ossets ot o sufficient level ond the
development of appropriote reserves to deal with unforeseen odverse
circumstances.

The regulatar (s charged with the responsibility to consider and balance the
interests of vorious stakeholders in the alrport sector for the sustainable
development of the industry. DIAL s a significant contributor to the economic
growth of the region which Delhi Airport serves, hence the finoncial heolth of
DiAL should also be considered in light of the wider economic impact to the
region:

According to the “Economic Impact Study of Delhi Airport™ conducted by the

National Council of Applied Economic Research in 2010:

» Delhi oirport’'s services directly and indirectly contribute INR 120.1
billion in income to the notional GOP, representing 5.51% Delhi’s GOP
and 0.183% of nationa! GDP

» [n terms of employment, Delhi airport’s operotion directly and indirectily
generates over 516 thousond jobs in a year, representing 8.47% of

Deihi’s employment ond 0.110% of national employment.
We urge that in determining the tariff for DIAL in the second control period, the
financial sustainability of DIAL should be carefully weighed and o reasonable
return should be gronted given Its significant economic cantribution to Delhi

and to indio.

Any regulatory involvement must be tailored fo the specific circumstances of

the sector, and must reflegt the mn_wawm,rs of the industry. We are
T,
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cautious that the current proposals may not address the core challenges foced
by the industry, and exacerboted regulatory risk for future private investors,

The [ndian airpart industry is focing (n particutar two key macro trends. On the
gne side the privatization of airports hos led to very strong traffic growth
resulting with the creation of over 1 milllon jabsz, an improved country's image

and Instilled efficiency In the overall processes and system.

On the other hand, the airports are at the mercy af the reguiator for ensuring
their sustainabllity. We aore of the view that the current proposols in the
Consultation Paper foll to ablde with the relevant project agreements signed by
the Government of Indiac and its representatives In four major areas (as
discussed In the next section), this could result in turmaoil for future privatization
Arocesses.

AC! believes the reguiator shouwld take fully inta consideration the views af the
agirparts, The credibility of the regulotor will come into guestion if it takes o
unilatero! approoch to declsion making as suggested in this consultation
process, which Inveives unilaterol decision making on @ ronge of issues which
are gf strategic ond utmost importance to the airport operator. it is incumbent
upan the regufator to ensure that there is o reasonable degree of balancing act

reflected in its decision-maoking.

Globally, the trend fs moving towards deregulation. For instance, in Londaon,
Stonsted alrport has been removed from specific economic regulation and
Gotwick alrport’s regulatory fromework hos been relaxed. In India, on the
contrary, heavy-handed regulation continues to apply., The ACI urges AERA to
avoid micro-maonagement. Any regulotory intervention should be kept ot @
minimum and need to be cost-effective. the direct ond indirect cost of
reguigtion shouwld not outweigh its benefits.

All businesses must plan for the future if they ore to grow, ond airports if
anything Exerrprﬁ‘y this. Foacilities which toke Hme to dellver must be put in
ploce to cater for demanw. materialize much more rapidly. While in
the past It may have ‘:ﬁp g o deliver Infm.strur:ture long after

Drder Neo. 40/2015-16 PagEEEE




demand initially began to manifest itself, in todoy's envirgnment airports are
obliged to provide the right product ot the right time. Considering the future
capital requirements of DIAL in light with the current proposals in the
Consultotion Paper, the entire masteér planning exercise will be in valn due to
absence of the much needed cash required and could result in a sltuation
where demand outshoots supply.”

26.7. Onthe issue of economic viability, APAQ has commented as below,

“At the autset, APAQ respectfully stotes that the CP will put question marks on
the very survival of the airport (i.e, DIAL). AERA act mandates AERA (Autharity)
to ensure econamic viability of the Airports under Section 13 (1) (o) of the AERA
Act. It reads os follows: “to determine the toriff for the Aeronoutical services
taking into consideration: (iv] economic and viobfe operation of major airports”
Autharity in its various consultations leading to current torlff methodology has

laid down that it will ensure:

1. Economic viability of airports

2. Make the investment attroctive

3. There will be ability to pay dividend

4. There will be apprectation in value of investment

The follawing is the analysis of consultation paper i.e. Conswltation Paper No.
3/2009-10 dated 26th February, 2010 on Regulatory Philosophy and Approach
in Econemic Regulation of Afrports and Air Navigation Services (which hod
same provisions as in White paper no. 01 f2008-10 dated 22nd December,
20089 on Regulatory Objectives and Philosophy in Economic Regulotion of
Airports and Air Navigation Sarvices). In paro 3.3 (Page 15) of the consultation
paper no.03/ 2009-10 dated 26th February, 2010, follewing has been laid down
under Regulatory Objectives & Principles : 3.3 It is worthwhile here to bring out

aggain that the Act was enacted to achieve the following obiectives:

“The bosic objectives of AERA ore to create a level ploying field and faster




based, Private), encourage investment in airport facilities, reguiation of tariffs
of aeronautical services, protection of reasonable interests of users, operation
of efficient, economic aond viable airports.” As such what was envisaged was an
Efficient Airpart having Economic and Viable Operations. Para 3.3 (poge 15) of
the mnsufmt{nn paper reiterates the mandate under AERA Act os under: The
Act provides for the Autharity to take into consideration the following foctars
whife determining tariffs for cerongutical services in respect of major airports:
(a) The capital expenditure incurred and timely investment in improvement of
airport facilities; (b) The service provided, its guality and other relevont factors;
(c} The cost for Improving efficiency; (d) Economic and viable operation of
mafjor airports; (e] Revenue received from services other thon geronautical
services; (f) The concession offered by the Central Government in any
agreement or memoragndum of understonding or otherwise; (g} Any other
factar that may be relevant for the purposes of the Act. As such Authority while
[fixing tariff was to ensure

1, economic and vighble operation af alrport and

2, adherence to concession ogreement:

Autharity had mentioned that it wanted to maintain investor confidence In
fallowing manner: 3.7 The Authority will operotionalise these broader
regulatery objectives through the following three key parameters:

a) Viable operations of airports in terms of maintaining investor confidence of a
fair rate of return on , net investment"2 in those girparts. For this purpose it will
attempt to incentivise efficient airport investment and operations while
ensuring thelr falr remuneration.

b) Specification of a framewaork and qualitative and quantitative parameters o
ensure that the quality of service provided at oirports while determining toriffs
is consistent with the net jnvestment in those oirports and the user

expectations.
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£} Ensuring efficiency, odequacy and consistency in provision of alr navigation
services by encouraging efficient and oppropriote investment through a fair
rate of return.

As such it was envisaged that Authority will ensure that Investor confidence is
maintained by allowing o falr rate of return, As regards to WACC outharity had
faid dawn aos under: A. Weighted Average Cost of Capital 3.9 In simple terms,
the cost of capital represents the level of return investors require to make
investments vioble. Given the avoilable sources of finance the cast of copital,

generally, represents o combination of:

» The interest paid on debt in the form of bonks loons, bonds and ather

lending mechanisms; and

» gn expectation af a return on eguity, invested in the business, to
investors in return for an expectotion of dividend poyments and an

expectotion af an Increase In the value of the shares,

As such what was envisoged was a return which leads to dividends and
increase in value of shares, The concession agreement of DIAL (554 page 3] also
lays down as under: (E] "In consideration of the JVC having entered into OMDA
and to enhance the smooth functioning end viabllity of the JVC, In addition to
the abligations of the AA! under the OMDA, the GO! Is agreeable to provide
sSome support to the JVC. ~
As such it is clear that AERA Act and also the concession agreement mandates
AERA to ensure econamic viability. This needs to be ensured by the Authority
while detéermining aeronautical tariffs.”
26.8. Reproducing Table 41 on Authority's computation of equity to be considered
towards WACC in respect of DIAL in the second Control Period, of the Consultation
Paper No. 16/2014-15, APAQ has further commaented that,

“The above table shows that DIAL"S reserve and surplus (based on AERA"s opex
and nen-oero numbers which are practically gifficult to achieve) will be (-] 3062

Crores, As such:
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1. AERA Act’s mandate that economic viability will be ochieved is being vioiated
2. The provision of concession agreement to ensure economic viabllity is being
violated.

