F. No. AERA/20010/MYTP/BIAL /CP-11/2016-17/Vol-V
Airports Economic Regulatory Authority of India
AERA Building, Administrative Complex,
Safdarjung Airport, New Delhi 110 003

Dated the 04t September, 2018

Subject:- Revised Tariff Order no. 18/2018-19 dated 31.08.2018 in the
matter of determination of aeronautical tariffs in respect of KIA,
Bengaluru for the second control period (01.04.2016-31.03.2021),

Please refer to AERA’s Order no. 18/2018-19 dated 31.08.2018 regarding
determination of tariffs in respect of Kempegowda International Airport, Bangalore for
the second control period (01.04.2016-31.03.2021) uploaded on AERA website and
subsequent Corrigendum dated 04.09.2018.

. Please find enclosed the Order no. 18/2018-19 dated 31.08.2018 along with
Revised Tariff Card based on the Corrigendum dated 04.09.2018 on the above said
Order.

8 The order No. 18/2018-19 uploaded on AERA’s website on 31.08.2018 stands
withdrawn from the website.

Encl.: As above

184 / 17/
(Jaimon Skaria)
Sr. Mgr. (Fin.)
Tel.: 24695043



File No.: AERA/20010/MYTP/BIAL/CP-11/2016-17 /Vol-V

Order no. 18/2018-19

SR c
S T 4 P .
Sl T o

o "

i
13 ?((

-
=

Airports Economic Regu atory Authority of India
In the matter of Determlnahoniof tariffs for Aeronautical
Services in respect of Kempegowda International Airport,

- “Bengaluru,
for the Second Control Period (01.04.2016 to 31.03.2021)

Date of Issue: 31st August, 2018

AERA Building
Administrative Complex
Safdarjung Airport
New Delhi- 110 003




Contents

Contenfs

CCRITTRB VIS oo e s B AR KA S N8 W SN S 6 O3 5 A A T A A e
B IO O IO srssr s e I s R S T S e R R s s B

1.1  Background about Kempegowda International Airport, Bengaluru (BIAL).........ccooeeiviieiicciccricrinennnnnn 6
O U e T [T 1 YOO OO PO OPPPPRY

2 Multi Year Tariff Proposal (MYTP) submitted by BIAL ......coccocimimiiinmiiniiiimis s 8

2.1 Multi-Year Tariff Order 08/ 2014-15.for the first Control period (MYTO-CP1)...ccceeerosvevrisscerrrrnnss 8
2.2 MYTP submissions by BIAL for tHe Se¢ohd CONEIONBRIAIOM . .c..rvuurrrrrreeressismssisesenesreesssessssssensrsne 8

3  Stakeholders’ comments on Consulté_t‘ionfzpapé'r No,.585/§018-19 and Order structure..........ccceeeunen.n. 10

3.1 Stakeholders’ RCSPONSES TECEIVE ittt issisnssieseseesssressesessssssesessessssssssesssssssssssssseesssssssseseesssnns 10
RS gV 17 T ey - ge—— L ) | CORCR———————————————————————

4 Framework for Determination of Tariff fQFB]'ALiw .......................................................................... 15

4.1 Regulatory Principles detailed bwtbgsﬁ{ugt'h' ' fi\Gtin_sultation (2T oL =1 SRR 15

4.2  Stakeholder comments on Regulé&iﬁ_r-j&e ir pl_ga{dia’té’iled_ by the Authority in Consultation Paper..17
4.3  BIAL's comments to Stakeholders’ _gp‘m_m_ént_s_dn__heg_uiatory PriNCIPIES.covivvrieerinieeeirieeiesie s 26
4.4  BIAL's comments on Authority’s analysis 0f REBUIALOrY PrINCIPIES ......v.eevvvervvevveresesecsiseeeeseeseeessessens 28

4.5 Authority’s examination of Stakeholders’ comments on Regulatory Principles........ccccccovceviiiiiennnnn. 36
5 Review ol Pre-Contin] Pevioth o s b i i i i i e v 44

5.1 BIAL's submission relating to Pre-control period shortfall44
5.2 Authority’s analysis of Pre-control period shortfall detailed in Consultation Paper...........cccce....... 45
5.3 Stakeholders’ comments on Authority’s-analysis o,:fI:"rErC‘c)ntrol,.._p.aniad shiiftallscnsmnnnnaasasadb
5.4  BIAL's response to Stakeholders’ comments on Authority’s review of Pre-Control period losses..... 50
5.5 BIAL’s comments on Authority’s analysis on Pre-Control period shortfall..........cccccccoiiieniininiinnnn 52
5.6  Authority’s examination of Stakeholders’ comments on Pre-control period............c..ccoeiiiiinnnen.. 58

6 Review of First Control Periody. S.... Suman. .- Bl - - -+ --------vssevescsscensengivnsmsanacensarasiensassaness 61

6.1 BIAL’s submission on True up for First Control T 61
6.2  Authority’s analysis of True up of First Control Period detailed in the Consultation Paper............... 61
6.3  Stakeholder comments on Authority’s analysis of Truing up of First Control period........c.ccccovvivunnen. 62

6.4 BIAL's response to Stakeholders’ comments on Authority’s review of truing up of First Control
period 65

6.5 BIAL's comments on Authority’s analysis on True up of First Control Period.........cccccceviniviiiiiicnnnnn 67
6.6  Authority’s examination of Stakeholders’ comments on True up of First Control period..................69

T TraHIC ProlCctDns snamimnim s i s e s R AR e T L

7.1  BIAL's submission & Authorit il
7.2 BIAL’s submission on Air TpdfRC ovememg tANVIs) and Authority’s analysis ... 72
7.3  BIAL’s submission on Carg PR o

Order No: 18/2018-19 Page 2 of 264




Contents

7.4 Stakeholders’ comments on Authority’s analysis of Traffic Projections.....ccccuvvecviinnnciiiniicnccinnenn 75
7.5 BIAL's response to Stakeholders’ comments on Authority’s analysis of Traffic Projections .............. 77
7.6 BIAL’s comments on Authority’s analysis on Traffic Projections .......ccoovvviiicinncniiinnen. 79
7.7 Authority’s examination of Stakeholders’ comments on Traffic Projections ..........cccocvveiinnicicininnns 79
8  Allocation of Assets between Aeronautical and Non Aeronautical Services.......ccccvvevvicvecciiiiniieniinn. 82
8.1 BIAL'S subimissionon ASSEE AlDCATION «irvis ssioimisaiiasss e sosnnisss i s saii i iss s iasevnisvassirenssavs B2

8.2 Authority’s analysis of asset allocation between Aeronautical and Non-Aeronautical services
e B

8.4 BIAL's response to Stakeholders Gomments on Authorlty s analysis of Asset allocation between
Aeronautical and Non-Aeronautical Serviges.. ...'.;,--.

8.5 BIAL's Comments on Authority’s ana{v5|s on assets allocation between Aeronautical and Non-
Agronalitics] SENICES .o wsemmsavsd ;..,....;._...e;..-.a.f,t. .......................................................... RP— 85
8.6  Authority’s examination of Sta keh”olders tomments on Allocation of assets between Aero and Non-

 A€ronautical SErVICeS......vrerreesrrreres _

9  Review of Capital Expenditure............. g s 88
9.1 BIAL's submissions on Capital Expenditure during Second Control PEriod ..........coo...verveeerrrveerseesee 88
9.2  Authority’s analysis of Capital expenditure detailed in Consultation Paper........cccvcinnevciiienniinnnn.. 96
9.3 Stakeholders’ comments on Authority’s analysis of Capital EXpenditure .........c.ccevreeveeninesnnsiennns 104
9.4 BIAL's response to Stakeholders’ comments on Authority’s analysis of Capital Expenditure.......... 110
9.5 BIAL’s comments on Authority’s analysis on Capital Expenditure..........cccccveiiiiiciinneccccvciineninnen 115
9.6 Authority’s examination of Stakeholders’ comments.on Capital Expenditure.............ccccoervieieenne. 120

10 Deprec13t10n125
10.1 BIAL’s submissions on Depreciation............cccceeeuevee. A g i e R B 125
10.2 Authority’s analysis of Depreciation detailed in Consultation Paper .........ccccoccviiciincniiviinciiininenn. 126

- 10.3 Stakeholders’ comments orl Authority’s analysis on Depreciation ...........ccccocveiieciiininiiiiinenn.. 129
10.4 BIAL's response to Stakeholders’ comments on Authority’s analysis of Depreciation.................. 129
10.5 BIAL’s comments on Authority’s analysis on Depreciation............coveeeiinvineisesrinninrsesesseessrennses 130
10.6 Authority’s examination of Stakeholders’ comments on Depreciation......c.ccccvcvvevrieiieciinieciiennns ...130

11 Regulatony Asset BasE TRINBY o s s s i s i i i 132
11.1 BIAL’s submission on Regulatory Asset Base for the second control period.........ccoccvvveiiiiiiinnn... 132
11.2 Authority’s analysis of Regulatory Asset Base detailed in the Consultation Paper............co......... 132
11.3 Stakeholders’ comments on Authority’s analysis of Regulatory Asset Base ........ccccvvivviiiiiiiiinnnn... 133

11.4 BIAL’s response to Stakeholders’ comments on Authority’s analysis of Regulatory Asset Base......133
11.5 BIAL's comments on Authority’s analysis on Regulatory Asset Base........cccoovivniiciiciininiccinnnnn. 134
11.6 Authority’s examination of Stakeho ; R A RS S L D

12 Operating Expenditure........c........ . 8 4. s 13T

Order No: 18/2018-19 Page 3 of 264




Contents

12.1 BIAL's submission on Allocation of expenditure between Aeronautical and Non-Aeronautical

services and AUthOrity’s analysSis.....cco i, R 137
122 BIALs submission on Operating Expenditure ....uwwnansmissiiamissasmsssisamisasaivin 100
12.3 Authority’s analysis of Operating Expenditure detailed in Consultation Paper.........ccccocoveecveininnns 144
12.4 Stakeholders’ comments on Authority’s analysis of Operating Expenditure .........c.ccceceeviinnrannnnn.. 152
12.5 BIAL's response to Stakeholders’ comments on Authority’s analysis of Operating Expenditure..... 154
12.6 BIAL's comments on Authority’s analysis on Operating Expenditure..........cccoccsiicnnecncieecceieenen. 155
12.7 Authority’s examination of Stakeholders’ comments on Operating Expenditure........ccccocvveeiinnnnns 163
13 Non Aeronautical Revenues......u....._._._..-.\‘-...{.'._,..-.._..".'.;-:{‘-.a_.....-.-..._ ....................................................................... 165

13.1 BIAL’s submissions on Non-Aero'néuﬁida‘l revenu‘es 165

13.2 Authority’s analysis on Non-Aeronaufiﬁfa'f:?fevem;j.és detailed in Consultation PEDBF s 168

13.3 Stakeholders’ comments on Authority’s analysis of Non-Aeronautical revenues........................... 177

13.4 BIAL's response to Stakeholders’ ccif:nr}ieﬁinfs. oh Authority’s analysis of Non-Aeronautical revenues
180 T Ral

13.5 BIAL's comments on Authority’s anglysm on-No -Aeronautlcal FEVENUES .vvveeieeierereeeeerrnieereeseesnenns 183

13.6 Authority’s examination of Stakehélders of ént& on Non-Aeronautical Revenues ................... 190

14 Cost of Equity, Cost of Debt and Fair Rétﬁ'-‘ﬁfﬁéﬁm ... cooeecemsersenasnssunssassaes . SO 194

14.1 BIAL’s submissions on Cost of Equrt?,-\(fo'ss of Debt and Fair Rate of REtUM eoroovvrvvvioorrcesesooosennnn. 194
14,2 Authority’s analysis of Cost of Equity, Debt and Fair Rate of Return detailed in Consultation Paper
197 .
14.3 Stékeholders’ comments on Authority’s analysis of Cost of Equity, Cost of Debt and Fair Rate of
Return 199
14.4 BIAL's response to Stakeholplers comments on Authanty’s analysis of Cost of Equity, Cost of Debt
and Fair Rate of Returmi i, Sl Ao ... MR— ... PO o S R R 201
14.5 BIAL’s commentson Authority’s analysis on Cost of Equity,. Cost of Debt and Fair Rate of Return.203
14.6 Authority’s examination of Stakeholders’ comments on Cost of Equity, Debt and FRoR ................ 206

15 Taxation ([11=14 (1 NIRRT N WNEEEY VUSRNSSR ————— (.

15.1 BIAL’s submissions on Taxation matters.. o A RO, o
15.2 Authority’s analysis of Takation matters as detailed in Consultatnon PADET cviiiivvimminsmanaininn 210
15.3 BIAL’s comments on Authority’s analysis on Taxation MATLEFS cvvvvvviiierirerir e e snnnnsesenens 210
15.4 Authority’s examination of Stakeholders’ comments on Taxation........cccovevvrceesiiecciininiiec s 211

16 ‘Working Capital IEErest . qimmsnudinssanmsmmmeamms s nim s 212

16.1 BIAL’s submissions on Working Capital Interest ..., 212
16.2 Authority’s analysis of Working Capital Interest detailed in Consultation Paper......c.cc.ccovveviiiennnns 212
16.3 Stakeholders’ comments on Working Capital Interest 212
16.4 BIAL’s response to Stakeholders’ comments on Working Capital Interest..........c.ccovveeiiiiiniinnn. 212
16.5 BIAL’s comments on Authority’s ana : i i T P TN
16.6 Authority’s examination of Stak qﬁi‘? omire 200 Working Capital Interest ........c.cceevvnnnnne 213

Order No: 18/2018-19 Page 4 of 264




Contents

17  WhOIESale PriCe INUEX ..civiieeuiiiieiieriiieeiiiiesiisesiseeserteesisssstse s bbaesssnsassrsasssasenssassssnsssssessssssnerssssnesssineess 21D
IZ:1  BIAL submlSsion 0 WPL...c.avitissamsssssisinimaiso i v i s i s i 215
©17.2 Authority’s analysis on WP1/ Inflation detailed in Consultation Paper.........cccvevervicicenienivinennennn.. 215
17.3 BIAL submission of Authority’s analysis of WP .....cccciirviniiiii i 215
17.4 Authority’s analysis of Stakeholder comments on WPL ..., 215
18 QUAITY OF SEIVICE v v wom o e Vs s am e s s AT A e s T 217
18.1 BIAL's submissions on Quality Of SErVICe ...........cocuvvuiimseiisisnrsiniiescinmmiiiiini i, 217
18.2 Authority’s analysis of Quality of Servlqe detalled,ln Consultatlon paper... T ..
18.3 Stakeholders’ comments on Quaﬁw of SerVIcé ' 218
18.4 BIAL's response to Stakeholders’ eemments on Qquitv Of SERVICE siussicivivssssirsiasiomiosiisnsing 219
18.5 BIAL's comments on Authority’s ap_a_lv»sus.q.n Quajat—y,.of SEIVICE 1vvicriieereirrirrsrersssressessrereinnsesssssrnesnnes 220
18.6 Authority’s examination of Stakehdlﬂ’e’fs‘- comments on Quality of SErVICe ......cccvumrurrrrrevceriuninranaas 221
19 Aggregate Revenue Requirement (ARR)! W w223
191 223
19.2 il 2s
19.3 225
19.4 BIAL's response to Stakeholders’ cpg‘pm&qt&.qqﬁymonty s analysrs BFABR e swnwmammubssimmsviizs 236
19.5 BIAL’s comments on Authority’s analysis of Aggregate Revenue Requirement........covcerceiinnnen, 241
19.6 Authority’s examination of Stakeholders’ comments on ARR ..., 247
20 SUMMATY Of DECISIONS 1..cvuvivisevirssrerisesisesresisstssesesssssasessrsssesssssssesessssssstesssesessssesesssssmsesessssreesessaesesssesssnes 256
ZX OB s vsuss sty o o R T e e B e G S o e A G S R A e B0
22 Listof TableS.....ccccovviiiicrcennnennns ke A S e i vt e T Ta—— 261
23 List of Abbreviatiopgy wws.... AT ... RGN e ............................................. 264

Order No: 18/2018-19 | Page 5 of 264



Introduction

1 Introduction

1.1 Background about Kempegowda International Airport, Bengaluru (BIAL)

1.1.1 The airport at Devanahalli near Bengaluru has been developed on a Build, Own, Operate and
Transfer (BOOT) model under Public Private Participation (PPP) basis. Bangalore International
Airport Limited (BIAL) was formed as a joint venture of Private and Public sector agencies in order
to develop and operate the airport. The Karnataka State Industrial and Infrastructure Development
Corporation (KSIIDC), a Public Sector ndertaking of the Government of Karnataka (GoK) and
Airports Authority of India (AAl, .a/ eovepnmgnt of India (Gol) undertaking, together hold 26%
equity and the strategic joint véh‘_ture,-_._pa_rt-ﬁerls;_hoild_«_t_he balance 74%.

