F.No.AERA/20019/CGF-F/2010-11
Airports Economic Regulatory Authority of India
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Minutes of the Stake holder Consultation Meeting held on 18.08.2010

Subject :- Order No. 05/2010-11 in the matter of AERA’s Regulatory
Philosophy and Approach in Economic Regulation of the
Services provided for Cargo Facility, Ground Handling and
Supply of Fuel to the aircraft at the major airports and
Consultation Paper No. 05/2010-11 containing the Draft
Guidelines for determination of Tariff.

A Stakeholder Consultation Meeting was held on 18.08.2010 at 1500 hrs, in
Conference Room-I, India Islamic Cultural Centre, New Delhi, to elicit the views of
stakeholders in respect of the subject issue and the Consultation Paper No.05/2010-
11 dated 02.08.2010 circulating the Draft Guidelines for determination of tariff for
services provided for Cargo Facility, Ground Handling and Supply of Fuel to the
Aircraft. List of participants is at Annexure — I.

2, Chairperson, AERA, welcomed all the participants and thanked the
stakeholders for large attendance. Briefly touching upon the Order issued by the
Authority, Chairperson explained that the Authority’s approach to regulation with
respect to independent service providers for the aforementioned regulated services
shall comprise of a materiality assessment and competition assessment. Where the
service is ‘material and not competitive’ at the airport, the Authority has proposed to
regulate the services through a price cap approach by setting a yield per unit and
approval of tariffs annually. Wherever the service is ‘not material’; or ‘material but
competitive’ at the airport, the Authority has proposed that the services shall be
regulated through a light touch approach by approving tariffs annually, based on
evidence of consultation on tariffs with users or user agreements between
independent service providers and users of services. Emphasizing that the purpose
of the meeting was to share and understand the view point of the stakeholders and
obtain their feedback on the subject, Chairperson invited Secretary, AERA to make a
presentation outlining pertinent issues brought out in the draft guidelines.

3.1  Secretary, AERA explained that in order to operationalise the Order, the Draft
Guidelines have been issued through a Consultation Paper No. 05/2010-11, issued on
02.08.2010, and an overview of the same is being presented. The presentation
covered four areas:

1) Overview of the regulatory approach
(ii))  Overview of the process of determination of tariff.
(iii) Monitoring performance standards.

(iv) Timelines set by the Authority.
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3.2 It was clarified that the guidelines shall apply only to independent service
providers and shall not apply to the airport operators wherever they are themselves
rendering these services. The Authority will set out its approach in respect of airport
operators rendering such services separately.

3.3 Further the Authority shall take into consideration the payments required to
be made by independent service providers to the airport operators as part of the
passenger yield cap calculation for airport operators.

3.4.1 It was explained that the Authority will consider two key aspects in
determining its approach:

— Materiality assessment
— Competition assessment

3.4.2 Materiality assessment would be carried out as under:

— Cargo Facility: Material if cargo volume at the subject airport > 2.5% of the
total cargo volume at all major airports.

— Supply of fuel to an aircraft: material if total aircraft movement at the
subject airport > 5% of total aircraft movements at all major airports.

— Ground Handling Services: Material if total international aircraft
movements at the subject airport > 5% of total international aircraft
movements at all major airports.

3.4.3 Wherever a service is assessed to be ‘material’, the Authority would undertake
competition assessment. Where a regulated service is being provided at a major
airport by three or more service provider(s), it shall be deemed as competitive at that
airport. However, the Authority may in its discretion consider such other additional
evidence regarding reasonableness of competition as it may deem fit.

3.5 Where a service is found to be : (a) ‘not material’ or (b) ‘material but
competitive’, the Authority would adopt a light touch approach. In the case where a
service is found to be : (c) ‘material and not-competitive’, a more formal regulation
through price cap approach would be adopted.

3.6  The presentation also covered detailed procedure, information requirement
and timelines for filing/compliance.

3.7 A copy of the presentation made is annexed (Annexure-II).

4. Following comments/submissions were made by the participants:

6)) The representative of Bird-Worldwide Flight Service (I) Private Ltd.
suggested that wherever more than one agency is providing the
regulated services, it should be considered competitive instead of three
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(i)

(iii)

(iv)

v)

(vi)

entities/agencies as proposed in the draft guidelines. He also
highlighted that there is no regulation for airlines and only the market
force affect their business, which does not appear logical. He further
indicated a possibility of different tariffs being fixed for different
service providers even if they are providing services under similar
SLAs.