3. Investor confidence is shaken as entire net warth of company 5 getting

eroded.
4. There will be no dividend to the investor éven after 10 years of Investment.
5. There will be no appreciotion of amount invested.

This raises the very basic guestion as to why investor should invest in airports in

India.”
26.9. ASSOCHAN has commented on this matter as balow,

“As per the statue under which AERA has been created, it is mandated to ensure
the ecanamic viability af the airport. But with the propasals in guestion will lead
to o situation for the company, where its entire net worth will be washed out in
next couple af years. Hence, there is a devigtion from the statutory function of
AERA and AERA has to ensure the viobility of the airport. The autharity must
also take a lang-term view on regulation. in the Indlan scénario, alrport supply
has always logged demand, cousing severe constraints in service quallty and
therefore, odequate copacity planning should be seen os g weltome change.
These copacity odditions should be supported by odequate revenue. This will
ensure thaot, in.the long-run, Indian afrparts sufficiently meet the demand,
which is in the interest of passengers and the aviation industry ol large.”
26.10. Cil has stated the following on this matter,

“Background: The estimated loss to DIAL in secand control period (based on the
current tariff proposal 2682 crore of accumulated losses will be there as per
AERA's own estimates which wipes off the entire net worth of company. This
mean that DIAL will not remain a going cancern ot end of this control period.

This is serfous issue and need to be addressed Immediately.

Cll request: This (s o bad regulataory autcome and wiabllity af DIAL need to be
e
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26.11. Fraport, a stakeholder in DIAL, commented on the vizbility as below,
“It should be naoted that India's country risk profile and airport sector specific
risk ore considered to be comparatively high compared with other markets. As
a result any proposed cost of equity needs to reflect these elevoted risk profiles
in ordér to attract Investment.
dccording to the concession agreements, the airport tariffs shall generate
sufficient revenue to cover efficlent operating costs, obtain the return of capltal

over the profect life and achieve o reasonable return on Investment,
Our investment DIAL has been based on this premise.

The actua! tariff propasal will nat ensure economic viability os mandated under

the concession ogreements and also the AERA oct. Bosed on the numbers in the
Consultotion Poper, DMAL 5 expected to Incur lpsses In excess of INR 3,000
Crores during the second contral periog.

As under the current tariff proposal, the net worth of DIAL would erode in its
entirety, which presents o point of extreme concern for us regarding our
Investment (n DIAL as well as for potentiol future Investments in India.

it is aur firm vié'w that the tariffs must honour the principles as loid down in the
concession agreements ond ensure viable Operations af DIAL as well o5 o
reasonable return on Investrment for the investors.

This is a very importont issue not only for us but for oll private olrport
Operators and Investars. Unless satisfoctorily addressed, investors fn airport
and other large scale Infrostructure projects may be deterred from putting their
money into India.

It is estimated thot India will be the third largest avlation market In the world in
the next decade, This continuing growth will certainly require further major
investments in the future, most of them are expected to be contributed by the
private sector. In arder to attract private investors, the regulotor must ensure

viatle Qperations of the regulated gn
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b DIAL's response to Stakeholder Comments on Issues pertaining to Viability

26.12. DIAL has not responded specifically to APAD and IATA's comments though it has

reproduced the same in its submissions. it has responded to ASSOCHAM's comments

as below,
"As referred in the clouse 13{iv) of the AERA act, it hos to ensure the
sustalnability and wiability of the airport. The extract is produced as belaw from
the AERA Act:
(ii] the service provided, its quality and ather relevant faoctors;
{rig) the cost for improving efficiency,
{xv} economic and viable operation af majer alrports
But with current proposals, AERA hos deviated from its function to ensure the
viability af the airpart. As such this Is in vielation of the AERA oct”

26.13. |n response to ﬂll's..turr'l ments, DIAL responded as below,

"DIAL has got a negative return for last 8 years and there seems fo be no
possibility of any return during next 5 vears well,
From the numbers of the CP, It Is @ clear that the entire net worth af DIAL will
be eroded:

Reserves gnd Surplus brought {963 86) [80g.21) {La01 28] {2, 178.14)

{2,682.78)

forwerd

26.14. DIAL responded to Fraport's comments as below,

“The matter Is Sub Judice However we reiterate our earlier submission in this
regard to show how flowed the study has been,

The cast of equity of 16% as proposed by the AREA for determinantion af
oeronautical tariffs, underestimates the riskingss of the PEP Airparts in Indio.
Colculations Eﬁ.{?'-'l.-' that IRR of other infrastructure sectors as power {IRR 15.5%]
s much higherthan that for airports (IRR = 4.0%). The diminishing returns for
investars in afrpf:'.r'r companies are thus lower than those for Investors in
es. The tariff determination with

electricity generoting or transgil
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a 16% return on equlty makes the alrport unvigble as seen in both control
periods and review of the same needs to be done to ensure econamic wiability
of airport. Various lacunas in the study done by AERA gre being relterated
herewith;
The Authority has used the study undertaken by NIPFP for its approach on Cost
of Equity bosed on which it hos proposed a cost of equity of 16%. The
computation of cost of equity proposed to be adopted by the Autherity, based
on the study of NIPEP suffers from various lacunoe and infirmities. We aore
reiterating our earfier submission on this subfect. We bring following to the
attention of the Authority:
1.1 Risk free rate- flaws in Methodology
1.2 Selection af Betas
1.3, Equity Risk Premium
1.4. Levering ond De-levering methodology based on market volue of equity!
1.5. Indicative Cost of Equity ot time of bidding.
1.5. Other issues
1.6.1. Comparative Risk of alrports vis-a-vis other sectors.
1.6.2 Residual value of ossets at end of concession
1.6.3 Expectation of investors
1.6.4 Stabilization of interest cost not confirmed.
¢ DIAL's own on comments on Issues pertaining to Viability
26,15. DIAL in its response to the Authority's proposals regarding various elements of the
building block above has referred to viabllity of the alrport / DIAL, However, it has
not provided comments on viability separately.
d Authority’s Examination of Stakeholder Comments on Issues pertaining to Viability
26.16. The Authority has noted the comments regarding viabllity of Delhi airport by IATA,
ACI, APAD, ASSOCHAM, Fraport and CIl. The Authority is also in receipt of a letter
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from MoCA (letter No. AV.24011/06/2012-AD dated 15.01.2015). The Authority has

duly analysed the comments fram the stakeholders including those of MaCA.

26.17. The Authority has undertaken the determination of aeronautical tariff in respect of
Delhi Airport in line with the principles outlined in Chapter 3 above, which have had
reference to provisions under the AERA Act 2008 and provisions under S$A/OMDA
entered into by the Governmant of India. During the process of determination, DIAL
has submitted requests in respect of various elements of the bullding block {namely,
Alrport Operator Fee, Foreign exchange fluctuation, RAB, Adjustment of RAB on
account of OF, Efficiency study for Operation and Maintenance Expenses, True-up of
non-aeronautical revenue, Interest on account of DF securitization loan, Other
Income, Asset allocation, Water supply and Property tax), While the Authority had
already addressed such issues in the respective sections of the Consultation Paper
Mo. 16/2014-15, it has reviewed its proposals in view of the stakeholder comments
(as applicable} as well as DIAL comments on the Consultation Paper No. 16/2014-15,
Accordingly, the Authority has finalised its decisions and estimated the Aggregate
Revenue Requirement for DIAL for the segond Control Period. The due ARR
estimated for DIAL Is based on principles presented in para 3 above, facts submitted
to the Authority, analysis undertaken by the Authority and applicable standard

Accounting Policy.