1.1.2 The Gol signed a Concession Agreg-ﬁﬂ-éht:.'(Cﬁ)nfwft-h;\?BlAL on 5™ July 2004. The CA defines the terms
and conditions under which BIAL, é"s‘_";a- ’privété' company, is entitled to build and run the airport. The
term of the concession is for a period of 3_'0.'vé'ar‘s from the Airport opening date i.e., 24" May 2008,

extendable by a further period of-zfii} .é'é;irsff-h the. option of BIAL. As per the CA, the activities of

customs, immigration, quarantmeg sewrlty anc meteorologlcaf service will be performed by the

relevant Government Agencies at ’thﬁ
(CNS) and Air Traffic Managemen,t LATM), wjllb,e performed by AAI. BIAL shall, in consideration for

A rpg{‘,t &nd the Communication, Navigation & Surveillance

the grant of concession by Gol, pay to Gol a fee amountmg to four per cent (4%) of gross revenue
annually. The Concession Agreement also contains a reference to the setting up an Independent
Regulatory Authority (IRA) by the Gol for determining the regulated charges at the airport.

1.1.3  The GoK extended a soft loan of Rs. 350 Crores to BIAL as a state support for which a State Support
Agreement (SSA) was executed by GoK with BIAL. Furth_er, GoK has also provided 4008 acres of land
(valued at appragimately Rs:“175 crores) ‘on :e;oncé}ss?o;hal rent'and’a Land Lease Agreement (LLA)
was also executed in'this regard. : _

1.1.4 At the time of financial closure and commencement of construction, the Initial Phase of the
Bengaluru International Airport (renamed as Kempegowda International Airport on 17" July 2013)
was designed for handling about 4.5 million passengers per annum and the project cost was Rs.
1411.79 crore. However, 6wing to significant incréase in aviation traffié, BIAL redesigned the initial
phase midway through the implementation of the project, increasing the capacity of the airport to
11.4 million passengers per annum and the project cost to Rs. 1930.29 crore in order to maintain
the service standards at required levels. The additional cost was met by taking more loans from
lenders. Subsequently, certain project extension works were taken up with supplemental
expenditure budget of Rs. 540 crores (which was funded partly by raising additional equity from the
shareholders and partly by further additional debt from lenders) taking the total project budget to
Rs. 2470.29 crores. |

1.1.5 The airport commenced the operation

few times and the current Shareholdiy

Order No: 18/2018-19 Page 6 of 264




Introduction

Table 1: Shareholding Pattern - BIAL - March 2018

Private Promoters:

Siemens Project Ventures GmbH 26% |
Fairfax Group - FIH Mauritius Investments Limited 48% |
Sub-Total 74%
State Promoters:

Airport Authority of India — (Gol) ) 13%
Karnataka State lndustnal lnvestment & Deﬁ?ﬁiﬁp:ﬁ,&nt Corporatlon Limited (GoK) 13%
Sub-Total ( - 26%
TOTAL 100%

O

1.1.6
1.3.7

Para 9 below.
1.2 Subsidiary

1.2.1 BIAL has investment in one subsi&iéé#;zl‘ﬁéi%géﬁfg%gzirport Hotels Limited (BAHL). BIAL had acquired
100% of the shares in BAHL from its existing shareholders in December 2013. BAHL's principal
activity is constructing, operating and maintaining of hotel at the Bengaluru Airport. BAHL has
entered into a hotel operating agreement with the Indian Hotels Company Limited to operate its

five-star hotel under “Ta j” bra nd with effect from 5"’ Decem ber 2014. The Authority notes that the

-1
e
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Multi Year Tariff Proposal (MYTP) submitted by BIAL

2 Multi Year Tariff Proposal (MYTP) submitted by BIAL
2.1 Multi-Year Tariff Order 08/ 2014-15 for the first Control period (MYTO-CP1)

2.11

2.1.2
2,13

2.14

The Authority issued Order No. 08/2014-15 (MYTO-CP1) determining the Aeronautical charges to
be collected by BIAL for the first control period on 10" June 2014. The tariff Order had concluded
that Single Till was the applicable Till for BIAL but allowed for collection of charges determined
under a 40% Shared Revenue Till mechanism to facilitate availability of additional cash flows to
fund the expansion of the Alrport Fhe--@rder also stated that the difference in Revenue
Requirement determined between §mgle...1_ énddﬁ% Shared Revenue Till will be clawed back at
the time of determination of tafiff for.the ‘.sacondi-._control period. The Order also had detailed that
no pre-control period shortfall or recovery Wa_-a:_it;.\ei'ng assessed, as per the explanations detailed in
the said Order. . AR <

The tariff provided in MYTO-CP1 wa§ impleriented with effect from July 2014,

Subsequent to the Order, BIAL fiad Fledi ah a‘ppea1 against the Order with Hon’ble Airports
Economic Regulatory Authority &gpella‘te TF‘ll::l:]naIN New Delhi (AERAAT) in 2014. The said appeal is

pending before the Appellate Auth@rvw

Certain key grounds of appeal rela;e to —thg T:II ,appllcable to BIAL, Manner of treatment of Cargo,
Ground Handling and Fuel Farm Ser\rlces Return on Equity, Treatment of Pre- control perlod losses

etc.

2.2 MYTP submissions by BIAL for the second control.period

221

2.2.2

2.2.3

224

Order No: 18/2018-19

BIAL made its initial MYTP submissions in March 2016. BIAL had subsequently responded to certain
queries by the Authority during the period.-Noverber 2016.to January 2017. During January 2017,
BIAL had submitted that it Was.in the -p'rsées:s‘ of ulpda'.c-_ihg its '-Bi-l_'si’n:ess Plan consequent to changes
in the design of the proposed second terminal building.

BIAL had submitted the updated Business plan.in April.2017. Subsequently, BIAL was requested to
submit complete details relating to"qhe;-p_roposed~_Cap_itél Expenditure project, which was submitted
by BIAL in June 2017 —Juh)- 2017,

As the costs estimated by BIAL were. higher than the rates detailed under Authority’s Order No. 07/
2016-17, based on BIAL's request, the Authority appointed a consultant for evaluation of the

-Capital Expenditure proposals submitted by BIAL, in August 2017. The final report of the consultant

was received on 25™ January 2018.

Pursuant to BIAL's submission of its MYTP for the second control period, a series of discussions/
meetings were held on the tariff proposal based on Authority’s review and clarifications were
sought. The Authority received clarifications o iness Plan from BIAL in January 2018 — February

2018.

Page 8 of 264



2.2.5

2.2.6

227

Multi Year Tariff Proposal (MYTP) submitted by BIAL

BIAL had submitted additional updates and submissions relating to proposed capital expenditure on
27" February 2018, 13" March 2018 and 21* March 2018. BIAL had also submitted detalls of
accelerated / additional depreciation in April 2018.

The delay in time period of MYTP submission and evaluation between 2016 and 2018 is due to
changes in Management at BIAL in March 2017, changes made in Business Plan due to changes in
terminal sizing and other assets, further updates provided by BIAL on Capital Expenditure, time
taken for review of the Capital Expenditure proposals by Consultant based on a request made by
BIAL and related items. = 1

The submissions made by BIAL; 'ii_ﬁ'r‘:_!tj'q:i'ng--Updatgslialnd clarifications provided by it were analysed
and discussed and based on the abdve, Cdn’%ult&iﬁén Paper 5/ 2018-19 dated 17" May 2018 in

respect of Determination of Aeronautical Tariﬁ’ |n respect of Kempegowda International Airport for

the second control period from 1““ Apr‘tl 2016 ‘to 31% March 2021 (hereinafter referred to as

“Consultation Paper” in this documd‘nt) WaSgJQSUéd for comments from Stakeholders.

Order No: 18/2018-19 Page 9 of 264



Stakeholders’ comments on Consultation Paper No. 05/2018-19 and Order structure

3 Stakeholders’ comments on Consultation Paper No. 05/2018-19 and Order

structure

3.1 Stakeholders’ Responses received

3.1.1 Consultation Paper 05/2018-19 dated 17" May 2018 was put up by the Authority and a Stakeholder

consultation was held on 18" June 2018 to discuss the views of the various stakeholders on the

aforesaid Consultation Paper.

3.1.2 Inresponse to the Cnn'sultation Pap,er thg Authontv received several responses from stakeholders,

Capital Expenditure
Criticality of capacity expansion at BIAL and Lhe

proposition of revenue equalization.

Airlines and
Associations

International Air Transport
Association (IATA)
Airline Operators

Committee, Bangalore (AOC)

Busiri€ss Aircraft Operators
" Assbciation (BAOA) |

~ Acronautical).

12,
13.
14.
15.

Trafmezswfctlons
 Capltal Expenditure.

" Depreciation.
RAB for the Second Control Period.

. Non-Aeronautical Revenues (NAR).

. Cost of Equity, Cost of Debt and Fair Rate of

Regulatory Till and Principles of Determination
of Tariff. '

Pre-Control Period.

Truing Up of First Control Period Aggregate

Revenue Requirement (ARR).

Allocation of Assets (Aeronautical and Non-

Operating Expenditure.

Return (FRoOR).

Working Capital Interest.

Quality of Service (QoS).
Aggregated Revenue Requirement.

Criticality of capacity expansion at BIAL and the

proposition of revenue equalization.

. Treatment of CGF services and standardizing

Order No: 18/2018-19
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Stakeholders’ comments on Consultation Paper No. 05/2018-19 and Order structure

Stakeh l,dﬁr " ""és_ﬁ]stillﬁmed Inbrief R

" Fuel Throughput costs.

i 1. Pre-Control Period
Airports and e GMR Hyderabad re-Control Perio

Associations . s 2. Treatment of non-airport activities (land
International Airport Limited

(HIAL) development).

’ . ; 3. Treatment of CGF Revenues/ ICT and CIC
e Cochin International Airport

revenues.
Limited (CIAL)

e KR 4. Treatment of notional income from non-
»  Association’of Priva \

Airport‘Qperators (APAQ),

aeronautical security deposits.

5 Treatment of Interest Income.
Revenues / Lease rentals earned from
concessionaires providing aeronautical services.
Treatment of CSR costs.
Regulatory Till for true up.
Cap on true up of project expansion cost.

. Treatment of BIAL's equity investment in the

hotel for the purpose of FRoR determination.

. Reduction in Opening RAB.

iati i 1. Criticality of capacity expansion at KIAB.
Aviation Service e Air India SATS Airport Criticality of capacity expansio
Providers '
Services Pvt. Ltd. (AISATS) 2. Treatment of revenues from CGF and rentals
e Bharat Petroleum from leasing space.
Corporation Limited (BPCL) 3. Capital expenditure.
e Bharat.Stars Services.Pvt N
| Bl | | 4a) Tariff dgte_'[mination to support financial viability
I|m|;ecQ:.(,BSSPL)g_ " of aifport and enable future capacity expansion.
e Globe Ground India (Globe ' '
Ground) 5 Fue'l Throughput cost.
e Indian Oll Corporatlon _ 6. Cash flow and future expansion of BIAL.
LimitedﬂOCL) Foz
o Indian Ol Skytanking Private |
Ltd (1OSL)
e Celebi Airport Services India
Pvt. Limited (Celebi)
®  Menzies Aviation Bobba
Private Limited (Menzies)
1. Treatment of pre-control period.
Inyestors e  FAIRFAX Financial Holdings P REE
Limited (Fairfax) 2. Till application for first control period.
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3.1.3

3.14

Order No: 18/2018-19

Stakeholders’ comments on Consultation Paper No. 05/2018-19 and Order structure

' Represented By | Stakeholders - | Issues highlighted in brief

5. Tariff determination to support financial viability
of airport and enable future capacity expansion.

Others ' 5 i 1. Adjustment of excess User Development Fee
e Bangalore Political Action
(‘UDF’) collected by BIAL/ Collection of UDF.
2. Aeronautical revenues/ Reasonableness in
determining charges other than LPH, PSF, UDF

Committee (BPAC)

e  Consumer Care Society (CCS)

e  Sanjeev V Dyamannavar
Py etc.

4 »|-3.  Pre-Control Period.

18 The growth in passenger traffic at KIAB, Traffic
Projections and True up/ Requirement of a
survey to forecast traffic.

Capital expenditure.
Non-aeronautical revenue.
Redressal of grievances and quality of service.
Capital mix used to fund future expansion.
CSR cost. '
. Consideration of Tariff based on 30% Hybrid Till.

. Revenues from lounge and flight catering
services.
12. Allocation ratio for fixed assets.
13. Depreciation.
14. Aggregate Revenue Requirement (ARR).
_15:. Commercial activities development at airport.
6.

17: The cost of connectivity to airport from city.

Tenure for the Interest Free Loan from GOK.

18. Design, cost and alternative connectivity to the
~_Eastern Tunnel project.

19, _fl:';'i;éatment of CGF services.

20. Treatment of BAHL losses.

21. Payment of dividend to shareholders.

22. Allocation of operating expenditure.

23. Other matters

BIAL was asked to submit its responses to Stakeholder comments. BIAL submitted the same by 23"
July 2018. BIAL submitted updated Annual Tariff Plan on 29" August 2018.

Also, BIAL has submitted as follows:

“..The Hon’ble TDSAT has issued 018 in Appeal No. 3/2014 in respect of the

appeal filed by BIAL in relation fa-tfle ta j for the First Control Period in respect of
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KIAB. As part of the order, the Hon’ble TDSAT has noted that an early appeal hearing .in respect of
the tariff determination for the First Control Period for BIAL may take place. More importantly,
considering that the Hon’ble TDSAT has noted that the consultation process for the tariff
determination for BIAL in respect of the second Control Period is already underway, and held that
“any authority, much less statutory authority, which is to regulate these matters shall have due
regard to all the provisions of law including the judgement of this Tribunal.” Therefore, it is clear
from the Hon’ble TDSAT’s order that the Authority shall refer to the judgment and order of the
Hon’ble TDSAT dated 23.4.2018 in the aase =of DIAL (“TDSAT Order”) while carrying out the tariff
determination exercise for BIAL for.the second Cantrol Period. The judgment of the Hon’ble TDSAT
has clarified the law in relation -td:_-m_t.{aftf,gfg -qugpt-s of tariff determination, which are applicable
across the board to all tariff exeréisé’ié._B?AL';FEq-'&é;sts the Authority to consider the judgement of the
Hon’ble TDSAT since a statutory aq’thqrity' is ?eq_uired to consider and apply the principles laid down
by an expert tribunal that exercisds d‘ppeﬁq‘t’e jbn‘sdf'ctfon over the aurhon’ty In this case, appeals
from orders or directions of the A‘ufﬁaﬂry qre t@ b‘e filed before the Hon’ble TDSAT under Section 18
of the Airports Economic Regu[ptfory Authori&‘y ¢»f fnd;a Act, 2008 (‘AERA Act’). Therefore, it would
be apposite for the Authority to caﬁgr,d_eﬁr tﬁé_,-.,qqsihon of law as clarified by the DIAL judgment and
apply the principles to the on gof@g-_-mffff-ggcgrnifﬁgtfon exercise in respect of BIAL. We also request
the Authority to re-work the princi;;fe:s an;:! cdmbutations for the first control period as well, so as
to bring them in conformity with the judgment of the Hon’ble TDSAT. _

On the applicability of the judgements of the afqrementioned TDSAT Order in the ongoing tariff
determination exercise for KIAB, BIAL sought an opinion from Justice Sirpurkar, retired judge of the
Supreme Court of India and former chairperson..of Airports Economic Regulatory Authority
Appellate Tribandl. Ju’s‘ticé Sirpurkar vide para 1.5 6fi.’tﬁé opinion note acknowledged the similarity
of facts between DIAL and:BIAL: an'd.'that the issues considered by the Hon’ble TDSAT in the matter
of DIAL were “almost identical”. He further stated that despite the above, the Authority had not
made any reference to the judgement while issuing the GP. Justice Sirpurkar after documenting the
facts of the case opined that the Authority-should have-reference to the TDSAT Order and apply its
principles to the ongoing tariff determination exefcfse for BIAL. An extract from the
aforementioned opinion has been reproduced below:

“... Therefore, it would be apposite for AERA to consider the position of law as clarified by the DIAL
judgment and apply the principles to the ongoing tariff determination exercise in respect of the
Querist. Pendency of appeals challenging the first tariff order of AERA in the case of Querist cannot
deter AERA from revising its views since it is doing so based on thé order of Hon’ble TDSAT dated
24.05.2018. AERA will be especially fortified by the observations in the order dated 24.05.2018, by

which, AERA is expected to consider thejudgment/s of the Hon'ble TDSAT. Therefore, AERA is
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3.2 Structufe of the Order

3.2.1
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3.2.1.3
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Order No: 18/2018-19

Stakeholders’ comments on Consultation Paper No. 05/2018-19 and Order structure

appeals before the Hon’ble TDSAT should not preclude AERA from applying the principles laid down
in the DIAL judgment and revising its views, if necessary, according to such principles...

| am therefore of the opinion that the judgment of Hon'ble TDSAT is bound to be taken into
consideration by AERA white considering the proposals contained in Consultation Paper No.5/2018-
19, in favour of the Querist.”

Accordingly, we request the Authority to consider and apply the Hon’ble TDSAT’s order in BIAL's
appeal and give due regard to the principles adopted in the TDSAT Order while finalising the tariff

order for the Second Control Period in respect of BIAL.