The representative of Delhi Cargo Services Centre Pvt. Ltd. stated that
price cap regulation for cargo or ground handling activities may not be
in line with the international practices, as tariff(s) for these services are
determined by market forces. He stated that even in cases of
monopolistic situation at the airports, the tariff could be increased only
through negotiations with the airlines/users. Another issue would be
with reference to traffic forecast errors. While the Authority has
proposed an error correction mechanism, service providers may not be
in a position to recover higher charges in subsequent years, if required,
whereas they would be under pressure to reduce charges wherever the
advantage of correction needs to be passed on to the users.

The representative of M/s. Menzies Aviation Bobba (Bangalore) Ltd.
highlighted the issue in forecasting their share of cargo traffic/ground
handling business in the airport especially when two or more operators
are already in place at such airport. Approaching the Authority for a
tariff increase due to such forecast error correction or the customers for
tariff increase on account of forecast error is going to be difficult.
Further, the existence of even two ground handlers at an airport should
be sufficient to determine competitiveness and to keep such cases out
of the purview of the price cap regulation. In their view, the light touch
regulation should be preferred also for the reason that the Ground
Handling and Cargo charges constitute a mere 3-5% of the airline
freight charges.

Representative of Jet Airways, while commending the efforts made by
the Authority in making the Order and issuing the Draft Guidelines,
referred to the general developments in the aviation industry, wherein
certain airlines, like Air Asia offer discounted rates which force the
other airlines to also bring down their fares by about 30%. He said that
at present, the yield status of even 2007 has not been reached.
Investment related increase should, therefore, be carefully analysed
and only investments which increase the capacity or improve service
levels should be considered.

Representative of FICCI desired to know whether disagreements or
disputes in respect of service agreements entered into with handling
agents generally on price and service level can be referred to the
Authority, under the arbitration clause, for resolution. He further
desired to know whether any dispute between the airlines and the cargo
handlers could be referred to Authority.

The representative of APAO desired to know the basis for fixing the
Materiality Index (MIF) in respect of the regulated services. He also
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(vii)

(viii)

(ix)

(x)

(xi)

(xii)

(xiii)

wanted an assurance that the determination of “X” factor would be
formulae based and would not become judgemental.

The representative of Hyderabad Menzies Airport Cargo Pvt. Ltd.
suggested that where airports are in proximity and in competition with
each other, like the airports of Hyderabad, Chennai and Bangalore, it
should be considered as an evidence of competition. Another aspect
highlighted was that there should be an incentive to the agencies for
being efficient on account of service and to invest more. He further
stated that RAB depreciates year after year and if depreciation is
calculated on Straight Line Method, the yield will be low in the
subsequent years when the volume of business will be more and assets
will be depreciated faster.

Representative of Blue Dart Aviation Ltd. stated that the express
industry has special needs and they are not able to operate from
common user facility. The regulatory framework should adequately
recognize such special needs and provide for the same.

Representative of Delhi International Airport Pvt. Ltd. stated that, in
the Indian context, volume of business may not justify three or more
agencies providing the regulated services. Even at the Hongkong
airport, where the volume of business is very much larger, only two
agencies are operating at the airport. Therefore, involving three
agencies as mandatory condition for competitiveness may not be a
practical option as either the costs will become exorbitant or the
agencies will not have viable business.

Representative of M/s. Spicejet Airlines stated that it is a general
tendency for all the ground handling agencies to pass on their costs to
the airlines. The overhead costs of the ground handling agencies appear
to be much higher than the overhead costs of the airlines as the costs
incurred by the airlines for self handling are lower than the costs
proposed by the ground handling agencies. Theoretically, an
independent service provider should be able to provide services at a
lower cost due to economies of scale.

The representative of M/s. Celebi NAS Airports Services India Pvt. Ltd.
stated that their charges have been capped under the agreements with
DIAL and MIAL. In such a situation, fixation of price caps by the
Authority may lead to a situation where caps fixed by the airport
operators may be inconsistent with those fixed by the Authority.

The representative of Air India SATS submitted that the time line fixed
for submission of comments on the draft guidelines is very tight and
hence requested for extension thereof.

The representative of IATA commented upon the concept of materiality
and stated that the formula for arriving at materiality index is
incongruent, i.e., if one airport is considered material on date and if
tomorrow another airport grows at a higher rate and is considered non
material, then the whole process becomes incongruent. As regards the
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(xiv)

(xv)

(xvii)

competition, he stated that regulation is necessary only in monopolistic
situation, in which case the number of players is defined. However,
there is a possibility that in spite of three players existing at an airport,
there might still not be competition between them. Therefore, if two
players are competing, then they could be considered as competitive.