26.18. Based on the above determination of Aggregate Revenue Reguirement, the
Authority has determined an X-factor of +96.08% [in case the tariff Is implemented
on 01.01.2016&). The Autharity is in receipt of DIAL's submission dated 14.08.2015 in
response to provisional X-factor of 94.4% that there will be a severe impact on
viability of DIAL based on the X-factor of +96.08% on the aeronautical tariffs as per
this Tariff Qrder. DIAL also highlighted through its submission to the Authority that
“commitment of GOI Support in the State Support (554} Agreement which, inter-olia,
provides a protection of Base Airport Chorges for DiAL, with vear on year permitted
increase of 10% of Base Alrport Chorges under schedule 6 read with schedule 8 of

5547,

Order No. 40/2015-16 (i f ';"r':l:.ig- .~ *.h Page 530
f # f 3
ot p.:‘- i
1 | S— E, F

5 1 -;':I : .
1'.‘\:"\5._.“.._&. 3 ||-'-'fd;ﬁ‘.‘
-,_\__:;._I"I;I'a.-.-l



26.19. The Authority is cognizant of the fact that as per the Chapter [Il of the AERA Act
2008, the Authority is required “to determine the tariff for the aeronautlcal services
taking into consideration — the economic and viable operations of major alrports”.
The Authority is of the view that FRoR [actual cost of finance and 16% equity return)
is the reflection of viabllity and the Authority's determination of aeronautical tariff is
as per methodology, principles and provision enshrined in AERA act as well as
concession agreements (OMDA & 55A). Howewver, in the Authority’s view meeting
liabilities or obligations like operating expenses, interest payments, and tax
payments are imperative for sustainabllity of any business. These have been duly
considerad by the Autharity in line with the principles presented in para 3 above In
the determination of Aggregate Revenua Requirement. The ARR rasulting from such
considerations has been granted to DIAL and accordingly the X-factor of +96,08% has
been determined. The Authority has also noted submissions from DIAL about its
abllity to meet operating expenses on certain heads namely, property tax,
maintenance expenses and water bills and the Authority has provided for use of

working capital loan by DIAL in respect of such expenses (refer para 17.121 above).

26.20. The Authornty has further analysed the submissions of DIAL regarding Base Airport
Charges as provided under 554 / OMDA. The Authority has had reference to
Schedule 6 and Schedule 8 of 554. Clause 2 of Schedule 6 of 554 Is reproduced
below:

“From the commencement of the fourth (4th) year after the Effective Dote and
far every year thereafter for the remainder of the Term, Economic Regulatory
Authority / GOl (as the cose may be) will set the Aeronautical Charges In
accordance with Clouse 3.1.1 read with Schedule 1 oppended to this
Agreement, subject always to the candition that, at the least, o permitted
nominal increase of ten (10) percent of the Base Alrport Charges will be

awvailable to the IVC for the purposes of colculating Aeronautical Charges In any

yvear after the comm encemen;pf-ﬁhu.,ﬁ:yrm vear and for the remainder af the
e - __:h".

Tt -'/"--I ke __.
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26.21. The above clause and the submission from DIAL requesting for a year on vear
permitted Increase of 10% of Base Alrport Charges has been analysed by the
Authority during the determination of agronautical tariff for the first Control Pericd.
The Authority had presented its analysis on this issue in paras 30 to 38 of
Consultation Paper No 32 / 2011-12 dated 03.01.2012 as well as in paras 25.1 10 25.5
of Delhi Tariff Order 03 / 2012-13 dated 20.04.2012, The Authority had decided that
“there was no warrant in Schedule 6 of 55A for an automatic year on year increase of
10% in airport charges from the commencement of fourth year onwords.” The
Authority does not find any fresh argument from DIAL and accordingly, is not

persuaded to reconsider its decision.

26.22. As presented in para 26.19 above, the Authority has duly considered the obligations
and liabilities of DIAL in its determination of ARR. This ARR is made available to DIAL
through aeronautical tariffs determined by the Authority, The Autherity further
notes that as per the provisions of OMDA and 554, 45.99% of pre-tax Gross
Revenues (as defined in the OMDA) are to be shared by DIAL with A&l Furtherin line
with the provislons of OMDA and 554, this revenue share is not a cost pass-through
and accordingly the Authority has not considered revenue share as an expense In the
determination of aeronautical tariffs, except for calculation of corporate taxes
pertaining to aeronautical services (which in Authority's view would be a notional
figure in case revenue share Is not considered as an expense while calculating the tax
liability). The issue of revenue share of 45.99% is as per the OMDA and 55A signad

between DIAL and the Government of India and is beyond the Authority's purview,

26.23, Further as discussed in para 25.16 above, the revised tariffs for the second Control
Period have not been implemented till date. Theraefore, DIAL has continued to levy
tariffs approved by the Authority for the first Control Period and has thus recovered
maore than the actual ARR permitted for the period. This over-recovery has led to a
steep decline in the ARR for the remaining portion of the second control period
{01.01.2016 to 01.04.2019), which has therefore resulted in the steep increase in the

K-factor and the reduction in tariff _ PJEritn,' has also noted that, as par OMDA,
..-""'_. F LR el o '.'.‘“-_1
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the airport operator Is' responsible to bring in additional capital to fund his

operations and capital additions.

Vide its letter dated 14.08.2015, DIAL has submitted that such an X-Factor will lead
to a steep downgrade of ratings and a situation of default in servicing the debt. The
Authority infers that such a scenario will impact DIAL's ability to raise additional
capital. DIAL has also submitted that It may not be able to generate sufficient funds
to pay for salarles, statutory dues or for meeting operating expenses, The Authority
is also in receipt of submission from DIAL dated 14.08.2015 that such an X-factor will
“lead to a severe cash drain for DIAL and breach the lenders covenants and will
impinge the interest and debt servicing ability of DIAL". DIAL further stated that "the
paucity of funds will also comprornise the safety and security of airport which can
lead to dongerous conseguences”. In order to address such concerns of DIAL
Authority considered various option including additional ARR as interim rellef to
DIAL,

26.24. The Authority recognizes the need for an airport operator to have sufficient cash to
ensure provision of quality services to its passengers and other users. Based on
DIAL's other submissions and the values and considerations provided in the financial
mode| submitted by DIAL, the Authority has made a representative calculation of the
estimated cash Inflows and outflows likely to incurred by DIAL as an entity, as

follows:

26.24.1. Cash Outflows for DIAL consist of: Cash required for Rupee Term Loan (RTL)
repayment, External Commercial Borrowings (ECB repayment), néw capital
expenditure to be incurred and actual VRS payment outflow over each vear
of the second Control period. This has been represented in the table below:

Table 767 Estimated Cosh outilows Tor DIAL, & ity durtng thi: Second Contral Porod

—— - = =

Cash Outflows to DIAL (Rs.Cr) | FY15 |  FY18  FY17 Y18 |  fvi1g | Total |
RTL Debt Principal Repayment | 24-48 2448 8036 213.06 | 296 68 ! 629.27 |
ECB Debt Principal Repayment | 21094 21492 23691 26091 24295| 115664 |

I Capex tobelncurred | 20930 19131 19240 | 21583 | 22686 | 103549

VRS Payments to be made | el ; | '
| - A - 3 7 L t
(Notinclodedin Opo) | MARTIBARN 1761 | 1707 1648 | 8812
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[ ; '
Cash C ﬂlﬂﬂnﬁ'i to DML“H Cr. :I F¥ 15 FY 16 F¥ 17 ' F¥ 18 Tatal
Total Cash Qutflow pmpm,_,d 463.25  448.97 527.27 | 696.87 | 783.16 lr 2,919.52
|

| Total Cash Outflow Projectad
! without ECB Repayment

252.30 234.05 290.36 | 44595 | 540.21 [ 1,762.849

26.24.2. Cash Inflows consist of: Profits, Non cash depreciation added back, New Debt
to be ralsed for Capital Expenditure (As calculated from DIAL's submission).
This has been represented in the table below:

Trblke 771 Extomatad Cach nflaars sa NUAT . feeae Ealily dinnmp the Sacand Canteal Parind at the K Factor of
Q6. 08H

|' Cash Inflows to DIAL (Rs. | ' ,
Cr)|  FY15  FY16 FY17 | FY18| FYis|  Total

|
Profit After Tax* 20146 | 9575 [916.45) | (773.92] | (655.48) | (1,962.64

Depracistion Add back 50040  EBGR.T2 74a.08 i 581.09 586.65 2,809.99 |

Mew Debt Frnjﬂtnd to hu
raised for Capex funding“ - - 187.93 165.07 | 4770 410.70