The Authority has carefully cor.]_é_‘idsglr_éa comments*made by stakeholders, BIAL’s responses to these
comments and BIAL’s commentéﬂ'd\rﬁi-the-tbﬁ@lﬁéﬁfio"’ﬁ Paper. The tentative position of the Authority
in its Consultation Paper No 05/.2018-19 dat&d 17" May 2018, issue-wise comments of the
stakeholders on the Consultation Péper,thé qéé_ponse from BIAL thereon, Authority’s examination
and its decisions are given in the reﬁleif_h_;r'i‘.’t 'S,E:Ctlia_ns of the Order. The Authority has also evaluated

the submissions made by BIAL agg'_'ijh‘s._ éfef_\;;aﬁf-paras of the TDSAT Order relating to Delhi.

Each chapter is structured in the fqllqwingmanner (to the extent applicable) where discussion on
each issue has been segregated Tnfcfsixl secfioné: ‘

First section presents a summary of BIAL’s submissions on the relevant issue at the consultation
stage. _

Second section presents a summary of the Authority’s discussion on the issue, as presented in the
Consultation Paper. P | P,

Third section presents the comments made by th"e.i:'-S't'i‘a'kiéhoiﬂéf’s?‘td"the Authority’s proposals stated
in the Consultation Paper: - _ | ; > .

Fourth section presents the response submitted by BIAL to the comments made by the
Stakeholders on the issue. :

Fifth section presents the comments made b\} BIAL itself on.the issue.

Sixth and final section presents the Authority’s examination of Stakeholders’ comments, BIAL’s
responses and BIAL's comments on that issue and decisions thereof.

This Order of the Authority considers the proposals of BIAL, views expressgd by the Stakeholders in
the meeting, written submissions received from stakeholders and examination by the Authority
with reference to its guidelines for Airport Operators.

Decisions taken by the Authority on various issues in respect of BIAL are summarized in Para 20

below at the end of this Order.
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4 Framework for Determination of Tariff for BIAL

4.1 Regulatory Principles detailed by the Authority in Consultation Paper

4.11

4.1.2

4.1.3

4.1.4

4.1.5

The Authority had issued Order No0.13/2010-11 dated 12" January 2011 — “In the matter of
Regulatory Philosophy and Approach in Economic Regulation of Airport Operators” (Airport Order)
and “The Airports Economic Regulatory Authority of India (Terms and Conditions for determination
of tariffs for Airport Operators) Guidelines, 2011” dated 28" February 2011 (Airport Guidelines).
These form the guiding prmmples of the Agthorlty s tariff determination methodology for Airport
Operators. A Py s b

The Authority later issued Ordhr No 14/ 203,6-17 on Till applicable for determination of

Aeronautical Tariffs. Extract of the Grder lsas stated below:

.. The Authority will in future determfne "the tariffs of major a:rports under "Hybrid Till" wherein

30% of non-aeronautical revenyes wdf Qe used to cross-subsidize aeronautical charges.

Accordingly, to that extent the dfrport ope ( or. 'wdehnes of the Authority shall be amended. The

prowsrons of the Guidelines fss' "'ed by e zgth_ hty, other than regulatory till, shall remain the

o

same... RSN

The Authority had, in the Consulltsfidl;‘r Parper, proposed to true up the ARR for the first control
period based on 40% Hybrid Till and to adopt a 30% Hybrid Till for the Second Control Period. The
decision to adopt 30% Hybrid Till for the second control period is in line with the amended
guidelines of the Authority. The details of Till adopted for True up and the reasons therefor are
explained in Para 6 below.

The Authority had commissioned an independent evaluation of the Capital Costs proposed to be
incurred in the se"e'ondmntr'ol;fpé'riod in accordance with Order No.t07/ 2016-17 of the Authority on
“Normative Approach to Building Blocks in Ecbnomic Regulation of Major Airports”, based on
request by BIAL to review the cost estimates. This is elaborated in detail in Para 9 below.

The Authority has also issued Qrder No. 35/ .,._201_?—18.\-';fogether with Amendment No. 01 to Order
No. 35/ 2017-18 detailing the useful lives of iAirport/Asséts effective from 1% April 2018 and this is

also considered in this Order. This is elaborated in detail in Para 10 below.

BIAL as a standalone entity

4.1.6

RAB boundary

Order No: 18/2018-19

The Authority has considered BIAL as a stand-alone entity based on the accounts of BIAL without
any consolidation with its subsidiary or considering the balance sheets and income statements of
the subsidiary. The equity of BIAL at Rs. 1289 crore as on 01.04.2016, as a stand-alone entity, is

taken into account for further consideration.
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4.1.8

Framework for Determination of Tariff for BIAL

Under Hybrid Till, the Authority considers only capitalized projects for providing Aeronautical
services as a part of the Regulatory Asset Base.

The principles for exclusion of assets from RAB Boundary are presented below:

4.1.8.1 The assets that substantially provide amenities/ facilities/ services that are not related to, or

not normally provided as part of airport services, may be excluded from the scope of RAB;

4.1.8.2 The assets that in the opinion of the Authority do not derive any material commercial

advantage from the airport (for example from being located close to the airport) may be

excluded from the scope of RAB;

4.1.8.3 The Authority will not mclud&”wofl{ihg capital in the RAB.
4.1.8.4 In the current scenario where the taﬂtfs afa being determined based on 30% shared till, the

RAB would have to exclude ‘the rjOrtie‘h of assets attributed to the provision of non-

aeronautical services. Only a cr@ss subs:dy from non-aeronautical revenues shall be considered

for the purpose of tariff determmatlon A |

Recognition of revenue from Cargo, Grouﬁd Ham‘.ﬂing and Fuel Farm (CGF) Operations

4.1.9

4.1.10

4.1.11

4.1.12

Order No: 18/2018-19

As per the provisions of the AERWIAct- the Aut érfty considers the services rendered in respect of

Cargo, Ground handling and supply of Fue GF) as aeronautical services.

The Authority also noted a letter dated 24“” September 2013 issued by the Ministry of Civil Aviation
to the Authority in respect of Consultation Paper No. 14/2013-14 issued with reference to tariff
determination for BIAL for the first control period, where the Ministry has informed its views to the

Authority as under:

4. Furthermore; inview oﬁ'tjhe':ggriou&igrovfsmn of-%E&A-Acs,gz&'wfth respect to the Aeronautical
Services, the Fuel Throughput E‘hgrge that ‘is .,!etéiéd'-by Affbé_{t b,g_erqror may be considered as
Aeronautical revenue in the hands of the Afrpoft Operator. The revenues from cargo, ground
handling services and fuel supply which are defined as Aeronautical Services in the AERA Act, 2008
may be reckoned as Aeronautical Re;venues-‘-gnd considered accordingly irrespective of the providers

of such Aeronautical Services.”

The Authority also was of the view that unless the Concession Agreement explicitly grants a
concession, the provisions of AERA Act should prevail and in the case of Bengaluru Airport, the
Concession agreement did not specifically classify the services into Aeronautical and Non-
Aeronautical. The Authority proposed to thus keep its stand and continue treating CGF revenues as
Aeronautical.

The Authority also proposed to consider any revenue including rent earned by BIAL from

Concessionaires providing Aeronautic isag as Aeronautical revenues.
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Treatment of Income from Real Estate Development

4.1.13 The real estate development by an Airport operator through commercial exploitation of land leased

4.1.14

4.1.15

or granted to it, which is in excess of the airport requirement, would normally be outside the RAB
boundary. This also implies that the revenues from commercial exploitation of such lands would, in
normal course, not enter into the calculation of revenues required for aeronautical tariff
determination. However, there may be such circumstances, which the Authority may be required to
take into account (like special covenants in the Concession Agreement or Lease Deed etc.) that may
require separate consideratlon for taklnge Fevéhues from real estate development into calculation of -
aeronautical tariffs. o 3 73 [

The Authority, in Decision 7(a)(iii) of MYTO-CP1 'sf'ai'éd as follows:

“..To take into account the manner and tﬂeatment of considering the receipts from commercial
exploitation of land (both Caprﬁbf‘ and' JR’évenue) to be reckoned -towards determination of
Aeronautical Tariffs based on approﬂrfate wespdnse to be received from GoK and take the same into
.account for the purposes of trufng _p th tg ' jj‘-'eamputatmns for the current control period while

il
' rof period...”

determmmg Aeronautical ta!‘-'ffs' ) H

Based on the above context andf;gg_,pe'r.:,éhe;pgﬁ_ﬁgfound detailed in the land lease agreements to
make the Airport Project viable a;ld\bankablel and given the scenario of following a 30% shared till
(compared to a single till), the Authority proposed to consider property development akin to a non-
aeronautical activity. Accordingly, the income from property development would be used to cross-
subsidize airport operations to the extent of 30%. .Any expenditure associated with these revenues

would not be allowed through RAB or Operating Ex_penses.

4.2 Stakeholder comments on Regulatory Prin‘clple’s detalled by the Authority in Consultation
Paper

4.2.1

4.2.2

Order No: 18/2018-19

IATA has commented as follows:

“..Regulatory Till and erhdﬁle's-quetem_'fina'ﬂon-pf _Tdriﬁ: - IATA has objected to the unjustified
application of the 40% hybrid till for the detefmmaﬁc;n.of the first control period tariff. Although
this will be reduced to 30% by AERA to align with the National Civil Aviation Policy for the second
control period, we find it important to once again emphasis our disagreement of shifting from
Single to a Hybrid till basis as it unnecessarily increases costs for consumers. In this regard, it is.a
great disappointment that AERA has proceeded to adopt the hybrid till approach, which will make
aeronautical charges more expensive and goes against the fundamental requirements to boost air
connectivity as envisaged by the National Civil Aviation Policy 2016 in a sustainable manner.

IATA supports the recognition of revenues frerrrGesgo, Ground Handling and Fuel Farm services

APAQO has stated the following:
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“..The Authority has proposed to consider Cargo, Ground Handling and Fuel Farm (CGF) as
aeronautical activities based on the provision of the AERA Act and considered revenues from such
activities as aeronautical revenues.

..Section 13 of the AERA Act mandates the Authority to consider the concession offered to the
airport operators by the Central Government alone with the other agreements, which are a crucial
part of such concession. The Act states that different tariff structures may be determined for
different airports having record to all or any other considerations specified at Sub-clauses (i) to (vii).
The Authority is therefore, statutonly-_ ‘obligated to consider all the concessions offered to the
airport operators by the Centrfsf G’overn 'ent and‘ other stakeholders while determining tariff for
aeronautical services. BON 5 ;

Clause 10.2 of the Bangalore a‘rﬁt‘é}-“n.ﬁ_ﬂ‘ahd}-ﬁf{'p_prt Limited's (BIAL) Concession Agreement states
that tariff requlation is only to be:}zés;l,t'r?é:fe'd to Airport charges defined as "Regulated Charges" as
specified under Schedule 6 of the :anqésls,fén /Agreement (including Landing, Housing & Parking

Charges, Passenger Service Fee dgd_f r*_De-efopment Fee). Further, clause 10.3 of the Concession

Agreement makes it clear that"'";':par ‘from the: ;ﬁqgm‘uted Charges”. BIAL is free to determine the

charges for facilities and services' Wwhich a "e:::.b&m;ﬁ ‘:prowded at the Airport "without any restriction".
Therefore, based on a joint m%’f’“@i of. ﬁgq_seﬁ:..go.z and 10.3 it is understood that while the
"Regulated Charges" are to be determined by the Authority, the other charges should not come
within the regulator purview.

While from the concession agreement it is clear Ithat CGF revenues are to be considered as non-
aeronautical, however the Authority has proposed to consider CGF as aeronautical activities. We
believe that the Authority's proposal is not in line with the provisions of the Concession Agreement,
thereby defeating the spirit / intent of Eth‘é-gcigncessfgﬁ Agreement and this undermines the freedom
granted to BIAL by the eoncession agreement to determine these charges as per Clause 10.3 of the
Concession Agreement.

Further, even the Information Communication Technology (ICT) and Common Infrastructure
Charges (CIC) revenue also -n’é_eds;.: to be treidted as non-@eronautical revenues in line with above
concession agreement ﬁr‘fow‘sr‘ohéy In fact, the fnvfb?dbﬁfty of Concession Agreements has also been
reiterated in the Tribunal's Order (hereinafter referred to as the "TDSAT Order") dated 23 April
2018. The Order upheld that the concessions offered to the airport operator deserve due respect

and consideration by AERA in the tariff determination exercise...”

As a key industry stakeholder, we would like to point that the Authority’s current proposal would
lead to creation of regulatory uncertainty in the operating environment. .... Regulatory treatments

that are inconsistent with the concessions aHowed to the mrport investors in the concession
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We have observed that the Authority has considered revenues from property development
activities as non-aeronautical revenues. We would like to reiterate our submissions made above
that as per Article 10.3, BIAL is free to determine charges "without any restrictions" for activities
other than the "Regulated Charges" defined in Schedule 6 of the Concession Agreement. Further,
we would like to submit that Schedule 3 of the Concession Agreement clearly defines commercial
property development including hotels, SEZs, business parks, commercial buildings and commercial
complexes as non-airport activity and the agreement does not envisage cross-subsidization of .the
aeronautical revenues using the reveriues from non-airport activities. | '

Also, according to Clause 4.1 pf—"t?ﬁ.!é"ji@n‘dfi?é&'sbf?ﬁéed (LLD), BIAL can undertake both airport and

non-airport activities without Eéekiagf -:qh'j?-"ﬁré?'a!‘ péf*mission In addition, we would like to highlight
that the development of a Greerzﬂe{d awport mke BIAL and GHIAL) involves high level of investment
and are fraught with risks and tfpc-:'reft:,rre,r th‘e grant of land for commercial purposes over the

concession period was aimed ar as a cammrrment forming part of Concession Agreement,

generating additional revenue ss’urees 'to ens" re sufﬁcrent returns.

In such a scenario, the Authol {;ty'ls roposal in |the consultation paper is against the assured

commitments in the Concessfgh lagt:‘ée en :‘_a?é'l"i&reﬂ as the Land Lease agreement. This would
significantly affect the feasfbiﬁ;y‘%'@?_;‘ﬁg{,no@;a{r@prt activities. The supremacy of the Concession
agreement has also been upheld in the TDSAT Order as has been mentioned earlier.

We wodld also like to point that there is precedence, where in the regulator has kept the income
from landside property development outside the Till in consideration of the concession provision.

In view of the above, the Authority is requested to undertake the tariff determination exercise
having consideration to the.provisions of the LLD and the Concession Agreement and treat
commercial property. development olitside the purview of regulation / regulatory till...”

“..The Authority Has proposed to consider revenues etrned by BIAL from aeronautical service
providers as aeronautical revenues. ' _
Typically, airline companies and other aviation agencies.require space within the terminal building
to carry out their day-to'—day?-busihess'bpéﬁﬁ’ﬁons. We would like to draw the Authority’s attention
to para 2.4.1 of Consultation Paper No. 05/201 8-19, wherein "airline offices" have been defined as
non-aeronautical services by the Authority itself.

Even as per the AERA (Terms and Conditions for Determination of Tariff for Airport Operators)
Guidelines. 2011 ("Airport Guidelines") airline offices have been recognized as "Commercial office
areas”. These areas are to be treated as "Revenue Generating Areas" alongside retail,
advertisement, ticketing, duty free shops and car parking, as prescribed in Form F3 of the Airport

Guidelines.

Also, we would like to refer to ICA o7
4 MY
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in counters, sales counters and administrative offices) apart from those which have already been
covered under "air traffic operations”.

In order to ensure that principles adopted globally are implemented in the country and interests of
the airport operators are not unduly compromised, we would request the Authority to have a

uniform approach and consider lease rentals as non-aeronautical revenues.”
4.2.3 BAOA has stated the following:

- .. past wrong practice of considering .GH, FTC and Cargo Services as non-aeronautical. These
services are aeronautical in natui:kf. aﬂdfﬁﬂéﬁf:be;rﬁ:gufared by AERA...”
4,2.4 BPCL has stated the following:
"...We concur and agree that revenues from 't-.'.-_’azgo, Ground Handling and Fuel Farm Services and

rentals from leasing of space to aggnéﬁéﬁ'fntg’r q!i'a including facilities of Fuel Farm service providers

and ITP (Into Plane Operators) should be tr'_’éatgd as Aeronautical charges and requlated by AERA...”

... Rentals charged area at verylh ‘g_h’-"]'?;ii‘ef_ and in most cases have no relevance to charges paid by
the Airport Operator to the land provider or'the fair market values. Our view is that AERA may

consider regulating these charges and a formula for rentals which may be linked to the

actual cost to the airport operatar or-the market rate (may be the circle rate) as the case may be...”
4.2,5 BPAC has stated the following:

”..KIAL has requested AERA to consider Cargo, Ground Handling and Fuel Throughput (CGF)
services under Non-Aeronautical revenue, citing the MoCA directive in the case of DIAL and GHIAL.
We would like to bring it to.your notice that in the.Concession Agreement (CA) between MoCA and
KIAL and also as p'_er's_'e'ctfdiﬂ' 2{34) of AERA Act, CGF are to be'considered as Aeronautical revenue.

KIAL in its submissjon to.AERA has requested for a 30 per-cent Shared Revenue Till (SRT) in truing of
pre and 1st Control Period. This implies that 30 per cent of the income from Non-Aeronautical
services can be used to subsidize the tarlffs under Aeronautical services. Therefore, considering
Cargo, Ground Handﬁng’i and. Fuel Throughput (CGF) charges under Non-Aeronautical Services
would increase the burden on UDF charges in the second control period. We request AERA to

continue considering CGF charges under Aeronautical revenue...”
4.2.6 CIAL has stated the following:

“..Treatment of Income from Real Estate Development

AERA’s treatment - “To consider revenues from Property development activities as Non —

Aeronautical activity.”