The representative of Kerala State Industrial Enterprises Ltd (KSIEL)
submitted that they have a number of regulations to be adhered to and
cited the example of the recently introduced Custom Cargo Service
Provider Regulations, which have forced their costs to go up. While
finalizing guidelines, AERA should ensure that cost of compliance
should not push up the input costs of the service providers.

The representative of GMR Hyderabad International Airport Pvt. Ltd.
wanted to understand the treatment for discounts offered by the service
providers within the price cap fixed.

The representative of Celebi Delhi Cargo Terminal Management (I)
Private Limited submitted that regulation should be operationalized
after the new operators, like themselves, have stabilized. He also
requested for more time to submit a structured response.

The representative of Delhi International Airport Pvt. Ltd. (DIAL)
submitted that two different operators could have two different set of
tariffs. “A” will need to follow the tariff of “B” if it is fixed at a lower
scale. One way to solve the problem could be to have benchmark
regulation. He further requested for extension of time for submission
of written comments.

Chairperson / Secretary, AERA clarified stated as under:

@)

(ii)

(iii)

(iv)

v)

Internationally, the regulators have been able to successfully provide
corrections for traffic forecast errors.

Under the price cap regulation, the Authority would determine the
maximum yield per unit. Thereafter, it would be for the service
providers to propose individual tariffs. It would be open to the service
providers to take into consideration the nature of cargo, services
requirements etc., while proposing the tariffs.

AERA Act, 2008 does not provide for resolution of disputes,
contractual or otherwise, under the auspices of the Authority.

The Materiality Index of 2.5%and 5% is a judgement call taken by the
Authority to ensure that at the least largest amongst the major airports
are covered under the ambit of regulation. However, the Authority is
open to alternative suggestions.

The non-aeronautical revenue shall be considered towards
determination of tariff of regulated charges.
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(vi) Express Cargo Services also fall within the set of cargo services.
Wherever express cargo facilities are provided to third parties, these
would be regulated as cargo operators. However, this would have to be
decided on a case to case basis.

(vii) Under the price cap regulation, the Authority will determine the yield
per unit. Any discounts offered by the service providers, on the tariffs
set as per yield allowed, would not be compensated under this
approach.

(viii) In Authority’s assessment the airports, in India, operate in a
monopolistic situation. Therefore, it may not be possible to consider
the impact, if any, of the airports in nearly cities.

(ix) The Authority is bound to implement the provisions of AERA Act,
2008. Any contractual arrangement made by the independent service
providers would have to comply with the statutory provisions/
requirements.

6. In his concluding remarks, Chairperson thanked all the stakeholders for their
active participation and requested them to forward their valuable
comments/suggestions by the due date.

KHKXIXRXKKK*
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Annexure-I
List of Participants :

Airports Economic Regulatory Authority of India :

1. Shri Yashwant Bhave, Chairperson - in Chair
2. Shri M.P. Vijayakumar, Member
3. Shri Sandeep Prakash, Secretary

Pricewaterhouse Cooper Ltd. :

4. Shri Amrit Pandurangi, Consultant

5. Shri Atul Singh

6. Shri Amit Gupta

7. Dr. Rajana Kaul, Partner (Dua Associates)

Government of Kerala :

8. Shri D.K. Singh, Resident Commissioner
Govt. of Tamil Nadu :
9. Shri Atulya Mishra, Transport Secretary

Ministry of Civil Aviation :

10. Shri Alok Sekhar, Director

Airports Authority of India :

11. Shri V.P. Aggarwal, Chairman
12. Shri S.C. Chhatwal, Member (Finance)

National Aviation Company of India Ltd. :

13. Shri R. Harihar, ED- Related Business (SBU)

Delhi International Airport Pvt. Ltd. :

14. Shri Anand Kalligudd, GM (Commercial)
15. Shri Sanjiv Edward, Associate Vice President (Commerical)

Mumbai International Airport Pvt. Ltd. :

16. Shri Manian, Associate Vice President (Corporate Affairs)
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17. Shri Paresh Vasant Vaidya, Senior Manager
18. Shri Ashish Kumar, Assistant Manager (Commercial)

Bangalore International Airport Ltd. :