: Total Cash Inflow ! 0B 6RA47 [144.44) [27.76) | {25.13) | 1,358.00
|  *«PAT hias been calculated for DIAL, a5 an entity, bated on projected revenues, projected operating
and malntenance éxpenses, projected interest on actual debk projected, depraciation and fax

| iabliities. In the above calculation of cash inflows, the Authority has not made projections of items |

such ag other income on account of Uncertalntles associated with It. |

[ ** For the calculation of new dabt raised during calculation of Cash Flow Deficit calculation, the |

| Authority has decided to consider the valus of new debt considered in the Consultation Paper No |
16/2014-15 deted 28,01,2015, Rs, 410.70 Crore,

26.25. The Authority notes that the above estimation is 8 projection and the actuals may
differ from these estimates. The Authority has estimated a cash cutflow
requirements for DIAL to be Rs. 2,919.52 crores to cover its liabilities for the second
Control Period {as represented in Table 76). The Authority has also noted that Dial
has restructured its ECB through a corporate bond issue and thereby postponed the
repayment of its ECBs from the second Control Period to the third Control Period
which will reduce the cash outflow requirement for DIAL during the second Control
Perlod, Therefore, the Authority has observed that the cash outflow required by

DAL for the second Control period would amount to Rs. 1,762.B8 Crores (as
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Crores, DIAL [s likely to face & cumulative cash deficit of Rs. 404.B8 Crores over the

sacond Control Period as follows:

o at X Factor of Sh.08%

Table Fi: Annual Cash Deficit for DAL o

~ Cash Outflows to DIAL | FY 15 | FY 16 FY 17 FY18 | FY 19 Total |
{Rs.Cr.) | | | L
Total Cash lnﬂuw |'
L 447
| Se0as ERASE e | s [asasy| aacao
Total Cash Euﬂln_w | i
| Projected without ECB 252,30 23405 290,36 | 34595 |  s40.21 | 1,762.88

|
I
1
|
[ Repayment | |

Met Cash Deficit with No ’ i -
ECB prln:lpll { 638.56 43042 | -434.80 | 47371 -56534
Repaymaents considerad | |

26.26. The Authority notes that there are alternative approaches through which such deflcit

of Rs. 404.88 Crores can be covered:
26.26.1. Shareholders of DIAL bring In additional eqguity of such amount
26.26.2. DIAL ralses additional Term loan / Working Capital loan ete

26.26.3. The Authority grants an additional ARR to cover for such deficit and recovers

this additional ARR at the next opportunity of tariff determination

26.27. The Authority infers from DLAL's submission in para 26.13 above that it may not be
prudent to expect the shareholders to bring In additional equity as its net worth will
be eroded on account of such X-factor. As regards the second option, le, ralsing
additional debt, is concerned the Authority has noted from DIAL's submission cated
14.08.2015 that it expects "o steep downgrode of ratings and a situation of default in
servicing the debt including internotional bond investors.., o doming impact on ..
lending scenarfe”. However, since the operator will have no cash flow problems
there should be no difficulty in raising the debt as planhned. Accordingly, the
Autharity has considered the planned new debt raised to the extent of Rs. 410,70

crores (raised to fund capital investment).

26.28. Thus, the Authority has taken a view that it will provide an additional ARR to DIAL to

cover for Its estimated cash deficit over the entire five-year period of FY 2014-15 to

Fy 2018-19, which will be retwﬂ AT L at the next opportunity of tariff
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DIAL will have to share 45.99% with A&l and will retain only 54.01% of the granted
gquantum, The Autharity has taken this into account, 2nd has accordingly decided to
grant DIAL an additional ARR of Rs. 691.50 Crores a5 on 01.01.2016. The Improved

cash inflow position for DIAL can be seen in the table below:

Tabla T9: Estimated Annal Cash Oeficlt for DAL oiwer the Second Contral Perlod with additional ARR
Cash Outflows to DIAL {Rs. FY 15 FY 16 FY 17 FY1B |  FY19 Total
T cr.) | | [
PAT 291.46 1651 | (00.31) | (648.39) | (517.23) | (1,557.76) |
f_ Depreciation Addback | ga5.40 568.72 | 57408 581.00 | 58665 | 2,000.94 |
| New Debt Projected to be | f ' |
- . 19793 165.07 a7.70 410.70
raised for Capex lundi_@;_! : A5 ; = = =
TomlCashinflow | goggs 68523 |  (28.10) | 97.77 | 11712 | 1,762.88 |
Total Cash Outfiow | : ,
Projected without ECB 25230 234,05 290,36 445.95 | 54021 | 176288 |
— Repaymant | -
Met Cash Deficlt with Mo | :
ECB Ropayments | 638.56 451.18  -318.46 348,18 | -423.09 0.00 |
o considered | = |

26.29. The Authority notes that at the current WACC, this would amount to Rs, 941.54
Crares for true up [claw back) as on 01.04.2019 In addition to the true-ups to be
considered on other elements of regulatory building blocks as presented in the
respective decisions of the Authority. This would carrespond to an effectlve X-Factor
of {+) 89.40% as on 01.01.2016.

26.30. While the above interim measure of granting an additional ARR would address the
short-term viabllity of DIAL, the Autharity recognizes the need for measures to
ensure long term viability of DIAL The Authority would urge DIAL to work towards
reducing its operating and maintenance costs and look towards further monetization
of land leased to it by Government of India. The Authority has also sought directions
from MOCA/AAl to define the mechanism for treatment of revenues [/ deposits from
such monetization, which shall be considered in the next control period. The
Authority also urges DIAL to maintain the guality of service at Delhi Airport as

prascribed under OMDA / 554, -
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26.31. One of the views on the issue of cash deficit for DIAL is that DIAL will be able to
undertake necessary measures such as further monetisation of land, other incomes
etc., to meet the cash requirements during the second Control Period. However,
keeping In view the submissions from DIAL (refer paras 26.18 above} and the fact
that IGI Delhi Airport is a major international airport and It is necessary to maintain
safe and secure operations of the airpert, the Authority has come forward to address
this cash shortage as an Interim measure, to be recovered in the third Contraol

Pericd.

26.32. The Authority has decided to conduct a review of this order in the fourth year of the
second Control Period.

26.33. The Authority bas determined an X Factor of +96.08% as on the date of
implementation of 01.01.2016 for the tariff order. However, based on the interim
measure to help DIAL maeet its estimated cash deficit of Rz 404.88 crs, the Authority
has decided to allow the X-Factor of +89.40% to DIAL. However there Is an Order
from Hon'ble High Caurt permitting DIAL to charge the tariff applicable for the first
Control Period till AERAAT decides on the appeals filed by DIAL and the Hon'ble High
Court has indicated a timeframe for AERAAT to dispose the appeals. The Authority
has appealed against this Order of Hon'ble High Court (Refer 2.2 above to 2.4
above). Depending upon the outcome of the legal process, the date of

implementation of this Tariff Order will be decided.

26.34. The Authorlty notes that for every month of delay in Implementation, there will be
further reduction in the X-Factor and the corresponding cash deficit would alsa have
to be reworked and accordingly, a new tariff card would have to be implemented.

Currently, the tariff card has been prepared and attached as of 01.01.2016, after

providing for estimated cash deficit.
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Decision No, 23 Regarding the Tariff Structure & Viability of 1G] Alrport, Delhi to be
considered for the second Contral Period, based on the material before It and Its analysis,
the Authority has decided:

238 To determine an X-factor of +96.08% (with date of implementation of tarlff as
01.01.2016) based on its decisions In respect of regulatory bullding blocks
towards determination of aeronautical tariffs for the second Control Period
(01.04.2014 - 31.03.2019) for the 1G] Airport, Delhi.