As per clause 5.2.1 (b), of Airports Economic Regulatory Authority of India (Terms and Conditions

for Determination of Tariff for Aj Oiee
e

provide amenities/ facilities/ gefvi

uidelines, 2011, The assets that substantially

elated to, or not normally provided at an
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airport, may be excluded from the scope of RAB and the same shall be excluded from the

computation of Aggregate revenue requirement to be covered from aeronautical services. Further

clause 5.2.1 (b) (5) of the mentioned order stipulates that, the Authority shall require the Airport

Operators(s) to insulate the Users by suitably ring fencing the assets excluded from the scope of
RAB. Hence as per the cited clause, the entire ﬁﬁancia! risks associated with non-airport related

projects rest with Airport company, however, the present treatment mentioned in the consultation

paper, if implemented, will deviate from authority’s own stand in this regard.

Treatment of lease rentals from aeronoﬂtfcqi ;erw'ce providers as aeronautical revenues. - AERA’s .
Treatment i e : et

“ 2.5.4 The Authority also proﬁqs_és'__-_f-o c@nﬁdé‘p:qﬁy revenue earned by BIAL from concessionaries

providing Aeronautical services &Js_ Aerénq_uﬁéé}?:e#en ues (For ex. space to AAl etc.).”

In the cited consultation paper, the autho;riﬁy has considered the space rentals received from

concessionaries providing aeronau;t:qqf ser pes are aeronautical income. As the principle nature of

service rendered for gen eratron.af spaee eni‘a!s' Is the letting out of space, which is fun damentally

a non — aeronautical services:
9562), rentals payable by aircraft /
counters, sales counters and adrinistrative offices) are included in the list of Non-aeronautical
services. Moreover, in recent TDSAT Order, in the case of DIAL, it was held that the essence of
services has to be considered for determining a service to be aeronautical or non-aeronautical.
Hence in view of the above facts, authority may consider the space rentals received from

concessionaires providing aeronautical services as Non-aeronautical income...”
4.2.7 FAIRFAX has stated.the following:. .

”..Cargo, Ground Handling “and. Fuel (CGF). revenues cp’ns}'de'req as aeronautical revenue in
contravention to the provisions contained in the Concession Agreement.

In reference to Article 10.2 and Article'30.3 of the Concession Agreement together with schedule 6,
the CGF services and corréspon ding--reVenuEs were hot provided as a part of “Regulated Charges”.
Accordingly, CGF revenues aré-not-to be considered as .aemnautfcaf revenues and not to be utilized
for any cross — subsidization. However, contrary to Concessional Agreement provision, CGF
revenues were considered by AERA as non — aeronautical revenues and substantially impacting the
commitment that were made as part of the Concession Agreement and other Project Agreements.
We hereby request AERA to consider the similar treatment as provided in case of Mumbai and Delhi
airports in adherence to provisions of the Concession Agreement and ensure that CGF revenues
were considered as non — aeronautical revenues while determining tariff for Bangalore airport.

Treatment of Real Estate as non — aeronauncal income is not as per Concession Agreement
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allows the utilization of land for airport activities and non — airport activities. The non — airport
activities refer to Hotel, Commercial building, SEZ which are in réa! estate realm and not connected
with airport business. The recent Consultation paper proposes cross — subsidization from Real
Estate which was not in line with the provisions of Concession Agreement, Land Lease Deed and
other Project Agreements. Any dilution of commitments as provided in the project agreements will
severely affect the investments in the project.

The Real estate requires considerable investment; entrepreneurial acumen and risk-taking ability
and return on these investments accrue r’aftE»rla long gestation period. Cross — Subsidization from
these revenues will prove detnmenta!’ t@ Grttmct further investments in the sector and hence we
request that the AERA should keqp these actfwjt‘[es outside the purwew of regulation and hence the
same should not be considered as: a-part aff’rggy{agory till...”

4.2.8 Siemens has stated the following:

“..Treatment of Cargo, Ground Travelling) & Euel farm revenues and Income from Non-Airport
activities: Weres s X )

Certain proposals of the Autho’rﬂ“fés @@nsu&at;OJPaper No.05/2018-19 are contrary to the CA of

the Bangalore international Afrp_ort 'I'The Concgséion provides that requlated charges would include
landing, Housing, Parking, PSF and "Uur‘f‘“‘cﬁ‘drﬁésﬁ. Accordingly, Cargo, ground handling and fuel
farms services & corresponding charges which come under “Other Charges” are not part of
Regulated and therefore treated as Non-Aeronautical Charges.

Further, Real Estate activity such as Hotels, Commercial complexes etc. are defined under “Non
Ar‘rport” activities in the CA. The CA and other project related Agreements clearly provides the
Concession penod Hence, the. “non’ arrport” act:wt!es & corres,oondmg income/losses needs to be
kept outside the purview of till Mechanism.

We hereby request the AERA to consider the similar treatment as provided in case of Mumbai and
Delhi airports, to consider CGF revenues as Non-Aeronautical revenues while determining tariff for
Bangalore airport. : '

Treatment of Real estate not as per the Concession Agreement

As part of the Bidding process in order to attract the Potential Investors, certain incentives were
provided in the BIAL concession Agreement. The Project Agreement consisting of land lease deed,
allows the utilization of land for airport activities and non-airport activities. The non-airport
activities refer to Hotel, commercial building, SEZ which are in real estate realm and not connected
with the airport business. The recent Consultation Paper proposes cross subsidization from real

estate, which was not on line with the provision of project agreement. Any dilution of
project.
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Given the provisions of the concession agreement regarding the non- airport activities, AERA should
keep these activities outside the purview of any Regulation and the same should not be considered

as a part of regulatory till...”
4.2.9 HIAL has stated the following:

“..Revenue from Non-airport activities (Land development) considered as non- aeronautical
revenue”

Authority in its consultation paper no., 542018-19 has considered revenue from Non-Airport
activities as part of non- aeronauﬂcah W, Al %) o il

As per schedule 3, Part 2 of fﬁe eonression agreemﬁnt activities pertaining to CPD land are non-
airport activity and accordingly IS' out of AERA pﬁrwew Also, it is outside the aeronautical service
as defined in the AERA Act. LAY

The purpose of the land given for Nq@n— Alrport activities is for development of and to serve the
larger objective of industrial deve!opment iIgz;,'lé.gem'.-‘ economic and social development. Airport

project in India generally unagale ,_to gene::"' € far( rate of return on investment only by airport

L

operations and real estate is th‘é ' urge’of funds to recoup the short fall. Land in excess

of the airport requirement was leased out to mqﬁg.the project feasible.
AERA by cross subsidizing aeronbér'ﬁbﬁ &;‘}bfﬁéé';b} non-airport activity is not honouring the terms
of the concession and consequently the AERA Act, which made a mention that existing concession,
should be honoured. Accordingly, we submit that AERA should not consider the revenues from non-
airport activities for the purpose of cross subsidy.
Revenue from Cargo, Ground Handling and Fuel:
Authority in its.determination-of tariff. has-considered-Cargo,-Ground handling and Fuel services as
regulated (Aeronautical) in Nature. The cons;dera;ton.of the Autharity as such is in contradiction to
the AERA Act and the concession agreement, which is amply clear from the following:
AERA ACT 2008: The section.13 of the-Act defines the functions of the Authority, which is binding in
nature of all parties. The_,&é&fbn 13;:sub section (a) (Vi) under the functions of the Authority states
as follows: |

‘" ...the concession offered by the Central government in any agreement or memorandum of
understanding or otherwise..”
It is amply clear from the above provision that the concession agreements are preserved under the
act for all purposes. Further the section 13(1) (a) of the AERA act states that:

“Different tariff structures may be determined for different airports having regard to all or any of
the considerations specified at the sub-clauses (i) to (Vii)”
The above exemplifies the intent of the statute that the authority based on the provision, which

include the concession agreement, rent tariff structures. -

ii. Concession Agreement:
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The concession agreement at the chapter 10 deals with the charges to be levied at the Airport. The
section 10.2.1 related to the regulated charges to be levied which states as below:

“... 10.2.1 The Airport charges specified in schedule 6 (“Regulated Charges”)”

Further reliance is also placed on the definition of regulatory charges which in terms of the
concession is as follows:
| “Regulated charges” shall be defined in article 10.2.1

The above section clearly defines the Airport charges under Schedule 6 of the concession
agreement following are the regu!ated‘&:’ﬁ'&i?;gey

a. Landing, Housing and Park:ag Ghahgés (Bomest?fc and International)

b. Passenger service Fee {domestfc agnd mrgmqt:dnaf)

¢. User Development Fee (UDF) Fdomest‘,[c cm ;tamatronaf )

Since above charges are requlated-th ese are ef’ass.'f.'ed as Aeronautical Charges. _
It is further substantiated by the sec{#on 19‘3 of the concession agreement that the authority has

no jurisdiction to regulate the chdrge. _-"other thcm spec:ﬁed in schedule 6 stated above. The section

10.3 states as follows

.. BIAL and/or service provider R[ght h@!ders f{haﬂ be free without any restriction to determine the
charges to be imposed in respecwf‘the faemﬂes ﬂﬂd services provided at the Airport or on the site,
other than facilities and services in respect of which Regulated charges are levied.”. (Emphasis
added)

In a recent judgment dated 23™ April 2018 in the case of DIAL, The TDSAT has stressed on
honouring the concession agreement. Accordingly, as per concession agreement, the revenue
streams apart from Aerongutical charges will be termed as Non- Aeronautical which will include
retails, space rental, db'veﬂffke'mgnt, duty free and also include Cargo, Ground Handling and Fuel.

iii. ICAO Policies: Clause 10.2.1. of the c.onj'@es,sfon Agreement clearly stated that the regulatory
charges shall be in accordance with the ICAO policies. In this regard, ICAO Document No. 9562
clarified that the revenues from Ground handling and Fuel services shah‘ be non-aeronautical
revenues. The ICAO Document No. 956“2 stated as foﬂows

“Revenues from ground —Handfmg charges

This refers to charges and fees collected from aircraft operators for the use of facilities and services
provided by the airport for the handling of aircraft. It should be noted that at the majority of
airports ground handling is largely carried out by one or more airlines or special ground- handling
enterprises. In the latter case, the airport will impose concession and/or rental fees, which should
be recorded as revenues from non-aeronautical activities.

Revenue from non-aeronautical activities

Aviation fuel and oil concessions (Including throughput charges). All concession fees, including any
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aviation fuel and lubricants, should be entered in the revenue accounts covering “Other concessions
and commercial activities operated by the airport” (Emphasis supplied) -

AERA, while considering the cargo, ground handling and fuel (“CGF”) services as aeronautical
services failed to consider that in terms of schedule 6 of the concession agreement, the CGF
facilities do not fall under regulated charges. Furthermore, Section 13(1) (vi) of the act requires the
AERA to consider the concession agreement. Thus, on conjoint reading of the concession
agreement and the Act, AERA is not mandated to regulate any ‘other charges” in respect of the
facilities and services provided at the ﬁ”fp‘éﬁxt‘-and CGF should be outside the regulations.

AERA while relying solely on the- defgwtmn aﬁqer’oﬁautrcaf services under section 2(a) of the AERA
Act to include the CGF within the ambft qf aergnaut.'caf revenue AERA has completely disregarded
the mandate of the section 13(1 J_fw-)-_ t-_q,_'gng'e_:- effee? to the concession agreement.

In the case of the BIAL, since one of rheconcessfon granted by the central government is that save
for the ‘Regulated Charges’, BIAL, shall be ffée without any restriction to determine all other
charges. Thus, on a reading of séﬂmn ﬂa(}‘;} )ﬂvﬁ‘) of the AERA Act read with Article 10.2 and 10.3

of the concessional agreement: ,sta‘t’ed ab 'ue,-

cannot regulate any other charges in respect of

the facilities and services provfdgﬁ at fhe=‘-airport including the other Aeronautical services as
defined in section 2{a) of the AEQA Acr, :

Accordingly, AERA ought to consider the categonzatron of the services of the services as provided
under the definition of the Act. However, when a specific categorization has been provided by way
of a concession granted by the central government ought to prevail over the categorization
provided in the Act.

Accordingly, the decision of the AERA to include CGFE revenues within the aeronautical revenues is
not only against tﬁe!?EonEiéSE”tén-'ag;eemeh'f"%buf alse.against the principle laid down by the ICAO,
which it is mandated-toiconsider by virtue of Sectfbn 13(1):(v1) of the act.

Revenue earned by BIAL from concessionaire:

The Authority proposes to consider any revenue earned by BIAL from concessionaries prowdmg
aeronautical services as aeronqurfc’al revefié:es f_'for ex. Space to AAl etc).

AERA in its previous consultation paper and order have considered rentals as non-aeronautical in
nature owing to it being commercial transaction. Departure from the principle already established
is not called for. Considering the illustration given by the authority we understand that the
authority intends to consider the lease rental earned by BIAL from the space let out to AAl etc. In
this regard we would like to submit that the providing space is not an aeronautical service as far as
Airport operator is considered. Letting out space is non-aeronautical in nature & it should be
treated accordingly. Authority’s approach of considering this as aeronautical revenue is against the
terms of concession Agreement. In this context we would like to gwe reference of ICAO 9082

document, which states as follows:
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“Revenues from Non-aeronautical sources- Any revenues received by an Airport in consideration for
the various commercial arrangements it makes in relation to the granting 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 an aeronautical character (for
example, concessions granted to Oil companies to supply aviation fuel and lubricants and the rental
of terminal building space or premises to aircraft operators). Also intended to be included are the
Gross revenues, less any sales tax or other taxes, earned by Shops or services operated by Airport
itself.” (Emphasis added) -. '

Based on the above all rentals to be corisidered non-aero irrespective of the service as it is a

commercial consideration...”
4.2.10 SanjeevV Dyamannavar has subm:i_t'te:d a_-S' FQ‘I_IQW-S:-...-

“Aeronautical revenue: Cargo, Grbuﬁd-ﬁ Hunwmg and Fuel Throughput (CGF) services should be

considered under Aeronautical revﬁnueand AERh should not entertain the KIAL request..”

4.3 BIAL’s comments to Stakeholdersffg?:"d ' nLR!éfgulatory Principles

4.3.1 On BAOA’s comments, BIAL has sub‘mm i fo,uohfs

“BAOA has supported the Autﬁ‘éﬁ'ti?ésﬁ proposal é:f considering CGF Services as aeronautical in
nature. _

BIAL disagrees with BAOA’s approach and the Authority’s treatment of CGF activities and has
submitted its rationale through a detailed response in this regard in BIAL’s response to the CP.

The Clause 10.2.1 of the CA states that the Regulated Charges shall be in accordance with the ICAO
Policies. In this.regard, ICAQ.Document No, 9562 has stated.that, aviation fuel and oil concession
including throug‘hpu; 'ﬁharges-.are revenues from 'ﬂﬁhéaeron'a_uﬁ;ca? sources. Also, BAOA has stated
that historically FTC has formed part of non-aeronaut:’c&f revenues. A mere increase in charges
does not change the nature.of services and need for change in regulation.

We support BAOA’s contehtion that..oil companiés should be advised, tﬁrough Ministry of
Petroleum & Natural G_és, not to. treat-FTC as @ pass-through charge and BIAL submits that the
same should be borne by the Oil Companies given the profitability and growth potential in the

business.”

4.3.2 BIAL has concurred with comments made by HIAL, CIAL and APAO.
4.3.3 On BPAC's comments, BIAL has stated the following:

“...At the outset, BIAL submits that B.PAC is not a 'stakeholder' as per definition of 'stakeholder’
provided in Section 2({o) of the Airports Economic Regulatory Authority of India Act, 2008 {"AERA

Act’) read with the AERA's Guidelines o r Consultation dated December 14, 2009 (as
% :
bl BIAL submits as under:
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BIAL notes that B.PAC had initially submitted its observations and comments on the CP to the
Authority vide letter dated 18.06.2018 and subsequently through a more comprehensive
submission via letter dated 04.07.2018. When BIAL became aware about B.PAC taking up their
concerns with AERA, BIAL had pro-actively got engaged with B.PAC to explain and make them
understand airport operations, the regulatory process, tariff determination process, capex decision
making process, etc. BIAL took this initiative as we believe in the importance of being transparent
and also as we realize that the regulated tariff determination process could be complex for some to
comprehend.

BIAL submits that as per Schedu:'e 3-‘Pw‘t of .fts "CA, commercial property development including
hotels has clearly been deﬁneci @.g ol non cﬁrpqr’t act:wty Further, the CA, LLD and other project
agreements provides that Non-AwrpOrt Act;vft,es ‘of BIAL would continue beyond the concession
period. The Clause 4.1 of the LLD c!early permfts BIAL to undertake both airport and non-airport

activities without seeking prior permJSSion The LLD does not enwsage any form of cross-

subsidization of airport activities'and: déung so wfﬂ go against its principle objectives. Accordingly,
estate
per the CA and other project agreement:

the risk and rewards of the real

) 'itless fsaqp be left to BIAL. The treatment of real estate as
,td‘ifé"d in BIAL’s response to the CP and accordingly, it

should be kept outside the regu;jamgy'_puqvfgm_wGg?ns.rdemr.ron of B.PAC’s assertions would require
the authority to travel outside its jL\:rfgdfctfon. ISection 13(1)(a) confers jurisdiction on the authority
to determine aeronautical tariffs and to perform this function in respect of major airports. Non-

' Airport activities are by definition not activities rhat are covered under the AERA Act or within the
jurisdiction of the authority, and therefore BIAL requests authority to not accept submissions of
B.PAC’s with regard to nonsairport activities.