19. Shri B. Bhaskher, Director (F)
20.Shri P. Anand Kumar, Head (Controlling)
21. Shri Sunil Joshi, Manager

Cochin International Airport Ltd. :

22, Shri Sajid Daniel, Manager (Finance)
23.Shri Dominic Fernandez, Manager (Ground Handling)

Jet Airways :

24.Shri Shiv Kumar, Sr. Vice President (Finance)
25. Shri Mukesh Trehan, DGM (Finance)

Spicejet Airlines Ltd. :

26.Shri G.P. Gupta, Chief Administrative Officer
Go Airlines :
27. Shri Rajeev Naithani, GM (Airport Services)

Bharat Petroleum Corporation Ltd. (BPCL) :

28.Shri Vijay Ranjan, CEO, Bharat Stars Service Pvt. Ltd.

Essar Oil Ltd. :

29.Shri. S. J. Winford, DGM Aviation
30.Shri Ashok Bhatia, Advisor

Hindustan Petroleum Corporation Ltd. (HPCL) :

31. Shri R. Radhakrishnan, Head — Aviation SBU
32.Shri Sandip S. Bramhe, Chief Manager — Aviation
33.Shri Praveen Kumar, Sr. Aviation Officer, Customer Relation

Indian Oil Corporation Ltd. :

34.Shri OSR Kartha, General Manager
35.Shri R. Sitharthan, Dy. General Manager
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Indian Oil Sky Tanking Limited. :

36.Shri D. Ganesh, CFO & Company Secretary
37.Shri T.S. Dupare, CEO
38.Shri Vijay Naik, Technical Manager

Reliance Industries Limited :

39.Shri Amit Aggarwal, VP (Corporate Affairs)
40.Shri S. Mohanty, Head — ATF Business

Air India SATS Air freight Services :

41. Ms. Divya Mohan, VP- CGO/GH

Air India SATS Airport Services :

42.Shri Mahenthiran P. Senior Vice President — Ground Handling

Association of Private Airport Operators (APAO) :

43.Shri Satyan Nayar, Secretary General

44.Dr. K.V. Damodharan, Advisor — Regulatory Affairs
45.Shri Manish Aggarwal, ED (Advisory Services, KPMG)
46.Shri Tushar Sud

Bhadra International (India) Ltd. :

47.Shri Prem Bajaj, Director
48.Shri R.V. Narayanan, VP-Strategy Planning

Bird-Worldwide Flight Service (I) Private Ltd. :

49.Mr. Patrick Tschirky, VP (Ground Handling)
50.Shri S.K. Jha, Exe. VP

51. Dr. P.K. Ray

52.Shri Gaurav Bhatia,

Blue Dart Aviation Ltd. :

53. Ms. Tulsi Nowlakha Mirchandaney , Managing Director
54.Shri Arun Ahlawat, Sr. Manager — Corporate Affairs & Policy

Celebi Delhi Cargo Terminal Management (I) Private Limited. :
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55. Shri Sanjay Khanna, Director

56. Shri Ashoke Guha, Head of Finacne & Accounts
57. Shri Askin Demir, Head of Sales and Marketing
58.Shri Taner Sari, CEO

Celebi NAS Airport Services India Pvt. Ltd. Mumbai. :

59.Shri Sahil Mehta, Managing Director

Delhi Aviation Fuel Facility (P) Ltd. :

60.Shri Pradeep Panicker, Director

Delhi Cargo Service Centre Private Ltd. :

61. Shri R. Panicker, Director
62.Shri Anuz Thapliyal, GM (New Business & Projects)

Hyvderabad Menzies Airport Cargo Pvt. Ltd. :

63.Shri. Paul Smith, CEO
64.Shri Vinod Sajnani, CFO

Express Industries Council of India :

65. Shri Vijay Kumar, Chief Operating Officer

Federation of Indian Airlines (FIA) :

66.Shri Ujjwal Dey,

Federation of Indian Chambers of Commerce and Industry(FICCI) :

67. Shri Abdul Salam, Asstt. Director
68.Shri Vipan Jain, Regional Manager (Logistic), Lufthansa Cargo

Globe Ground India Pvt. Ltd. :

69.Shri Rajat Maharishi, GM

Indo Thai Airport Management Services Pvt. Ltd. :

70. Shri Rakesh Jain, Director, Star Consortium Aviation Services Pvt. Ltd.
71. Shri Pyush Dhoot, Director, Dhoot Developers Pvt. Ltd.
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