23.h. To consider an X factor of +89.40% (with date of implementation of tariff as
01.01.2016) In respect of the aeronautical tariffs for the second Control Period
(01.04.2014 - 31,03.2019) for the IGI Airport Delhi, instead of the determined X-
Factor of +96.08% on account of the interim measure adopted by the Authority
to grant an additional ARR of Rs. 691.50 Crores as on 01.01,2016 to heip DIAL
meet its cash deficit over the second Control Period.

23 To true up (claw back) the additional ARR of Rs. §91.50 Crores, as on 01.01.2016
granted by the Authority to DIAL, at its future value as on 01,04,2019 (based on

the applicable WACC), at the time of determination of aesronautical tariff for the
third Control Period.

Order No. 40/2015-16



27. Summary of Decisions

Decision No. 1Based on stakeholder comments and the analysis done by the Authority In
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Principles for Determination of Aeronautical Tariff in respect
of 161 Alrport, Dellds c..ii i it iiesiadinsrnsissanidssdssnpamsaisnisnscanrssatansesnsnts 1

1a. The Authority decides to consider the principles of 554 and OMDA as
discussed in paros 3.6 to 3.9 of this Order for determination of
aeronautical tariff in respect of IG! Alrport, Deliic...oviniminmimase 81
1.b. To consider the expenditure projected to be incurred by DIAL towords
creation of security related fixed assets durlng the second Control Period
fcurrently estimated at Rs, §3.11 crore) towards computation of RAB In
respect of IG! Airpart, Delhi, based on MOCA's Order AV 13024/03/2011-
AS [PLY) doted 1B.02. 3004 i iiiisimatsssss iiiresrsiismmsoreni sesetanssnsiisns RRITT  0 i
l.c. To consider expenses pertaining to inline baggage screening for the first
Control Period, which were not allowed by the Authority at that stage,
under the true-up exercise based on MOCA's Order AV 13024/03/2011-A5
{Pt.l) dated 18.02.2014. Further consider the projections made by DIAL
towards expenses pertaining to Inline baggage screening for the second
Control Perlod towerds determination af Target Revenue for the second
D A L o bt v e e Rt (T e T e B
1d.  As ond when the Central Government comes up with the SOP / Guidelines
pertaining to the Rule no 88 A of the Aircraft Rules, 1937, wherein the
expression “expenditure on aviation security” I§ clarified, the Authority
decides to consider such clarification for an appropriate tréatment to

copital expenditure and operating expenditure incurred by DIAL on account

of securily reloted rEQUITBIMEBNES. ......comiimsisessissmmisssin sssssnisssassiasassnsairsins B
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l.e  After (ssuance of the Order in respect of Normotive Approgch for
determination of Bullding Blocks, DIAL will be covered under the normative

approach to the extent the Authority decides it to be applicable. ............61

Decision No. 2Based on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Control PRrlod, L.t asissnnitriseiinerssemmssssnmssssssinmsnsnsnnnansissssss B9

The Authority decides to consider the second Control Period as 01.04.2014 to
31&03-2':.191 L L R L e R LR L e R e L e LR L PR LR R LS L) '55

Decision No. 3Based on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order

regarding the Development Fee and its adjustment to RAB, .....cccccieaiinnnss TT

3.0. The Authority decides to consider DF funding of RAB such thot fund
available to DIAL on account af OF for investment in a year (inciuding any
DF gpportioned towords CWIP in the previcus yeor brought-forward to the
given year] would be opportioned over expenditure incurred on the
gerongutical assets copitalized In the given year and the expenditure
incurred on oceropautical CWIP in the given yeor as per the scheme
indicated in Poras 8.62 to 8.71 of the Order No 32 / 2012-13 dated
15.01.2013. While the fund opportioned to the expenditure incurred on the
geronauticol assets capitalized ina year would be odjusted from RAB in the
given year, thol amaunt which s apportioned to expenditure fncurred an
oeronoutical CWIP 5 propased bo be corried over [o bhe subseguent years
Joradiustment from RAB in LROSE YBOIS. ..ot iesbsmasinbistresbussisssssiiiiios 4.8
b, Accordingly, the Authority decides to adjust OF of Rs, 3241.37 crore {out of
the olfowed DF of Rs. 3415.35 crore by the Authority in respect af IG!

Alrport, Dethi) from the copitalizations mode by OIAL till FY 2012-13. ...... 7
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3.c.  The Authority decides to adiust the balance emount aof DF af Rs. 173.98

crore from the RAB of DIAL when the “New ATC block” is copitalized by

i TR B e L e N ST e e oy 2 s

3.d. Bosed on the above, the Authority decides to consider the adiustments in

RAB in respect of IGI Airpart, Delhi on gecount of DF as per Table 8 above.

ik 4

Decision No. 4The Authority decides to adopt the following approach for consideration of
true-up for the first Control Period, towards determination of tariffs for

aeronautical services provided by DIAL at 1G] Airport, Delhi:........cccceenie. 150

40, To true-up RAB olong with Depreciation bosed on octual dote of
capitalization of assets during the first Control Period towords
determination of toriff for the second Control Period as eloborated in Table

4.b. To consider the Return on RAB based on actua! date of capitalization of
gssets, 05 delallad i Table 21 i pisssssmmsirspsnsirsriserasaprsasiiimmms v s S

4.c, Toodjust RAB on account of DF based as presented in Table 8 .......coon, 150

4.d. To consider alfocation of assets of 89.25% and 10.75% towards
aeronautical and nan-geronauticel assets respeclively for the first Control
e T e o 1yl o T e g o R S e SN £

d.e. To not consider foreign exchange fluctuations in the determination of RAB
and depreciation In the first Control Period (refer para 8.24) .......c.cov00. 150

4.f.  To not true-up WACC of 10.33%, which was considered by it in its Delhi
Tar Oraer No. D8 TR S il s P b i s its s i 1O

4.9. Toconsider inline baggage screening expenses incurred by DIAL during the
first Contral Period towards determination of aeronauticol tariff and hence
include it as part af the operating expenses belng considered for true-up.

.. 150

4.h.  To consiger the some rotios for allocation of operating expenses into

oeronautical and non-aeronautical camponents as considered by it in its
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4.0,

4.4q.

4q.r,
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Dethi Tariff Order 03 / 2012-13 except VRS which will be allocated at the
rate Of mOn D OWE OO O i is i it s eb s iy b casssc 100
Ta consider révenue occruing to DAL from ITP service providers as
aeronaulical revenue In the first Control Period..........cevereenesssnssisssnnenss 150
To consider revenue accruing ta DIAL from Cargo and Ground Handllng
and for the first Contral Period as non-oeronautical FEVEMUE: ....wuseeees 150
To commissien an Independent study on the allocation of costs and assets
of the IT JV into approgricte aercnoutica! and nen-ceronauticel portion.

...151
To consider revenues from CUTE counter charges a5 aeronautical revenue
in the first Control Period, subject ta outcome of the independent Study on

i [T TS PR e BT e o fra 4.5 e g AR e e 151

To consider 3% of oeronoutical revenues of DIAL gs oeronautical
companent of Airpart Operator Fee in the first Control Period. ... 151
To consider revenue realized by DIAL under the head "Other income®
{excluding incomes discussed as under para 6.106 ) during the first Control
Period towards cross-subsidizotion under the current BXErCiSe. .. 151
To ftrue-up non-oeronautical revenue for the first Control Period os
oy Loty P iy e o o 0 BT T Rt L e B R A 1
To true-up corporate taxes based on octual taxes paid by DIAL during the
first Control Period and accordingly caonsider “nil™ taxes far the first Controf
Period towords determinotion of oeranautical tariff for the second Control
2 Yot R i Voo - SRR R0 TR e RS e R L PR i
On balance, to consider true-up of As, 36.32 crore os on 01.04.2014 (under-
recovery by DIAL in the first Control Period) towards determinalion af
aeranautical tariff for the second Contral PEAOD .......cccvnmiinininrseeresceesess 49
To add the abave true-up in the ARR to be considered for determination of

geranautical tariff for the second Control Period . ...ccivciiiiiniiemen 151
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Decislon No. 5Based on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order
regarding the Allocation of Assets, the Authority has decided:............... 166