Without prejudice, BIAL submits that commercial ex;i:}.‘oitaﬁi_brf ofiland has to be evaluated on the
basis of investments, return and market-cibn:‘diﬂions and BIAL submits that this aspect is fully outside
the regulatory purview and that B.PAC cannot raise issues that are beyond the tariff determination
exercise and beyond the jurisdiction of the Authonty‘ Furrher the same has been detailed out in
Annexure 1 for necessary consideration by Atf’i“honty '

BIAL disagrees with B.PAC’s comment on the Authority’s treatment of CGF activities and has
submitted its rationale through a detailed response in this regard in its response to the CP, wherein
it has highlighted provisions of its CA, which allows for CGF being treated as non-aeronautical in
the case of BIAL.

As per Article 10.3 of the Concession Agreement read with Schedule 6, only charges pertaining to
Landing, Parking, Housing, PSF and UDF are to be regulated. Hence, BIAL is free to determine

charges to be imposed in respect of Q¢HEL Jervitessuch as CGF provided at the Airport or on the
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4.4 BIAL's comments on Authority’s analysis of

4.4.1
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treating them as Regulated Charges; and would defeat the intent of the CA. The TDSAT Order

directs the Authority to honour the rights/concessions under various project agreements....”
On BPCL's comments, BIAL commented as follows:

“BPCL has supported the Authority’s proposal of considering revenues from CGF as Aeronautical.

The premise of the Authority to consider CGF as Aeronautical revenue based on definition under
section 2(a) of the AERA Act is in disregard to the mandate of Section 13(1) (vi) to give effect to CA,
which allows for CGF being treated as.Q;hg;_than the Regulated Charges. Accordingly, CGF services

would be required to be treategas 1ion-aeronattical in the case of BIAL.

In addition, BIAL also does not: su,::tport BPQ'. endbﬁsement of the Authority’s proposal to consider

rentals of leasing space to aeronautrcaf serwg:;e prpwders as aeronautical revenues as letting out of
space is non-aeronautical in naturemnd ngeds- to be treated accordingly. BIAL has substantiated its
point based on the Authority’s Afrp;vort 'Gwdéhnes & ICAQ’s Airport Economics Manual in the

detailed submission as response tﬂ C‘P

On comments from Sanjeev V Dvﬁhw-aninﬁffai;-ﬁm as submitted as follows:

o - L 1ith
YL LLF

Respondent has requested the Authohﬁ/ -éhtertofn BIAL’s submission of considering CGF as
non-aeronautical services. (Hd

As part of its response to the CP, BIAL has highlighted provisions of its CA, which allows for CGF
being part of ‘Other than the Regulated Charges’ and accordingly being treated as non-

aeronautical in the case of BIAL.
On comments from IATA, BIAL has submitted as follows:

“ .BIAL contests IATA’s submission to consider rentals from leasing space to aeronautical service
providers as aeronautical revenues. BIAL would like to =reiterdte its submission made in response to
CP citing the Terms and Conditions for Determination of Tariff for Airport Operators Guidelines,
2011 (Airport Gurdehnes}! where: the*!ease ‘rentals from commercial ofﬁces are categonzed under
non-aeronautical revenue. / :

Further, para 4.23 of ICAO’s A'A‘}‘rbfikt ?:'Conomfcs:Manual"(Doc 9562), provides a list of “Revenues
from non-aeronautical activities” outlining the list of non-aeronautical activities includes rentals
payable by aircraft operators for airport-owned premises and facilities. This includes rentals
payable by aircraft operators for airport-owned premises and facilities. They have submitted that
lease rentals by virtue of their nature are non-aeronautical and accordingly, there is no reason for
considering them as aeronautical revenues. Accordingly, they need to be considered as non-

aeronautical revenues...”

ory Principles
s Ry S
BIAL has submitted as follows:

Page 28 of 264



Framework for Determination of Tariff for BIAL

Approach adopted towards Regulatory Till and principles of determination of Tariff

BIAL’s Response -

Treatment of CGF, CIC and ICT Services and corresponding revenues as per BIAL’s Concession
Agreement BIAL notes that the Authority has considered Cargo, Ground handling and supply of Fuel
(“CGF”) as aeronautical services without considering the provisions of the AERA Act, and especially
Sections 13(1)(a)(vi) and (vii). Section 13(1)(a)(vi) provides that the Authority shall take into
account concessions offered by the State in an agreement or otherwise. In this context, the
Concession Agreement dated 05 .07. 2@?94’eg\eyuted by the President of India through the Ministry of
Civil Aviation (‘Ministry’) proviﬂe? I:{}jécjﬁ’c.ééﬁtéssioﬁs to BIAL that only certain services, which are
included within the ambit O}I' ""r;eg;fufd‘reb'-'éhérggis‘_%;".'wﬂi be regulated and in respect of all other
activities, BIAL shall remain free M‘t‘ﬁéﬁf'aﬁ'y'rési‘r?’thons to undertake the same.

To elaborate, Schedule 6 of BIAL"s Concessran Agreement (‘CA’) contains a list of ‘Regulated
Charges’ and clause 10.3 of the CA stﬁ'tes #hélt "'BIAL and/or Service Provider Right Holders shall be
free without any restriction to derermiﬁe th@ chbf‘ges to be imposed in respect of the facilities and

services provided at the A;rporf ron. th’é 4 ';tﬁ, o,t‘!:mr than the facilities and services in respect of

which Regulated Charges are fewgd'"-" 'fn other"" ‘words, the CA states that except for regulated
charges, BIAL shall be free with Ogtg-gny;jfegﬁif'{f;tg@ﬂ_?ﬁgo undertake all other activities.
The powers of the Authority defined under Seftion 13(a) of the AERA Act states that the Authority
must determine. tariffs considering concessions offered by the Central Government. An extract of
the abovementioned provision has been quoted below:
“to determine the tariff for the aeronautical services taking into consideration— ...

.. (vi) The concession offered, by the Centra." Govemment in any agreement or memorandum of
understanding or otherwise;” '
The sanctity of Concession Agreements has also been upheld in the recent TDSAT Order dated
23.04.2018. Para 31 of this Order states that the concessions offered under the two agreements
OMDA and SSA deserve cons:derat:on by Dire Aut.honty in a judicious, fair and transparent manner.
An extract of Para 31 of the TDSAT Order is as reproduced ‘below:
“In exercise of this power, AERA is required to respect rights/concessions flowing from lawful
agreements / instruments / directives of Central Government on policy matters.”
Further, Para 36 of the TDSAT Order makes it binding on the Authority to take into consideration
the various concessions given to the airport operator. The order says “Since a contractual
right/claim has the backing of law, it deserves clear respect.” In line with the judgment of the
Hon‘ble TDSAT, the CA and the specific concession granted in Article 10.3 in favour of BIAL has to
be reckoned by the Authority under section 13(1)(a)(vi). The concession demands that CGF services

be kept outside the ambit of regul

ection 2 begins with a phrase “unless the context
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charges as per Clause 10.3 of the CA is undermined if activities other than those mentioned in
Schedule VI are requlated. Under the CA, B,"A.L is entitled to carry on CGF and also ICT and CIC
activities without regulation. Accordingly, considering CGF, ICT and CIC services and their
corresponding revenues as aeronautical would amount to them being treated as “Regulated
Charges”. Therefore, requlation or tariff determination in respect of such services or reckoning the
services as aeronautical is directly contrary to the concessions granted under the CA.

Further, there is no cross-subsidy envisaged in Article 10.3 of the CA, which envisages a dual till.
BIAL has agreed for a 30% Shared* Ré‘vénue Tn’f' (‘SRT’) as a workable solution. In the given
circumstance, shifting a chargg appeaﬁmg undera “other” charges to a “regulated” charge would be
a subsequent setback for BIAL. Henee, treatment df CGF ICT and CIC services as aeronautical by the
Authority would be in violation of the CA Whrfe BIAL’s position is that tariff in respect of the said
services should not be determined: -qt gﬂ, ét tbe-t(ery least, in order to bring about level playing field,
since the Hon’ble TDSAT haﬁ, in t:ﬁe,_.‘fcdfei‘:g’_of Q!AL, held that revenue from Cargo, Fuel Farm and
Ground Handling Services would Be r‘eqmﬁe?dtohe treated as non-aeronautical revenue, the same
_'B"IAL therefore, states that section 13(1)(a)(vi) be

position ought to be applied for: BIAL _
vices: am&m!é
any event parity and level playing field dgmqpﬁﬁ@t revenues from the said services like in the case

given effect to by keeping CGF ' ;t'ﬁe ambit of regulation without prejudice, and in
of Mumbai International Airport Limited {’MIAL’) and DIAL be treated as revenue from non-
aeronautical services. |
A review of the Airports Infrastructure Policy, 1997, the 2003 amendments to the Airports Authority
of India Act, 1994 which are also to be c_ons.f'deréd as concessions within the meaning of Section
13(1) (a)(vi) and (vii) assure-necessary freedom to-entrepreneurs to run the airport/s as a private
airport/s with" minimal regulation. ‘The: CA was exééuted in this backdrop and when all the
circumstances are. seen;;togefher, there .fs one :ine;’vftdbfe conclusion that the concessions offered to
BIAL should be enforced by the Authority, so that the tariff determination exercise complies with
Section 13(1)(a)(vi) and (vii). __

We also note that the Agthority, while considering CGF-services as aeronautical, referred to a letter
issued by the Ministry to the Authority ﬁ'ated 2'4.69.201‘3 in respect of Consultation Paper No.
14/2013-14 for tariff determination for the First Control Period of BIAL. An extract of this letter is
given below:

“.. The revenues from cargo, ground handling services and fuel supply which are defined as
Aeronautical Services in the AERA Act, 2008 may be reckoned as Aeronautical Revenues and
considered accordingly irrespective of the providers of such Aeronautical Services....”

BIAL submits that the letter issued by the M.r'nfstry refers to the AERA Act while taking such a

position. However, the letter issued by the.\d 'tstry does not consider Section 13(1)(a)(vi). The letter
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the context otherwise requires”. The Ministry also does not consider the concession granted to BIAL
under the CA. The Ministry letter does not indicate how the concessions granted ought to be
factored in the tariff determination exercise. Therefore, the Ministry’s letter cannot be considered
while considering the issue of treatment of CGF services. In any event, subsequently, the Ministry
has taken a specific position in the case of MIAL and DIAL that the OMDA and SSA ought to be
respected. It is the Ministry’s view, which has been upheld by the Hon’ble TDSAT, wherein it has
unambiguously held that the concessions must be respected unless there is an irrevocable conflict.

It is, therefore, the test of frreconcﬂnbfe* eonflict” that has to be applied while construing the

concession granted to BIAL mrrespect mf CSF seg'v(ees By applying this test as stated above the
services should not be requlated at aH. .Therefq_rfe, in view of the subsequent stance adopted by the
Ministry with regard to the concessions a ed 'énd in view of the subsequent judgement of the
Hon’ble TDSAT, CGF services ought to be ;

In addition, BIAL has sought an oﬁm{bn ﬁé‘dm Llfust.f'ce Sirpurkar, on the issue of treatment of CGF

nsidered as non-aeronautical services.

services. The rationale prowded ;@y Jﬁst’me Si :"urkar corroborates the fact that CGF services should
s b ?on':"fhrmomous reading of the CA with the AERA Act.

be treated as non-aeronautical, ermc'

An extract from the submtss:on"‘frr:s been repmduéed below, “Following the ratio in the decision of
the Hon’ble TDSAT that agreem:fi:r?gg__-;gﬁ;i' gsqage;;;pns granted are to be respected, and especially
considering that Section 2 of thlé AERA A'c't ;:(\Jj;nmences with the phrase ‘unless the context
otherwise requires’, CGF services should be kept outside the purview of regulation. In the
alternative, Section 2, Section 13 and the Concession Agreement can be harmoniously read by
treating revenue from CGF services as non-aeronautical revenue in the hands of the Querist.”
Further, Justice Sirpurkar also noted that the AERA Act provides flexibility in its definition of
aeronautical sekvice bused on.the context of the individual alrport. An extract from his opinion has
been reproduced below: | '

“In expressing this opinion, | lay stress on the opening clause in Section 2 of the AERA Act to the
following effect “unless the context otherwise .re;;w'res*f. Hence, in the present case, that context
has to be construed as the previous Com:essron Agreement o '

Based on the above rationale, learned Justice Sfrpurkar has opined that CGF services would be
required to be treated as non-aeronautical in the case of BIAL similar to what was done in the case
of DIAL. An extract in this regard is given below:

“I am therefore of the opinion that as held in the case of DIAL by the Hon’ble TDSAT, revenue from
Cargo, Fuel Farm and Ground Handling Services would be required to be treated as
nonaeronautical revenue.”

BIAL Submission

Based on the above, BIAL requests the Authority to consider activities pertaining to provision of
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Treatment of lease rentals from aeronautical service providers

BIAL would request the Authority to consider the nature of revenue and the end use of the space

before determining whether the service is aeronautical or non-aeronauticol in nature and consider

any rentals from. spaces like airline back offices / ticketing counters / training centres etc. as

nonaeronautical revenues. For example airline offices for administration, training etc. at the

terminal / airport, are not necessarily required in the vicinity of the airport for the airline to

function and provide aeronautical services. Airlines have also started placing their ticketing offices

in the city besides having one in _rhe';«tﬁfrm{ﬁ:fa! building of airports. Provisioning of space for such .
offices within the airport / teﬁﬁ?ﬂ;ﬁir:Wﬁéiﬁﬂ?ﬁdt-éﬁange the nature of activity, which is similar to

commercial real estate. The end purpbsepf*suth d venture is not to provide an aeronautical service

but to generate non-aeronautical n‘e.béhue&:-g{idh:as lease rentals from various commercial entities

such as hotels, car rentals etc. ap'qrtl'_"fkgm' ﬁ?ﬁ{ines. Hence, lease rentals frorm commerclal spaces

should not be considered as aeronqutical re;venue in the hands of the airport.

Treatment of lease rentals from aeronaut m' service providers as per AERA & International Civil

Aviation Organization (ICAO’) || 1110 7 1 i
The Authority vide its CP includegia ' '!

offic gifsf‘”'lwithin non-aeronautical services. An extract of
Para 2.4.1 of the CP has been presented:below: | -

“2.4.1 ... As an illustrative list, the ﬁon~aerondufi\caf services and activities would include duty free
shopping, food and beverages, retail outlets, public admission fee for entry into the terminal, hotel,
if any provided inside the terminal building, banks, ATMs, airlines offices, commercial lounges, spa,
car parking, etc. The Authority is aware that this is not an exhaustive list. In addition to the above,

individual airport operator:may innovate and add:-more non-aeronautical services so as to improve

the passenger'convenjences oﬁwéhhancif@ﬁ '_::;'bf'ezr:zj;:eﬁo}"ft;he dirport and terminal building.”

Further, the Airports Economic Regu!atolry Authority of 'India (Terms and Conditions for
Determination of Tariff for Airport Operators) Guidelines, 2011 (‘Airport Guidelines’) issued by the
Authority acknowledge that airline offices come within the ambit of “Commercial office areas”
which as per Form F3 of the above Guidelines are rreﬁtga_' gs “Revenue Generating Areas” alongside
retail, advertisement, ticketing, d't;r'fy free shops and car parking. An extract from the Airport
Guidelines is presented below:

“A5.4.1.7. Existing floor area lll square meters of passenger terminal buildings broken down into
revenue generating areas for example:

(a) Retail areas

(b) Commercial office areas (airlines, other airport Users)

(c) Advertisement areas
(d) Ticketing areas

(e) Duty free areas

(f) Car Parking Facilities
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(g) Air Cargo Facilities”

Also, ICAO’s Airport Economics Manual (Doc 9562), provides a list of “Revenues from
nonaeronautical activities”. It is pertinent to note that para 4.23 of the Manual containing this list
of non-aeronautical activities includes rentals payable by aircraft operators for airport-owned
premises and facilities (e.g. check-in counters, sales counters and administrative offices) other than
those already covered under “air traffic operations”. Further, the Manual explicitly defines
Revenues from non-aeronautical sources to include commercial arrangements even though they
may apply to activities that may ;hem‘_s/é;’ﬁéﬁ'-ﬁ-be considered to be of an aeronautical character. The
definition from the Manual has been prévided belbw:

“Revenues from non-aeronautical sources. An yfréuenues received by an airport in consideration for
the various commercial arrangements F%fmdke*s;fﬂ. relation to the granting of concessions, the rental
or leasing of premises and land, am*éf fra_eéﬁné-a,oemtims even though such arrangements may in
fact apply to activities that may t&e:ﬁ;sé?vé;ibgf considered to be of an aeronautical character (for

example, concessions granted to;f?‘i{._t’;ijﬁipd 0'supply aviation fuel and lubricants and the rental

of terminal building space or pj m.tsg t ,qg‘ﬁ:r%perators). Also intended to be included are the

gross revenues, less any sales %GX\:{_O{-.Q_ er axes, earned by shops or services operated by the
airport itself.” TETHE T

Based on the above extracts from tﬁe A.f'rplorr Gufde.-‘fnes, CP and ICAQ’s Airport Economics Manual,
there appears to be no reason for considering lease rentals from airlines / concessionaires
providing aeronautical services as aeronautical revenues. Lease rentals by virtue of their nature are
non-aeronautical, and the Authority has treated them as non-aeronautical in case of Second
Control Period for DIAL, MJAL.and also in the Authority’s recent Consultation Paper No. 30/2017-18
for the Second Control Period of Hyderabad International Airport Limited (‘HIAL’). In the
circumstance, there is no reas'oh fo}‘ a deviation:from the above treatment in the case of BIAL.
Further, BIAL submits to the Authority that the capital costs incurred towards construction of
spaces given out on lease. have been considered @s non-aeronautical assets as per the asset
allocation methodology ._édep'tgd by 'B'fAL.;--Coh_s."derth the above as aeronautical revenue but the
corresponding asset base as non-aeronautical would be inconsistent.

BIAL’s Submission

BIAL would submit to the Authority to consider lease rentals as non-aeronautical revenues despite
them being collected from aeronautical service providers.

Authority’s proposal to consider revenues from Property development activities as Non-
Aeronautical.

Treatment of Property Development as a non-aeronautical activity

No Power to regulate Non-Airport Activity
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The Authority has been constituted to regulate aeronautical services. The preamble to the AERA Act
2008 states, “An Act to provide for the establishment of and Airport economic Regulatory Authority
to regulate tariff and other charges for the Aeronautical service rendered at the airport..........
Section 13 provides that tariff determination is a function of the Authority. For this function, the
Authority has been conferred with powers, inter alia, under section 14 of the Act. The Authority,
therefore, has limited jurisdiction and it is impermissible for the Authority to directly or indirectly
regulate, reckon or consider non-airport activities.

Section 13(1)(a)(v) requires the Authonty o consider revenue received from services other than

aeronautical services. Section J?{I}(a){u..ls'howéver conditioned by Section 13(1)(a)(vii) and the
proviso to the 13(1)(a). The ser‘-.w(:e&-.are m.\bsé_-:,g;gwded as per section 13(1)(a) by major airports.
Non-airport activity such as reak-é'spb_téi,-de-vgfbp'ment activity cannot be rightly said to be a service

provided by the airport. The word ‘Airport’ fé?deffned under the AERA Act under section 2(b) and the

definition is a restrictive one.
‘Airport’ means a landing and ta/d‘ng off arec? for aircrafts, usually with runways and aircraft
maintenance and passenger fag}lgtfes ;m' ' ]y,c{e ésm aerodrome as defined in clause (2) of section
2 of the Aircraft Act, 1934 (22 of 1934)

The word “means” denotes the hmwed scope. of 'the definition. Non-airport activities going by the

classification provided under the Act do not fall w.ithm the definition of ‘Airport’ under section 2(b)
and, therefore, cannot be construed as services provided by a major airport. Accordingly, section
13(1)(a)(v) does not and cannot permit reckoning revenue whether in part or in full, from
nonairport activities or activities that do not fall within the definition of “airport” under section 2(b)
of the Act.

Provisions of Land'Lease Deeﬁ ( ’tLD Vand CA

Without prejudice to the above, Glause 4.1 of the LLD permits BIAL:to undertake both airport and
non-airport activities without seeking prior permission. It states that,

“KSIIDC hereby grants per-mfssion-’ and consent, to BIAL to use the Site, and BIAL agrees to use the
Site in accordance with the:Master plan, far the: carrymg of the Activities...

As per Schedule 3 Part B of BIAL’s CA, commercial property development including hotels, SEZs,
business parks, commercial buildings, and commercial complexes have clearly been defined as a
non-airport activity. An extract from the CA signed for KIAB is as reproduced below:

“Part 2 - Non-Airport Activities:

Non-Airport Activities include the following services, facilities and equipment: Airport Shuttle
transport services (Hotels, City Centre etc.) Business Parks Hi-Tech Parks Hotels Industrial Parks
Commercial Buildings Special Economic Zones Commercial Complexes Golf Course Country Club

Food Silos Independent Power Producing Pro

thﬂ centres like manufactunng factories.”
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Clause 4.2 of LLD, BIAL can undertake activities other than those mentioned in Clause 4.1 with the
prior permission/approval of KSIIDC.

Turther, the LLD provides that the "“CA excluded area” means that portion of the site containing
those Non-Airport Activities not being taken over by the Government of India (‘Gol’) pursuant to
Articles 7.2 or 13.5.2 of the Concession Agreement”. The “CA excluded area” would not need to be
transferred to along with the other assets of BIAL in case the airport is transferred to Gol. The
relevant extract from Clause 3.5 of the LLD corroborating the above is reproduced below:

“3.5 In the event that the Airport is tmﬁsj"e'rred to Gol in accordance with the provisions of Article

13.5 of the Concession Agreemehr t'ﬁe __ﬁém"'sur:h transfer, BIAL shall be deemed to have
surrendered the Site (with the éxception: of the ('.'A Excluded Area) and this Deed shall terminate
with respect to the surrendered port and KS‘HEI!C shall be at full liberty to deal therewith in the
manner it chooses. With regard to the CA Excfuded Area, KSIIDC and BIAL will meet to settle the
commercial terms for the contmuqncé bf ﬂié l¢ase in respect of the CA Excluded Area and KSIIDC
shall ensure that BIAL has the f.'gh:s dfﬁdcc
A definition similar to “CA excf(:{tfeéf are_

An extract from the LLD conﬁrm:ngrvthqt.:.-;_

ééssary for access to the CA Excluded Area.”

rdwded in the LLD for the term “SSA excluded area”.
xr:!uded area” would remain with BIAL in the event
the airport is transferred to Govgf_gr_mgqsi-p{ Kgmg;wka (‘GoK’) is given below:

”3.4 In the event that the Airport ."s‘ triar;sférred to GoK in accordance with the provisions of Clause
19.4 of the State Support Agreement then upon such transfer, BIAL shall be deemed to have
surrendered the _S:'te (with the exception of the SSA Excluded Area) and this Deed shall terminate
with respect to the surrendered part and KSIIDC shall be at full liberty to deal therewith in the
manner it chooses. With (ggarcf to the SSA Exchﬁed_.ﬂrea, KSIIDC and BIAL will meet to settle the
commercial terms for the i‘ﬁ,h“t:{ri’han'ce of t“he Ie”éﬁ?’f‘}'ih“;ﬁfesp‘éft! pf;fl‘he SSA Excluded Area and shall
ensure that BIAL has the rights of access ne@és;gary for access to the SSA Excluded Area.”

Based on the above extracts, it is clear that as per the framework of BIAL’s CA and other project
agreements, the non-airport, activities are aﬂowgd tﬂ be continued beyond the period where the
airport is under concession to BIAL. :

Further, the TDSAT Order has upheld the sanctity of Concession Agreements stating “In exercise of
this power, AERA is required to respect rights/concessions flowing from lawful agreements /
instruments / directives of Central Government on policy matters.”

Inconsistency of the Authority’s treatment

Further, we would like to highlight that Commercial Development has been kept outside the 30%
SRT in the case of private airports including MIAL and DIAL. Accordingly, the Authority’s position is
not consistent with the Airport Guidelines, AERA Act, and tariff determination of other private

airports as mentioned above. This inconsistengy in the Authority’s treatment is despite the fact that
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BIAL’s Submission

BIAL requests the Authority to consider the relevant provisions of AERA Act, BIAL’s CA, LLD and
TDSAT Order and consider property development as non-airport activity. Accordingly, the Authority
is requested to not consider any revenue | from such activities towards determination of

aeronautical tariffs.

4.5 Authority’s examination of Stakeholders’ comments on Regulatory Principles

Consideration of Cargo, Ground Handling and Fuel Farm as Aeronautical Service

4.5.1

4.5.2

453

4.5.4

45.5

4.5.6

Order No: 18/2018-19

The Authority has carefully re%ewedtﬁesubmﬁsslons made by BIAL and othef Stakeholders
supporting the view that the Gafga, :@roa,nd_.-_H’a:_ﬁ:a'l"ing and Fuel Farm services (along with ICT
services) should be treated asI“Ncih_-AQrbn“&_luti-cqi" _.services.

The Authority notes that these are .bas-‘e'tig '6n following grounds put forth by BIAL and certain
stakeholders. These are: A I8l

4.5.2.1  Concession Agreement of BIAL mdi '-ates that these services are “Non-Aeronautical” and

the terms of the Con "":ssi‘o Ag er _‘ntrshould be respected.

4.5.2.2 These services are c6 el ”N‘”ém Aeronautical” in case of Delhi and Mumbai
airports and TDSAT Order should be. cpnmdered and applied similarly for BIAL.

The Authority also notes that in case of BIAL the manner of treatment of CGF revenues is sub-
judice and pending before TDSAT.

Authority has evaluated these factors and provided its detailed analysis in order for the First
Control period. Authority’s analysis is as detailed bélow.

The Authority noted that BIAL and APAO have s_t_at,ec_i that the CGF services are not defined as
Aeronautical Services il the Concession A’g,r'ee'me'rlﬂ. Th,é',:AutﬁiJ-ni,ty_notes that AERA Act defines CGF
Services as c!earf\} Aerongutical seryices. The -Auth;irity notes—;th..at-CG-F is included as part of Airport
Activity, which could either be termed as Aeronautical or Non-Aeronautical and the Concession
Agreement provided for IRA to be formed to regulate any aspect of Airport Activity. Hence the
Authority considers it well. within the Aﬁth,a‘rity’s- -bur-view to consider the CGF services as
Aeronautical Services an'tho consider the revenue earned by the Airport Operator, whether by
directly rendering the service or through Third Party concessionaires either as a revenue share or in

any other form, be treated as Aeronautical Revenues.

The Authority had also received letter dated 24™ September 2013 from MoCA on the same issue as

part of response to Consultation Paper issued by the Authority for BIAL the first control period.
Extract of the same is reproduced below:
“4. Furthermore, in view of the various provision of AERA Act, 2008 with respect to the Aeronautical

Services, the Fuel Throughput Charge that is_levied by Airport Operator may be considered as
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4.5.10

4,511

4.5.12
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may be reckoned as Aeronautical Revenues and considered accordingly irrespective of the providers
of such Aeronautical Services.”

The Authority notes that CGF services are not explicitly stated as “Non-Aeronautical Activities” in
the Concession agreement much as it does not specifically state these as “Aeronautical Activities”.
Activities can be considered as Aeronautical and Non-Aeronautical. As far as CGF is concerned, the
Authority noted that these were expressly included in Part | of Schedule 3 which gives out a list of
“Airport Activities”. The concession agreement also explicitly refers to the IRA that is set up to
regulate “any aspect of airport activitie?; Th absence of clarity, the Authority has, based on its
philosophy, considered these as: Aéran_ U :

As per “Words and phrases Iegaily deflniad" (4th Edltnon Lexis Nexis) “any” is “a word with very

wide meaning and prima-facie the LIS& of: [t-_,e;ge!gdes limitation”. It further states that “any” is a
“word which ordinarily excludes l'ilm'i'fa’fiqn‘ ‘or q_'u.élification, and which should be given as wide a
construction as possible”.. Further “Supﬁemé (ﬁbu’rts words and phrases by Surendra Malik and
Sumeet Malik” states that “any”'has the follewmg meaning “some; one of many; an indefinite

number”. Determination of chag’gesfgrl items mpluded in “Airport Activities” would thus fall under

w:l__ ""’W|de interpretation of the word “any”. Hence,

“any aspect” of the said Alr[::o!rl'tr Clivi
determination of charges for "ﬁqrrpornt Attlwtue,s»’ is embodied within the framework of the
Concession Agreement itself.

The Authority also noted that under Section 2(a)(vii), Aeronautical Service means “any service
provided for a stakeholder at an airport for which the charges, in the opinion of the Central
Government for the reasons to be recorded in writing may be determined by the Authority”. The
Act also defined Stakeholdgr-in section 2(o) of th_@.'Aqt. Hence, if the Central Government were to
expand the scope of remit uf Z_th_é, Authotity to inéiigdfé...some"?"i;féi‘?}ﬁ”‘t’ﬁat is included in Part | Schedule
3 — Airport Activities of the Concession Agreement, as an Aeronautical Service, the Authority would
be required to also regulate such a service (including if relevant, determining its charges). This
scheme of things is also contemplated within the framework of the Concession Agreement itself.
The Authority has been established under AERA Act by the Parliament. The Act also specifies CGF as
Aeronautical Services and these are ékhressly listed as Airport Activities in the Concession
Agreement.

The Authority notes that BIAL has drawn reference to TDSAT Order on DIAL and has submitted to
the Authority to consider the same stand for BIAL also and consider the CGF Services as “Non-
Aeronautical”,

The Authority is of the view that any comparison of BIAL with DIAL and MIAL may not be
appropriate as there are many differences between the Concession Agreements and tariff

determination philosophy between these Airports. The main difference is that in the case of DIAL

and MIAL, there is a fairly clear b i ion of all services as either Aeronautical or Non-
N H’ ith the implication that a concession is being
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consciously given in respect of these two airports with reference to Cargo and Ground Handling
Services being classified as Non-Aeronautical services.

BIIAL has also relied on the reference to “unregulated charges” mentioned in the Concession
Agreement of BIAL and HIAL and an inference is sought to be made that since the charges from CGF
are mentioned as unregulated, they should be treated as non-aeronautical. The AERA Act came in
later and the entire concept relating to classification of services changed. The Act defines only
Aeronautical services and lists them out in Section 2(a) and does not make a mention of
Aeronautical assets or charges. It _there'f(afe_fibgcomes essential to first decide whether a particular
service is Aeronautical or not aﬁd'""ﬁié'hnto,{"d%Sify Whether the assets, costs, charges and revenues
relating to that service are Aer'ﬁlﬁaiiti'cél éﬁ’:'riﬁx'-'ﬁé‘sides according to the Authority, there is no
intention in the Concession Agreement‘to provnde it as a concession since there was no mention of
the Till to be adopted for Tariff detenminatﬁon.

It should also be noted that provisigns of afl agreement signed after BIAL s Concession Agreement

such as the agreement with DIAL and MIAL"' n@t be imported into the Concession Agreement of

BIAL. The Authority is of the wgw t’hat BML:QouId_ at best be compared with HIAL where similar

treatment has been considered. :
The Authority also notes that;-;_.i;_-’u\-h.qre}f\rbin@iﬁg{:,}agreements define the CGF services to be
Aeronautical, the same have been considered by the Authority accordingly as was done in the case
of DIAL/ MIAL where Cargo and Ground Handling was considered as Non-Aeronautical service in
line with the agreement whereas Fuel Farm was considered as Aeronautical in line with the
Authority’s philosophy as it was neither stated as “Aeronautical” or “Non-Aeronautical” in the
OMDA/ State Support Agreement. This view has“also been upheld by the Hon'ble Appellate
Tribunal. ' | I'T Tl

Considering the above, the ‘Authority decides to treat the révenuesfrom CGF and ICT services as
Aeronautical Revenues and consider accordingly in ;omputation of Aggregate Revenue

Requirement.

Consideration of Lease Rentals fram Aeto Concessionaites as Aeranautical Income

4.5.17

4.5.18

4.5.19

Order No: 18/2018-19

The Authority has carefully reviewed the submissions made by BIAL and other stakeholders on
Lease rentals from Aero Concessionaires.

The Authority notes that the submissions made indicate that Lease Rentals are in the nature of land
development activities and are not defined as “Aeronautical Service”. The Authority also notes that
BIAL and other stakeholders have stated that ICAO principles and the forms issued as part of
Authority Guidelines indicate “Airport Offices” as part of Non-Aeronautical Services.

The Authority notes that the Aeronautical agencies — viz Airlines, AAl and other Aeronautical
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service providers/ entities providing Aeronautical services should be treated akin to Aeronautical
Revenues and should be taken for cross subsidisation.

The Authority is of the view that services provided by BIAL are in the nature of enabling activities
towards Aeronautical services provided. The Authority has taken this view consistently and treated
these revenues in a uniform manner in all recent tariff determinations. The Authority also notes
that in computation of tariff for CGF operators, such expenses paid to Airport Operator are being
considered as part of Aeronautical costs.

BIAL had also informed that in certaln:easés . the lease of space is provided to the same entities

more for convenience of a smg}e iéc thn . .@rj'exam‘ple corporate offices/ training centers of the
Airlines etc. The Authority notes’ -thai_ these -.are_ not ﬁ)art of the core-Aviation/ aeronautical services
and hence need not be considlered--aS'-_ﬁaﬁ;af"cdl"l__ﬁéfions akin to Aeronautical services.

The Authority accordingly decides‘-’t'cr"conﬁder lease rentals received from Aeronautical Service

providers for space relating to opera“thns tham are integral to the core aviation services to be

treated as Aeronautical Reuenues ther Ie;ase rentals as Non-Aeronautical Revenue and

compute the ARR accordingly.