5.0. To consider allocotion of assets of 89.25% ond 10.75% towards
aeronautical and non-geronautical assets respectively for the first Controf
Period and for the second Control PEHod ... .c...ccviiinssessisssensiseseses J68
5b. To true-up the allocation of asset into ceronoutical and non-gerangutical
companent for the second Contral Period as per the results of AAl's study
on osset oddition and its oflocation for the second Control Period ... 166
Declslon No. 6Based on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2018-15 dated 28.01.2015 and this Order
regarding the Opening Regulatory Asset Base, the Authority has decided to:

182

8.0. To consider an Opening RAB of Rs. 7,120.79 crore (refer Table 37), which

Includes opening value of HRAB ot Rs. 357.38 crore and the carry over RAB

from RAB true up af B, I5. 2B Or......ccocmmcamriisnississsnisassnsions snsusssssssssssss S

6.b.  To reconcile the scope considered under the aflowable project cost of Rs.
12,502.85 crore and the costs incurred by DIAL for this scope os efaboroted

in Consultation Paper No 16/2014-15 doted 28.01.2015 .....cccvveverssvsins 182

Decision No. 7Based on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order, the

Authority decides the following regarding the Hypothetical Asset Base .. 193

Zo. To continue with its determination of Hypothetical RAB ot Rs. 467.00
crores o5 on 31.03.2009 os wos considered in Delhi Tarlff Order 03 / 2012-
L Pl e e e S P e e e i R 193
7.b. To cdopt the yeor-wise overoge depreciotion rote for oerongutical ossets
for the second Control Period os rate of depreciotion for HRAB In the

second Control Period ......... EHV e s e L S AR TETTL Sl 1t o o L 193

Order No. 40/2015-16



7.c. To accordingly consider an Opening Hypotheticol! RAB of Rs. 35738 crore

RO PO IR ity i riin e s s s e P e A

Decision No. BBased on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order

regarding the Additions to Regulatory AsSet BAse ... sessssssassess 203

8.a. The Authority decides to consider the additions to RAB as presented in
Table 34 towards determination of eeronautical toriff for 2nd Control
BT i i nsinna iy b SR s A el SRk - i ot Lt bbb A B S A LT

8b. Bosed cn the Interim Order from the Hon'ble High Court of Defhi, the
Authority decides to Include copital expenditure of Rs. 91.94 crore on
gecount of assets for security-related Infrastructure for consideration
towards RAB in the second Control Peripd. The Authorty deciges to review
the same based on final outcome af the legal proceedings of the oppeal by
DIAL in this regard ond the S0P / Guidelines issued by the Central
GOVErAMENt M IS FEGATT. .11 1cieeiiscnisnnsssnnisssnisssnsssassmsiiss rosssssssresessemrres 203

8.c.  The Authority decldes to true-up the projected additions ta RAB (refer
Toble 34 and Table 37) based on actun! oudited values of these additions
over the second Control Period towards determingtion af eeronaltical
S TOr DN L ORI Gl PEITON . it rrersiinss roverssrsssmsstebri (rs i errer PR PR LS 203

Decislon No. 9Based on stakeholder comments and the analysis done by the Authority in
the Consultation Paper No 16/2014-15 dated 28.01.2015 and this Order, the
following regarding the Regulatory Asset Base for the Second Control

PEﬂud SRR F P PR R PR F R PR P A P R F T PR R R F R R R AR R R PR R F R PR AP R F PR FRAF R R lu?

B.a.  The Authority decides to consider the Regulatory Asset Base and Return on
RAB as per Table 37 far the purpose of determination of oeronautical tariff
O ROt L I IO e s vl e b s L e e S T
8.0. To true-up the Regulatory Assel Bose and Return on RA8 for second

Contral Pérfod at the time of determination of aeronautical tarff for third

Control Period based on actun/ additions to RAB ond actual depreciation
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during the second Control Period as per ootual date of capitalization of the

R e e A P et e L o 207

9.c. The Authority decides to odjust the bolance amount of DF of Rs, 173.98

crore from the RAB of DIAL when the “New ATC block”™ Is capitalized by

T T G e e e iy e L L ey s 207

Decision No. 10 The Authority decides to adopt the following approach for
consideration of cost of debt towards determination of tariffs for

aeronautical services provided by DIAL at 1G] Alrport, Delhii....coeeeniss 224

10,0, To not consider the reinstaternent of ECB loan on account of forelgn
exchange fluctuation (refér paro 8.24 above) and hence to consider As.
1,964.70 crore os the opening balance of ECB loon os on 01.04,2014.....224

10.b. To consider the cost of debt for Rupee Term loan over the second Control
ey el Bl L b B e s, e e R e e R e

10.c. To adopt the weighted overoge cost of debt as per Toble 40 for
determinotion aof weighted average cast of capital for the second Control

10.d. To true-up the cost of debt for Rupee Term Loan for the second Control
Period bosed on evidentiol submissions olong with suitable ouditor
certificates by DIAL at the time of determination of aeronautical tariff for

the third Control Period subject [0 o celling of everall increase af 50 basis

Decislon No. 11 The Authority decides to adopt the following approach for
consideration of cost of equity towards determination of tariffs for

aeronautical services provided by DIAL at 1G] Airport, Delhii.....ccoeervennea. 239

1l.a. Toadopt return on eguity (post tax cost of equity) as 16% for the purpose
e T e T e, Lo P SRS e 239
11.b. To consider RSO olreody raised by DIAL (ot Rs. 1,471.51 crore) os o means
af fingnce at zero o5t ...ooiiiveviesas R o PO P AR b e e £39

11.e. To review ond oppropriately consider the additional RSD, if any, ond
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11.d,

Contral Period after receipt of views from MOCA / AAI (Refer para 14.41
D T s sk TR TSR e L o PR P s i e A e
To commission o fresh study to determine cost of equity opplicable in

respect of IG! Airport, Dethi at an apprapriate tiMe .......ccmunnnnn 238

Decision No. 12 The Authority decides to adopt the following approach for

consideration of land monetization towards determination of tariffs for

aeronautical services provided by DIAL at |Gl Airpart, Delhiz....ccnmen. 263

12.a.

12.5.

To treat the revenues from maonetization of land bosed on the mechanism
prescribed by AAI/MOCA on land monetization in cose of DIAL (refer pora
L3155 PP .. -
To not consider ot present, the revenues realized by DIAL from Commercial
Property Development (CPD) during the first Control Perigd to the tune of
Rs, 390.05 crare, as weil as the projected revenue from CPD in the second
Control Perlod to the tune of Rs. 549.24 crore; towards determination of

gercnautical tarlff in respect of 16! Alrpart, Delhl, pending the receipt of

B O B L O e e T 263

Declsion No. 13 The Authority decides to adopt the following approach for

consideration of WACC towards determination of tariffs for aeronautical

services provided by DIAL at |Gl Alrport, Delhli.....ccoeerneainemmmesrsrsssesinssess 213

13.a.

13.b.

13:e

13.d.

13,

Order No. 40/2 015-16

To consider WACC of 8.97% for the second Cantral Perlod as detailed in
el e e e T S S T L e S R e S 278
Ta consider interest on working copital based on evidence on the nature,
guantum ond cost of loan (refer para 32.123)...........cccvnmnninmmssnen 2 79
Ta not consider the impact of fareign exchange fluetuations determination
for the first control perlod os discussed in parg 8.24.......oviensesesmsniniiee 278
To consider true up of the impact of foreign exchange fluctuations for the
second control period subject to the complete true up of WACC ............ 279
Not to true-up WACC for the second Contral Period at the time of

determination af ﬂEfﬂﬂﬂun{Mﬁmﬂ-‘f the third Contral Period except for
= e TRy ."-"."I_:.

the elements mentioned below
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I, New debt subject to the celling on cost of debt for Rupee Term Loan of
actuals as of 01.04.2014 plus 50 basis POINES. . cimmmmmsimrriis risesssssssssssssind 3
ii. New RSD {in addition to Rs. 1,471.51 crore already considered by the
Authority as a means of finance while determining DF) c...ovimimimmioniacenc @79
iil. Fresh paid-.up equity (in addition to Rs. 2,300.00 crore already
consldered by the Authority (after removing upfrent fee of Rs. 150 crore from
the paid-up equity of Rs. 2,450 crore} as a means of finance while
o g =lg T[] ] B B, S R B v g 1)
iv. Funds from Reserves and Surplus on actuals, if positive, during the
ot by el ol B [ Rl e I S E e Mot 71 |
Decision No. 14 The Authority decides to adopt the following approach for
consideration of Depreciation towards determination of tariffs for
aeronautical services provided by DIAL at IGI Airport, Delhi:......ocoiiieen.. 293

14.0. To consider depreciation rates as per the useful life of ossets specified in
the Companies Act 2013 for the second Cantrol Period except for ossets
pertaining to runway, toxiwoy ond opron, which are ta be considered at
S el A S L e e e R et e s

14.b. To odust the depreclation reflected in the books of DIAL for elements
(el agd by ey g e fytegn o o3 o T e R e o Wt i i L

14.¢, To consider alfacotion ratio for depreciotion into ceronautical and non-
G P R U B T O e L L R R L i i O

14.d. To consider the recommendations from the Study commissioned to
detérmine opprogriate rates of deprecialion .........vmiarinn i 293

14.e. To consider the depreciation far the second Cantrol Period os presented in
1T ek LT e R S e it b s Eepr s s 293

I14.f. To true up the difference between the projected depreciation (calculated
presently considering that such asset has been commissioned/ disposed-of
half way through the Tariff Year] and actual depreciation for the Torlff

vear by adiusting such difference at the end of the Control Period.......... 283

.-‘__r
dk ‘-‘.l‘-'
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Decision No. 15 The Authority decides to adopt the following approach for
consideration of operating expenses towards determination of tarlffs for
aeronautical services provided by DIAL at |Gl Alrport, Delhiz.....ccomne. 397

15.0. To consider the ¢cost allacation for the second Cantrol Period asin Table 53
which is as per its Delhi Tariff Order No, 03/2012-13 for all sub-heads
except VRS payment to AAl and Airport Operator FEE. ....ooerreertrecssransaas 397

15.b. To consider the alfocation of VRS payment to AAl at the rate of manpower
aflocation while projecting oeranautical expenses for the second Control
oy T s FOAPREPPPRRERREEtH, - 1 0 b e T R O LSS PRI e L L 7

15.c. To consider 3% of ageronoutical revenues of OIAL as geronautical
companent af Alrpart Operotor Fee in the second Control Period ........... 337

15.d. To commission an independent study to examine the issue of ollocation of
assets, services, revenuss and expenses generoted in the IT IV into
gerongutical and non-oeronautical more closely. Based on the outcome af
the study, proper treatment will be given to the revenues and costs. .....397

15.e. To consider actunl costs incurred by DIAL for FY 20012-13 os the efficlent
opergtion and mointenance costs for IGI Afrport, Delhi bosed on JCWA/!
study on efficient Operation and Maintenance cost.......ccooiriivrs s 337

15f. To consider aoctua! costs for FY 2013-14 gs the base for profection af
operation and maintenance costs for the second Control Period............. 397

15.g. Te gdopt an average growth rate af 7.0% (based an inflation of 5.1% per
annum and headroom in recl growth of 1.9%) for profection of the
operation and mointenance costs for the second Control Period except for
manpawer costs for which the Authority decides to consider a growth rote
of 10% while Repoir & Maintenance expenses sholl be considered ot 9%.

w397

15.h. To consider the inline boggaoge screening expenses incurred by DAL

towards security related requirements for determination of aeronouticol

tariff. Further, to bring to.the attention and information of MoCA the
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inclusion of these elements of expenses of security, as the same Is

presently determined and monitored by MaCa.......cccvimieaiiiicisassnnnnn. 397

151, Tocommission on independent study to assess the efficient operaling costs

of IGI Alrport, Delhi for the second Control Period and to frue-up the

operoting & maintenance costs, hased on the findings of the study, at the

time of determination of tarlff for the third Control Period., ..o 398

Decision No. 16 The Authority decides to adopt the following approach for
consideration of taxation towards determination of tariffs for aecronautical

services provided by DIAL at 1G] Airport, Delhi:........conimnnsenns 411

16.a. To consider the operator 05 o legol corparate entity ond treat its revenue
shore 0s on opeérating expense for the purpose of estimation af corporate
taxes in respect of DIAL for the second Control PErDd. .......ccovieinniennnn#11

16.6. To forecast the corporate tox payable on aergnoutical eornings In the
secand Control PENog 08 DEF TOBIE SR, ...ccvicsiviiiniimsrisanrrrresirestiibbre s L L

16.c.  To true up the forecost figures of tax on ceronoutical earnings of the Znd
Contro! Period os per the aoctunls at the time of determination of
geranautical tarff for the third Control Period. ..o i 411

Decision No, 17 The Authority decides to adopt the following approach for
consideration of treatment of Non Aeronautical Revenues towards
determination of tariffs for aeronautical services provided by DIAL at 1GI
AT BRI o R e G L R T L e s A

17.g. To project "Other Income™ as nil for the time being for the second Contral

17.8. To true up the “Other Income” bosed on actual revenue realizged by DiAL
during the second Control Period at the time of tariff determination for the
third Control Period {refer porg 38,37 w ottt iansicribien 80

17.c. To consider the non-aeronautical revenue for the second Control Peripd as

prajecied Ong presenled N TOEIE B3 .o ererrrrisrrrnnmnnsriyrenremssn st sasens sia b 11y 450
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17.d. To true-up the non-geronoutical revenue based on the actum' non-
geronauticel realized by DIAL during the second Control Period at the time

of tariff determination for the third Control Period. .....iiiinnnnnnnen 350

Decision No. 18 Regarding treatment of cargo, ground handling and fuel concessions to
be considered for the second Control Period, based on the material before

it and its analysis, the Authority has decided: .........cooemnmemsrsssssssssssss 387

18.a. To commission on independent study to examine the issue of allocation of
gssels, services, revenues gnd costs genergled in the (T IV into
gerongutical and non-geronoutical more closely. The Authority would
accordingly take into account this report ot the time of determination af
tariff for the third Contro! Period and true up for the Second Control Perlod

senesn OB

18.b. To consider revenues from cargo including cargo screening as nan-
geranautical in the second Contral Parlod. . i T8 £

18.c. To consider revenues fram ITP as well as fuel throughput as agronauticar
revenue In the second Control Period. ... e b S o KRR R PR R

18.d. Toconsider CUTE service ond CUTE counter revenue as aeranauticol far the
S B N s i s L o T e P R L L o L s S S e P A LR DL E e

18.e. To consider revenue from Ground Hondling as non —eeranautical for the
P g M R S e, S, st il m a1

Decision No. 19  Regarding traffic forecast to be considered for the second Control
Period, based on the material before it and its analysls, the Authority has
Lt [ LR e I RIS W S e |

I9.a0. To consider the possenger ond ATM traffic as per the Table 68 and Table
69 respectively for the second Controf PEAD. ... ciisiiiiiiimnbans 499
18.6, To true-up the passenger and ATM traffic based on ectua! numbers

realfized during the secand Control Period at the time of tariff

determination for the thirtd COALIO! PEHOH. ....cocvvvovveeeeeeseessssnse s snresreerrees 805
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Decision No. 20 Regarding the matter of Inflation, based on the material before It and

its analysis, the Authority has declded:.......ccoiiermeisirmsinmsisasmms 502

20.a. To follow the CPI inflation forecast of 5.1% ond WPI forecaost of 3.6% for

the next five years of the second Control Period for determination of

various bullding blocks, whergver required. . ... i 202

Decision No. 21 Regarding the guality of service, the Authority has decided to Issue a
note on the methodology for monitoring service quality at all airports under

its purview, Including IGl Airport, Delhi. The service quality will be

manitored In line with this note, for subsequent periods, upon Issuance of

I ] B e i e e ko A B M E A e B A S ek e DD

Decision No. 22 Regarding the Tariff Structure/ Rate Card to be considered for the
second Control Period, based on the material before it and its analysis, the
AT ol Tl P Frmiis [ Pt TS MR e R s SRRt e 3 |