Consideration of Treatment of Revenues from'Land development

4523

4.5.24

4.5.25

4.5.26

4.5.27

4.5.28
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The Authority has carefully reviewsd' tHe ‘submissions made by BIAL and other stakeholders on
treatment of revenues from land development activities.

The Authority notes BIAL and other stakeholders’ submissions that additional lands were given to
attract and incentivise the potential investors who participated in the bidding for development of
the Airports. According to them, cross subsidisation of the Real Estate activities is a dilution of the
commitments provided,in the Concession: Agreement

The Authority had detailed its' analysm on manner of conmdaring the Land Development activities in
its Order for the First Control Period.

While the Authority noted that the-agreements.referred.to by BIAL have permitted the Operator to
use the land for the stated iﬁurposés.:whichir’h‘av not be'considered as “Airport Activities” it may not
be correct for BIAL to benefit from:the land being given mainly for the purpose of running an
airport and to improve the viability of the Airport Project.

The Authority noted the Recital F of the Land Lease Deed as well as Clause 4.2 thereof whereby the
purpose of land was to “improve the viability of the Project and enhance the bankability of the
Initial Phase”. In this the words “incentivize” as mentioned in BIAL’s submission, did not however
appear in the Land Lease Deed in the context of commercial utilisation of the land.

The Authority noted that BIAL has agreed to use the site in accordance with the Master Plan and for

c.seen.tQ be airport related. The Clause 4.2 of the lease
@ fiﬁ ;
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in the nature of airport activities with the possible exception of item 4.2 (iv), namely, “improves the
commercial viability of the Project” and/or 4.2 (v) facilitates substantive further investment in or
around the Airport.” The combined reading of all these clauses appear to the Authority to indicate
that the primary purpose of lease of land to BIAL was to provide financial support and to improve
the viability of the Project and enhance the bankability of the initial phase. Clause (iv) specifically
states that the purpose had to be to improve the commercial viability of the Project. Clause 4.2(v),
on which BIAL has relied also states that the purpose of land utilisation should be to “facilitates

substantive further investment in or arot

the Airport”. The “other purpose” for which BIAL can
utilise the land (with the pre\'?io’ds‘-"""'ﬂ;&p__, ! @’f KSIIDC), will “facilitate” substantive further
investment by BIAL itself, or what i‘s-m‘df’e; :Iiké"[?- Er’iﬁﬁng the use of the word “facilitate”), by third
parties. Such third parties wou!d cencewaﬁiy gﬁfﬁ to BIAL compensation for use of the land for the
other purpose (the purpose that will’ have to be approved by KSIIDC). In any event, the purpose of
land grant to BIAL is clearly specified m the lan@l lease agreement and was not to give the land to
BIAL without any restrictions or tg' be u;e;j In any manner that BIAL in its discretion may deem fit

and further appropriate the pmﬁee 1tse|‘f“ *without requiring it to have nexus to improve

viability and bankability of the airpott project.

The Authority is of the view that the'grant*"oﬂand *by KSIIDC to BIAL after acquiring the same (which
would be in public interest) and at a rental of 3% to 6% per annum (which may be a concessional
rate so that the public utility of Airport is facilitated) can be bereft of any linkage with the Airport

prbject. Use of the land as indicated in Clause 4.1 of the Land Lease Agreement clearly is with

‘respect to Airport activities. The commercial utilisation of land is provided in Clause 4.2 and is

subject to approval of KSIIDGand also underlines the-aspect of improvement of commercial viability
of the Airport and / or facilitating substantive further investmgntin or around the Airport.

The Authority had thus considered:the land lease agreement from which it inferred that the land

has been leased to BIAL “to provide financial support to improve the viability of the Project and
enhance the bankability of th& Initial Phase.”

The land is given for the Project that is deflned as “designing, financing, construction, completion,
commissioning, maintenance, operation, management and deveiopment of the Airport”, both in
the Concession Agreement as well as the Land Lease Deed. The provisions of the use of the Site
(Clause 4) of the Land Lease Deed also have express mention of the use of land for, inter alia,
“conducive or incidental to implementation of the Project” as well as for “improving the
commercial viability of the Project”. It is thus clear that both the Concession Agreement and the
Land Lease Deed expressly link the grant of land to, inter alia, financing the Project. Even otherwise,
convenient interpretation that the GoK would on one hand give financial support to improve the

viabhility of the Project and on the other hand, permit the land acquired by the GoK through the
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generated from such commercial exploitation for the purposes of Capital or for that matter revenue
requirements for the Airport) appeared to the Authority as not tenable. The Authority noted
however that instead of giving such a proposal of raising Capital through commercial exploitation of
land, BIAL appeared to interpret the provisions of the different agreements that there is no such
linkage between grant of land and the financing, improving the commercial viability etc. of the
Airport. It thus appears to have taken out only “financing” as well as “improving the commercial
viability of the project” from the list of purposes for which the site has been leased to it by KSIIDC.
The Authority did not find this Ime of reas@mng tenable.

The Authority under Section 13'(1] (a} ‘( 0 iha QERA Act is required to determine the tariff for

Aeronautical services taking into canslderat!mn._‘“the capital expenditure incurred and timely
investment in improvement of arrport fac;litlé 'and under sub-clause (w) economic and viable
operations of BIAL. It therefore appe‘ars to the Authority that any revenues obtained from
commercial exploitation of land in qxc@ss of tnhe ‘A:rport requirements are required to be ploughed

back into the Airport project. ThISJ 1_', VIEW of the Authorlty, would establish the nexus between the

purpose of grant of land (to umprove the_ , "'1; viability) and lowering the charges on the

'n

passengers. The Authority, in any ‘¢as

s nda d to determine tariffs for Aeronautical services
(including amount of User Devequ;pefnt;fggegl;ht_g'iéi}ng into consideration the economic and viable
operation of the major airports. Hénce, aftér déterrﬁining such Aeronautical tariffs (as well as UDF),
the Airport’s viability would be ensured in terms of financial returns. Any amount obtained through
commercial exploitation of land would then be over and above what is required for such economic
viability or feasibility. |

The Authority did not consid-eﬂ- it to be the objectivef'-af grant of excess land to the airport operator
of return. The Iand.‘.of. around 4008 acres (-.-Schedu!e 2 of thef. Concession Agreement) had been
acquired by the State Govt. under the relevant provisions of Land Acquisition Act (and leased to the
airport). The Authority noted that the rent for fand is taken at 3% (to be increased to 6% of the cost
from the eighth year) based on Rs. 175 crores which the Authority understands may be the
acquisition cost under the Land Acquisition Act. The Authority thus understood that the rental does
not make distinction between different uses permitted on this land, namely, the airport activities
and the other commercial activities (clause 4.2(v)). The Authority understood that land for
commercial purposes is generally based on certain well-defined principles of disposal including that
of auction and, at any rate, attracts a higher lease rental. Hence any receipts from the commercial
exploitation of land outside the terminal building should also go to reduce the incidence of
passenger charges namely UDF.

The Authority also notes comments re GoK as one of the stakeholders for the

Consultation Paper issued for determy Ratisal Tariffs for the first control period as

below:
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4.5.36

4.5.37

4.5.38
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“..The Kempegowda International Airport at Bangalore is one of the fastest growing airports in the

country. It is also envisioned to develop this airport as a hub for Southern Region and South East
Asia. This calls for expansion of facilities at the airport from time to time in line with the traffic
growth and master plan. Keeping this in mind, GOK has provided around 4008 acres of land to BIAL
on lease basis to cater to the ultimate capacity of about 50 million passengers with the
éonﬁguration of, two parallel simultaneously operable runways and the corresponding airside and
landside facilities. It may be clarified that no land has been provided exclusively or specifically for
commercial or non-airport activities. H@Wétrsr, as per the master plan approved by BIAL Board,

;.. As‘mentioned in the earlier letter dated 26" August

about 720 acres is available fon‘-sfuéﬁ acﬁw‘t

2013, the guiding principles for Ui-“ﬂisqﬂbn 0 ' and gre contained in the Land Lease Deed, Concession

Agreement and State Support Agr‘eement g
With reference to the DO letter dafed 24"' G‘ctober 2013 of AERA referred at (5) above, we have no

issue with the stand taken by the Au:han‘% 3 hﬂ’t whatever revenue BIAL may generate from the

commercial exploitation of the "éxcess” fan ‘sﬁou!d be entirely ploughed back into the Airport

Project. This is in consonance w?th bur wtews" (ﬁ.’ease refer our letter dated 26" August 2013)

wherein we have stated that the ﬂﬁssengé " lf_irerest is paramount. We feel that our passengers

should enjoy world class facilities. . ! T
The Authority’s regulatory framewmk prOVIdeS for fair rate of return to be given to the Airport
Operator. The Authority understands that it cannot be the intent of GoK to acquire land in excess of
the Airport requirement without a specific link to ensure that the returns from the same are used
to reduce the burden on the passengers.

Accordingly, the Authority considers that the revenues earned from such lands prbvided as part of
Land lease agre‘t_e_ﬁ?\'em't!’“frbith:"a"él"é'ér:_'lfy' stated ije;cti\fé's's__héﬁ‘ld be considered in an appropriate manner
for cross subsidising the Aeronautical Tariffs. Hence, the Authority :had proposed to consider the
revenues from Real Estate as akin to “Non-Aeronautical Revenues”.

To summarise, on Land monetisation, the Authority decides to consider any return / income
received from such Land monetisation activities as revenues from which 30% will be cross
subsidised for computing ARR and the resultant Aeronautical charges.

The Authority notes comments made by IATA on Regulatory Till. The grounds for adopting 30%
Hybrid Till for the Second Control period has already been elaborated by the Authority in its Order
No. 14/ 2016-17.

Decision No. 1. Regarding Regulatory Till and principles for Tariff determination

Order No: 18/2018-19

1.a.Based on the material before it and its analysis, the Authority decides:

i. To compute ARR under 30% Hybrid Till for the second control period.
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ii. To consider revenues from Cargo, Ground Handling and Fuel Farm services and
Rentals from leasing of space to agencies for providing core Aeronautical services as
Aeronautical revenues.

iii. To consider revenues from Property development activities akin to Non-
Aeronautical activity and consider 30% of such revenues towards cross

subsidisation of Airport charges.
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5 Review of Pre-Control Period

5.1 BIAL's submission relating to Pre-control period shortfall

5.1.1 BIAL had, in its MYTP submissions for the second control period stated that it has a carried forward
loss of Rs. 53.28 crores prior to the Airport Opening date and that the Airport had incurred losses to
the tune of Rs. 97.03 crores in the year 2008-09 and the accumulated losses upto 2008-09 was Rs.
150.31 crores. BIAL had submitted as follows:

BIAL had a carried forward !oés df R§ 53.2
ad-hoc basis from AoD, Operar:qns rresufte_
operation (i.e., FY:2008-09) and |
2008-09 (as per the audited accoynts)t IHIA,L héxd ensured high quality in performance standards

T
and is expanding the mfrastructur;a! a@ifff:es to meet the increasing demand of both passengers

ore as of pre-AoD. Post approval for levy of UDF on
,!055 of Rs. 97.03 crore during the first year of its

_' ceumu fed loss aggregated to Rs. 150.31 Crore as up to

and airlines.
Given that BIAL had incurred t\he B "}he commencement of Airport operations, these
losses should have been recoveﬁ,g"ﬁ-_g‘d{gﬁﬁgﬁ ﬁf’g.'qis‘iﬁb’pequent years of operation of the Airport. These
losses and shortfalls when compounded till the start of Control Period 1 stood at Rs. 760.2 crore
and at start of Control Period 2 stands at Rs. 1,609.8 crore. In an effort to maintain the vigour to
enhance the services and aiming to build better infrastructure, BIAL requests the Authority to factor

the losses incurred prior to the setting up of the authority.”

>

5.1.2 The details of compu;atnon of preacontrol perlod IsteS and snortfall submitted by BIAL is as below:

Table 3: Pre-control. peﬂodshgrtfaﬂ as submitted byB."AL (Rs. In Erores)

Actual Shared Till revenues from Aviation e :__:_'4_178.70 301.20 343.00 822.80
Eligibleasper SRT30% .\ o | | 47610 | 485.40 |  453.80

(Under) / Over Recovery y am Y i A 297.40 -184.20 | -110.80

WACC 16% 16% 16%

Annual factor 1.20 1.20 1.00

Years to beginning of Control Period 1 3.00 | - 2.00 1.00

Compounding factor to beginning of Control Period 1 1.30 1.40 1.00

(Under) / Over Recovery till beginning of Control Period 1 -400.10 -249.40 -110.80 -760.20

(Under) / Over Recovery till beginning of Control Period 2 ' -1,375.80

(Under)/ Over Recovery till beginning of FY 2017 -1,611.00 .

5.1.3 ARR Computation as submitted by BIAL fGr-4f&"e
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5.2.3

5.2.4

5.2.5

Order No: 18/2018-19

Review of Pre-Control Period

Table 4: Detailed computation of ARR for Pre-control period as submitted by BIAL (Rs. In Crores)

1,505.58

1,668.17

Average RAB for calculating ARR

Fair Rate of Return 15.98% 16.34% 15.94%
Return on Assets 227.92 264.13 240.06
WC Interest etc. . 0.00 1.18 0./73
Depreciation 104.73 123.58 . 123.80
Opex 176.45 137.03 141.39
Estimated IT reimbursement IR 086 0.00 0.00
Total Gross ARR - .509.96 525.92 505.97

1,03 -52.57 -65.92
(A 7.15 12.05 13.72
76.08 485.40 453.77

Add: Concession Fee
Net ARR

Authority’s analysis of Pre- ControIBeﬁa B oTe) ted in the Consultation Paper.
In MYTO-CP1, the Authority had qatﬁ[eqd:hat;astﬁ&e Authority’s jurisdiction begins only from the

_ period September 2009 when the Authority was formed, the Authority did not propose to consider

any losses prior to its formation.

In MYTO-CP1, the Authority also noted that MoCA had not provided any directive to the Authority
to carry out an analysis of the adhoc tariff that had been determined by MoCA. Hence, as
elaborated in CP 22/ 2013 1;-1 '&h,e Authorlty decncied mot to reckon in the tariff determination for
first control penod any perlod b;efore «the Authoritys powers 'were notified effective September
20009.

Accordingly, the Authority had evaluated the losses that may have been incurred by BIAL during the
period 1 September 2009,t0-31* March-2011. The books of accounts of BIAL indicated that for
both the years 2009-10 as well as 2010-11 BIAL did not post any loss in its Profit and Loss
statements. The Authority therefore deaded that there would be no occasion to reckon any loss to
be added to the ARR for the current control period for determining tariffs for Aeronautical services
as well as UDF in case of BIAL.

Accordingly, Authority’s decision in MYTO-CP1, in Decision 2(a} was as follows:

“The Authority notes that from the date the powers of the Authority under Chapter 3 of the Act
were notified (this date being 1st September 2009) BIAL has not posted any losses in its Profit and
Loss statements for the period 2009-10 and 2010-11. Hence the question of considering any Pre-

Page 45 of 264




5.2.6

Review of Pre-Control Period

However, the Authority took a slightly different view in the Consultation Paper for the second
control period. While the decision to limit the pre-control period losses was restricted to the date
of formation of AERA, i.e. 1% September 2009 inétead of taking losses into account, the ARR was
calculated from 2009 to 2011 on a 40% Hybrid Till basis considering the asset allocation ratios
decided earlier and giving effect to other adjustments as detailed in the Consultation Paper. This
was done, in order to be consistent with the treatment given in the Consultation Paper for similarly
placed HIAL, wherein the Authority decided to consider the shortfall of revenues from the ARR for

the period. The over recovery in case of‘B‘m‘L'was worked out as follows, which was proposed to be

deducted from the ARR for the s‘éc@ﬂd@on&m .ﬁerlﬁa

Table 5: Re-computed Pre-control ARR and{ Wﬁ'ﬁf‘}! @\{er '

: Qery detailed in Consultation Paper 05/ 2018-19 (Rs. Crores)

Average RAB for calculating ARR :i Al 1 1,565.26 | " 1,516.85 1,413.96
Fair Rate of Return TR 8.33% 9.16% 9.80%
Return on Assets T RN 111.47 138.91 138.60
| WC Interest etc. 0.00 1.18 0.73
Depreciation 97.20 116.05 116.27
Opex 123.08 132.05 136.22
Estimated IT reimbursement =Tl T 0.00 3.17 12.08
Total Gross ARR - 33175 | 39135 |  403.90
Less: Deductions for Non-Aero. Revenues -33.33 -38..72 -52.28
Add: Concession Fee on Regulated charges. 9.64 15.54 17.63
Net ARR 308.06 368.18 369.25 |
Actual Revenues 241.04 388.46 440.70
Over/ (Under Recovery} . -67 03 20.28 71.45
Over/ (Under Re&:overy) frc;h'l Senfémbenaoﬁs '. j 11.83 71.45 | 83.28
Over/ (Under Recovery) mdexed till 15t April 2016 141.55

5.3 Stakeholders’ comments on Authority’s analysis of Pre-Control perlod Shortfall

5.3.1

Order No: 18/2018-19

APAO has stated the following:

“..In the Consultation nge}, the Au_thoﬁirp.'-ﬁas.;;p(opbs'ed'Q.;ot to consider BIAL's Pre-control Period
entitlement viz, period prior to the Airport Opening Date up to notification of powers of the
Authority for tariff determination in September 2009. We would like to draw the Authority’s
attention to .the TDSAT Order wherein the Tribunal has rejected a technical plea contending that
the regulator had no jurisdiction to determine tariffs for a period prior to the notification of fts
powers in September 2009. The Tribunal upheld that there is no express or implied embargo
prohibiting the Authority from regulating prior to notification of its powers for tariff determination.
In fact, the TDSAT Order has clarified t e tariff determination exercise left unfinished by the

Central Government could be finis, ﬁm was legally constituted.
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In addition, Para 67 of the TDSAT Order clearly slates that the Central Government was fully aware
of the tariff determination exercise by the Authority in the case of DIAL for the period as it has
issued communications relating to tariff fixation without any objections. In such a scenario, the
Tribunal observed that it would be futile to direct the Central Government to go through the
formality of fixing tariffs when it cannot complete the exercise in a meaningful and proper manner
so as to avoid retrospect impact and delay. Finally, it was also mentioned that Section 13 of the
AERA Act “gives sufficient latitude in selecting an appropriate beginning of the first regulator term
of 5 years subject to rules of transparenﬁy and fairness." This clearly dismisses the argument of the
Authority not having ,-'ur.'sd.'ctm.f;i ::!vm1 the perf:od pr‘.'or to the notification of its powers.