22.0.  To determine an X-foctor of +96,08% (with dote of implementation of tariff
as 01.01.2016) based on its decisions in respect of regulotory building
blocks towards determination of geronautical tariffs for the second Control
Period (01.04.2014 - 31.03.2019) for the 1G1 Airpart, Delhi, cc..crvrerecrsensan D18

22.b, To indicate the tarlff as per the toriff cord gttoched along with this order,

based an the X-Factor o5 discussed in Decision 23.5 BelOW.....oov ceesenns 518

Decision No. 23 Regarding the Tariff Structure & Viabillty of 1GI Airport, Delhi to be
considered for the second Control Period, based on the material before it

and fts analysis, the Authority has decided: ......ccoiviecmienimmnirsisssmsrssssnsrsss 338

23.0. To determine an X-factor of +96.08% {with date of implementation of tarlff
o5 01.01.2016) tased on its decisigns in respect of regulatary bullding
blocks towords determination of aergnautical tariffs for the second Control

Period (01.04.2014 - 31.03.2018) for the 1G! Airport, Delhi......ccovmiinin, 538

Order No. 40/2015-16 Page 551



28,

28.1.

28.2.
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23.b. To consider an X foctor of +89.40% [with date of implementation of tariff
as 01.01.2016) in respect of the aeronautical tarlffs for the second Control
Period (01.04.2014 - 31.03.2015) for the IGI Alrport Deihi, instead of the
determined X-Foctor of +96.08% on occount of the Interim meosure
adopted by the Autharity to grant an additional ARR of Rs, 681.50 Crores
as on 01.01.2016 to help DIAL meet its cash deficit over the second Control

23.c. To true up (clow bock] the additionol ARR of Rs. 681.50 Crores, as on
01.01.2016 granted by the Autharity 1o DIAL af its future value a3 on
01.04.2019 (bosed on the cpplicable WACC), ot the time of determination
of aeronoutical tariff for the third Control Period...... - 538

Order

In exercise of power conferred by section 13{1)(a) of the AERA Act, 2008 and based
on the above decisions, the Authority hereby determines the aecronautical tariffs to
be levied at 1G] Airport, New Delhi for the Second Control Period (201415 to 2018-
19), effective from 01.01.2016 and the rate ¢ard s0 arrived at as of 01.01.2016 upto
31.03.2019 has been attached as Annexure | to the Order, The UDF rates indicated In
the tariff card are also approved as per the section 13(1)(b) read with rule 89 of the
Aircraft Act, l*?. The rates approved herein are the celling rates, exclusive of taxes

}

With regards to Implementation of this Order, the Autharity notes that the Hon'ble
High Court has permitted DIAL to charge the tariff applicable for the first Control
Period till AERAAT decides on the appeals filed by DIAL and the Hon'ble High Court

if any.

has Indicated a timeframe for AERAAT to dispose the appeals. The Authority has




appealed against this Order of Hon'ble Migh Court and depending upon the outcome
of the legal process, the date of implementation of this Tariff Order will be decided.

By the Order of and In the Name of the Authority

ko3

[loy Kuriakose)

Deputy Chief, AERA
To,

Delhi International Airport (P) limited
MNew Udaan Bhawan,

Opp. Terminal 3, IGI Airport,

New Delhi 110037

(Through: Shri, I. Prabhakara Rao, Chief Executive Officer)
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Annexure

Attachment to Tariff Order No. 40/2015-16 for 1G], Delhi International Airport Ltd. for the

Second Control Period (2014-2019)

Airport Charges-effective FY 2014-15 from 1% January 2016

Contents

Airport Charges

1. Landing, Parking and Housing charges
2. User Development Fee (UDF)

3. CUTE Counter charges

4. Fuel Throughput charges
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Landing, Parking & Housing charges

1.1. Landing Fee per single landing

Weight of Aircraft Rate Per Landing- | Rate Per Landing-Other
International Flight than International Flight

Upto 100 MT Rs.227.70 per MT Rs. 170.80 per MT

Above 100 MT Rs. 22770/- + Rs 306.00 per | Rs. 17080/- + Rs 229.50 per
MT in excess of 100 MT MT in excess of 100 MT

*Inflation of 5.1% would be given over this value evéry year on the 1st of April until 1st of April,

2018
Note:

a)

b)
c)

d)

f)

Charges shall be calculated on the basis of next Metric Tonne (MT) (i.e. 1,000 kgs.) of
the aircraft.
A surcharge of 25%will be levied on landing charges for supersonic aircraft.
No landing charges shall be payable in respect of:

a. Aircraft with a maximum certified capacity of less than 80 seats, being operated

by domestic scheduled operators; and

b. Helicopters of all types
Subject to (c) above, a minimum fee of INR 10,700/- shall be charged per single landing
for all types of all non-scheduled aircrafts, including but not limited to domestic landing,
international landing and general aviation landings.
Weight of the aircraft means maximum takeoff weight (MToW) as indicated in the
Certificate of Airworthiness filed with Director General Civil Aviation (DGCA).
All domestic legs of International routes flown by Indian operators will be treated as
domestic flights as far as air side airport user charges are concerned, irrespective of the
flight number assigned to such flights.

1.2. Housing and Parking Charges

The Housing charges and Parking charges are as under:

Weight of Aircraft Parking charges Rate per ' Housing charges Rate per
MT per hour MT per hour
Upto 100 MT INR 7.40 per MT - INR 7.40 per MT
Above 100 MT INR 740/- +INR 9.80 per MT | INR 740/- +INR 9.80 per MT
per hour in excess of 100 MT | per hour in excess of 100 MT

*Inflation of 5.1% would be given over this value every year on the 1st of April until 1st of April,

2018
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Note:

a) No parking charges shall be levied for the first two hours. While calculating free parking
period, standard time of 15 minutes shall be added on account of time taken between touch
down time and actual parking time on the parking stand. Another standard time of 15 minutes
shall be added on account of taxing time of aircraft from parking stand to take off point. These
periods shall be applicable for each aircraft irrespective of actual time taken in the movement
of aircraft after landing and before takeoff.

b) For calculating chargeable parking time, any part of an hour shall be rounded off to the next
hour.

c) Charges shall be calculated on the basis of next MT.
d) Charges for each period parking shall be rounded off to nearest Rupee.

e) Whilst in-contact stands, after free parking, for the next two hours Parking charges shall be
levied. After this period, the Housing charges shall be levied.

2. User Development Fee (UDF)
The User Development Fee per passenger shall be payable as under:

1. There shall be no UDF charged on Arriving Passengers, both for Domestic and for

International Passengers.
2. Inthe case of Departing passenger, UDF shall be applicable as below:

Domestic Rate International Rate
For ticket issued in 10.00 45.00
Indian Rupee (INR)
For Tickets Issued in 0.20 0.90
Foreign currency (S)

Note:

a) Inrespect of the tickets issued in foreign currency, the UDF shall be levied in US Dollars.

b) Collection charges: If the payment is made within 15 days of receipt of invoice, then
collection charges at Rs. 2.50 per departing passenger shall be paid by DIAL. No
collection charges shall be paid in case the airline fails to pay the UDF invoice to DIAL
within the cred it period of 15 days or in case of any part payment. To be eligible to
claim this collection charges, the airlines should have no overdue on any other account
with DIAL. .
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c) Transit/Transfer Passenger: A passenger is treated in transit/transfer only if the onward
journey is within 24 hours from the time of arrival into Delhi and the onward

3. CUTE Counter charges

The Cute Counter charges per departing flight shall be payable as under:

( Charges per departing flight
International 3 Domestic

INR 1500/- INR 500/-
*Inflation of 5.1% would be given over this value every year on the 1st of April until 1st of April,

2018

Fuel Throughput charges (FTP)

The Fuel Throughput charges shall be payable as under:

Charge per Kl of fuel
INR 688.17

5. General Condition

For all the above charges, credit period allowed by Airport Operator is 15 days.
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