In addition, we would also like to reféf to fbe [eh‘er dated 3 April 2008 issued by the Mmrstry of Civil
Avlatlon ("Ministry") to BIAL (ref AV: 2‘BQQ 5,(003/2003-/\/1!) which explicitly clarifies that the UDFs
approved by the Ministry foHow;ng fh’e cd menrement of airport operations had been determined
on an ad-hoc basis and that the spmp qyf(i be finalized at a later date in accordance with the
Ministry's Guidelines and BIAL's Co : Agreement.

Further the domestic UDF deter“l':_ ined
2009 (ref letter: AV20036/07/26@8&A
airport operations, and hence in eons!de‘reﬂon af wch prior period shortfaﬂ does not seem ;usnﬁed

try in case of BIAL was only notified in January

as seven months after the commencement of

BIAL suffered shortfall cumu!atwe!y for the penod since the construction of the airport up till March
2011. _

It is pertinent to point out that in case a particular period of airport operation is not considered, the
airport opera'tor would incur considerable financial loss. Needless to mention that the losses of the
airport operator results in an.indirect benefit to the.community of airport users at the expense of
the airport operdtor. =Econ.gqﬁc:=regu1qrmn""_i_sf tHe Séctor a:‘r’ﬁs' at'ensuring a balance between the
interests of different stakeholders: and doe$ not envisage-any particular stakeholder being in a
better position at the unjustified expense of other. Therefore, not regulating a particular period
where aeronautical tanffs-wlére below the.regulated levels is clearly a case of enhancement of the
interest of airport users dt the un Warfanted:.exgénseg@f fbe :airport operator.

Accordingly, we would request the Authority fd"?:'br';?sr'def the pre-Airport Opening Date and Pre-

control Period shortfall for determination of tariffs for the second Control Period...”
5.3.2 BPAC has stated the following:

“..In its submission to AERA, KIAL has requested the Authority to consider the pre-control period

shortfall in its entirety and allow KIAL to recover the shortfall incurred during the Pre-Control

Period. As per the decision passed by AERA in the Order for the first control period tariff

determination, the Authority noted that, f_{g-rﬂ_the date the powers of the Authority under Chapter

X goﬁm@er 2009) BIAL has not posted any losses in its
£

i

3 of the Act were notified (this date g‘m@
ey

Profit and Loss statements for t 010-11. Hence the question of considering
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any Pre-control period shortfall for the purpose of determination of Aeronautical Tariffs for the
current control period does not arise.

We would further like to highlight that KIAL has been collecting UDF even prior to the year when
AERA was formed. We therefore request AERA to disallow the request by KIAL to recover the pre-

control period losses...”
5.3.3 HIAL has stated the following:

“...Pre-control eligibility: While calculating. eligibility towards pre-control period, Authority has
considered pre-control period stécting:front 15t:Sept’ 2009 to 31st March’ 2011. Bengaluru Airport

commissioned Terminal operatign m:MﬁyéﬁﬁbB" ﬁowever authority considered tariff determination
period starting from 1st Sept’ZOG' ‘bﬂﬁf;g the dﬁt’é on which Authority’s power came into force in
chapter Il and VI of the AERA Act. e P

Since airports are regulated and trar)ff* rs determmed under requlated framework, the

commencement of determmatmom&haﬂ*be frgm the date of commissioning of the Terminal. As per

the concession agreement, BIAL prior: to "he ogpomtment of Independent Regulatory Authority
ﬂRA) should seek approval of MOCA
cost. Initially MoCA in case of BIAL

"g ibile Airport charges based on final audited project

d*approved adhoc tariff based on the information and as part’
of normal tariff determination process foHowed by authority the tariff is always subject to true up
based on actual financial numbers. Accordingly, BIAL had submitted true up calculations for pre-
control period a;*ong with first control period tariff filing to AERA who was in place by that time.
Since the MoCA has relinquished its rights and obligation regarding tariff determination to AERA, it
is AERA’s responsibility to act on behalf of MoCA and determine tariff accordingly.

Also, the appellgte :tr{bund!- TbsﬂT in-q recent @bse-:gf-Del&i International Airport Ltd (DIAL) had
dealt with the sfﬁw‘[ar Issua-ghd-.arderé& fdﬁow;‘ng; {

“Once AERA was legally constituted from September 20089, the unfinfshed exercise could have been
finished only by AERA. Clearly, the central government has the authority to consult independent
expert body for the period between 01:04.2009 and 01:09.2009 when AERA came into existence.
The exercise by AERA for that perlod has been within the knowledge of central government which
has issued communications relating to tariff formulation. In absence of any objection from any
quarters including central government, it would be futile to direct the Central Government to go
through the formality of fixing the tariffs for the 5 months between April’2009 and August’2009
when Central Government cannot exercise in a meaningful and proper manner so as to avoid
retrospectively any delay.”

Above order clearly states that AERA has stepped into MoCA role as far as tan'ff determination is
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IATA has stated the following:

“..Truing Up of First Control Period ARR: - For the first control period AERA used a 40% shared till,
but was clear that the true up mechanism would be made on a Sr’ngre till basis. However, it is now
proposing to change such decision and to adopt a true up on the basis of a 40% shared till on the
basis of “expansion needs”. AERA should not change its decision solely on the basis of capital
expenditure needs as that would spare shareholders from the responsibility to provide adequate
capital to finance investments. Moreover, it would constitute prefunding, and on top, the capex will
be included in the RAB and the cempany«w' ufd be remunerated for it.

If AERA still wished to cons.'der q 40% share till desptte our well-justified arguments, then we urge

AERA to at the least avoid users pay.i'ng tw;r,‘e‘ fcfr the same assets. In this regard, the difference (in
funds paid by users) between the: qpplicatfgop._éf__a true up on the basis of a single till vs using 40%
shared till should be subtracted frlbm'rhé':'.RAB:' iéy doing this, users would be at least spared from
double paying for the same assetﬁ (thﬁe same: w"ou!d apply for any calculations for pre-first control

periods)” _

“...While we recognise that the WOpQ\szed
ecalculated on a Single till basis...”

AT}

:¢||

éﬁﬂm#nt is better than what the airport proposed, we

believe that such adjustment shou
FAIRFAX has stated the following:

“...Pre-Control period losses not considered for tariff determination by AERA: - A letter from the
Ministry (ref: AV 200015/003/2003-AAl dated . 03.04.2008) to BIAL mentions that the UDFs
approved by The Ministry upon opening the airport were determined on ad-hoc basis and that a
final decision in that regard was yet to be taken. The.letter also states that the tariffs were interim
in nature and" would be finalized at a fdter date as per the, Guidelines of the Ministry and the
Concession Agreement. | '
However, the AERA proposes to compute Pre-control period shortfall/ over recovery of revenues
~ from the period the AERA has jurﬁﬁﬁf't‘tfon _:-(Séptemb.e‘r. 2009) and not to consider the pre-airport
Opening date losses incurred. prior to September "2009: As per the AERA, it does not have
jurisdiction to reqgulate over a period prior to the date the powers under Chapter 3 of AERA Act
2008 were notified.
We would like to submit that the Concession Agreement contains explicit provisions, which assures
the appropriate tariff determination either by the Ministry or AERA as the case may be. As
explained above initial tariffs were determined on ad hoc basis by the Ministry and AERA needs to
consider these ad hoc tariffs from the date of inception rather than from September 2009 while

computing Pre-control period shortfall/ over recovery of revenues. Any different approach by AERA

will result in a situation wherein airport willnot be compensated for its due performance. In view of
. _
above, we request AERA to cons.'dﬁe

recover the shortfall of revenue
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5.3.6 Sanjeev V Dyamannavar has stated as below:
“...We request AERA to not entertain the request by KIAL to recover the pre-control period losses...”
5.3.7 Siemens has stated the following:

“...Pre-Control Period Losses not considered for tariff Determination:- A letter from the ministry
(ref: AV 200015/003/2003-AAl dated 03.04.2008) to BIAL mentions that the UDFs approved by the
ministry upon opening of the airport were determined on ad-hoc basis and that a final decision in
that regard has yet to be taken. The '!E'ltfék“a.-‘so states that the tariffs were interim in nature and
would be finalized at later date as per H‘ik gufdemres of the ministry and concession agreement.

However, the AERA proposes to campute Pi'e Confrof Period Shortfall/ Over Recovery of Revenues
from the period the AERA has Junsd;ctian {&‘epte?nber 2009) and not to consider the pre-airport
opening Date losses incurred prior to Sept’ember 2009. As per the AERA, it does not have
jurisdiction to regulate over a peno‘d gin@r ta thp date the powers under chapter 3 of the AERA Act

2008 were notified.

In the Case of Major Airports m{"': Jia, | i [A,f_, as mandated by law, aeronautical tariffs are

to be regulated and an mrport qﬁgrait _ t suo moto adjust / increase its Tariffs- even to
recover any losses. In these Crrcumscences, ,n@nvc@nﬂderanon of such losses incurred by authority
would lead to BIAL bearing these losses- whfch is against basic principles of economic regulation
regime in the country. We request AERA to consider the pre-control period losses for Tariff

Determination...”

5.4 BIAL's response to Stakeholders’ comments on Authority’s review of Pre-Control period

losses

5.4.1 BIAL has agreed with the comments maﬂ_e hinﬁIAL and APAO.
5.4.2 Oncomments made by BPAC, BIAL has stated that:

“..B.PAC has suggested that.any Pre-Control Period shortfall for the purpose of determination of

aeronautical tariffs for the curfent control ,ﬁeﬁbd’sh@ﬂfd not be considered based on the Authority’s

decision of First Control Period, whereif it was not a‘f'fbwed.

BIAL submits that the Authority had decided to not consider either losses or gains generated during

Pre-Control period for tariff determination of first control period. However, in the current CP, the
- Authority is proposing to consider performance from September 2009 instead of considering the

entire Pre-Control Period.

BIAL would like to highlight that in paras 66 and 67 of the TDSAT Order, the Tribunal has held that

the Authority has full jurisdiction over the Pre-Control Period. Relevant extracts from the TDSAT

Order have not been reproduced for the sakww and can be referred to our detailed

submissions made in response to the CE S

g‘@
%
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Accordingly, BIAL would like to submit that the Authority should relook into its approach and
consider the Pre-Control Period losses in its entirety. Alternatively, Authority should not consider
the partial performance of Pre- Control Period and to consider performance from First Control
Period onwards till the matter gets resolved in the Hon’ble TDSAT.

BPAC has highlighted that BIAL has been collecting UDF even prior to the year when the Authority
was formed and therefore requested the Authority to disallow BIAL from recovering the Pre-Control

Period losses.

BIAL submits that at the time of operiing,q
tariff (ref: AV 2OOOI5/003/20@%—')9;@1’;'9’&1;%&6*'f03@"{9,4}'2(398) through the determination of International
UDF. Further, the Mmfstry'f--"_deterh;r!h'gdﬁ=.; Domestic UDF in January 2009 (ref letter:
AV.20036/07/2008-AD) i.e. seven_m_gﬁ;mgfaﬁe@ the airport-commenced operations, which led to a

/?fz‘he ajrport, the Ministry allowed BIAL to collect ad-hoc

shortfall in recovery.

ﬂ,:ﬂs were interim in nature and would be finalized at a
P‘ the CA. The CA provides for tariff determination

The Ministry’s letter also states thatithe to

later date as per the Guidelines bfz’h‘eM
either by the Ministry or by théé.? d b Gtory Authority (IRA) as the case may be. Neither
the Ministry nor the Authority {IR i the tariff determination exercise. The Authority has
~ determined tariffs effective fron*f--ﬁﬁe;ﬁf&ﬁ'rﬁfekaz@@é;in the CP without considering Pre-Control Period

losses, which is detrimental to BIAL. Hence, BIAL requests the Authority to consider the Pre-Control

Period losses as detailed in its response to the CP..."”
5.4.3 Oncomments made by IATA, BIAL has stated that:

”..1) In the context of cansideration of shortfall/over recovery for the Pre-Control Period, BIAL
notes that !AMEh‘as not pﬁﬁv{r’:jﬁ& any jgé‘ﬁi-’ﬁé;btidr_j’ tq_;_sqbpdmj its’submission of why. Single Till has to
be considered for true up purpose.. - | _

2) BIAL differs with IATA’s submission and reiterates its request the need to consider the true up for
Pre-Control Period at 30% SRT as adopted for similarly.placed airports such as HIAL. Articles 10.2
and 10.3 of the CA Jﬁdicd._te. the _aﬁopt'foﬁ of Dual .;Tfﬂlf(?)r tariff determination by mentioning the
term “Airport Charges™ which are to 'bé'regufat;?d ‘and “Other Charges” which BIAL would be free to
fix. Despite the fact that CA proposed a Dual Till, the Authority has applied a shared till
methodology for BIAL.

3) Further, the Concession Agreements of DIAL and MIAL, which were awarded subsequent to BIAL
had incorporated 30% SRT. The Ministry has issued a policy direction in the case of HIAL under
section 42(2) directing the Authority to consider 30% SRT. Thus, the Authority should also true-up

Pre- Control Period under 30% SRT for BIAL to have consistency with similarly placed airports...”

5.4.4 Oncomments made by Sanjeev V Dyam AL has stated that:

Control Period losses.
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2) BIAL submits that it has justified its position based on judicial pronouncements and prior
treatments of the Authority in this regard. BIAL’s detailed response on the matter has been

provided in its response to the CP...”
5.5 BIAL's comments on Authority’s analysis on Pre-Control period shortfall
5.5.1 BIAL has submitted as follows:

“..Treatment of Pre-Control period shortfall prior to notification of AERA’s powers for tariff
determination o '
In Decision No. 2 of the Authomyfs Qrder Np* 5&&14 15 in respect of the tariff determination for
BIAL’s First Control Period, the Authamty held thqt it would not consider an y shortfall/over-recovery

prior to notification of its powers:in _Sept\me.g;: 2909. An extract from the same is as given below:

The Authority’s proposal as part offii;__e_ii recent.CP is as follows:

It can be seen that while in the .é:'r"_r'f" , qé First Control Period, the Authority had chosen

not to consider either prior perl’!aﬁt 0s5€5: ’dr:' g‘dms while computing the tariffs, in the CP, the
Authority has proposed to consfd\g@}g!}igpfrfp;mggce of the airport since September 2009 and has
ignored the performance prior to September 2009.

BIAL’s Response

Authority’s jurisdiction to regulate a period prior to the notification of its poWers

UDF determination by AERA vide Order No. 6/2010-11 for HIAL

Authority may note following.extracts from its afaremenrioned Order, in the matter of revision of
User Development Fee ( ”UDF’) at HIAL :and an assoc:ated !etfer sent by HIAL to the Ministry dated
02.08.2009 for the upward revisiol of UDF: 4

“2.2 Based on the provisions in the CA and the application made in this behalf by HIAL, the Ministry
of Civil Aviation allowed a levy of UDF @ Rs. 1000/- (_f‘ﬂs!usr've of taxes) per international departing
passenger w.e.f 23.04.2_908- and @Rs. 375/ (?ﬁé{_usiiié of ;axes} per departing domestic passenger
w.ef 18.08.2008 (vide - letters  No.AV.20015/03/2003-AAl  dated 28.02.2008 and
No.AV.20036/28/2004-AAl (Vol.1V) dated 18.08.2008 respectively), on adhoc basis....”

“2.3 .......HIAL submitted that in the meanwhile, they had started collecting the provisionally
approved domestic UDF @ Rs.375/- departing passenger, under protest. HIAL also stated that as a
result of the lower UDF approved for domestic passengers, they were incurring a substantial loss of
Rs.16 crores per month.”

“4.1 HIAL vide their letter Ref: GHIAL/F&A/UDF/2009-10/2 dated 02.08.2009 addressed to the

October, 2009...”
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Based on the extracts of the Order and HIAL's letter mentioned above, the Authority had
considered letter from the Ministry and determined UDF for HIAL from its inception.

It can be seen that the Authority has exercised its powers to determine tariffs for period prior to the
notification date. Consequently, nofhfng precludes the Authority from regulating the pre-control
period prior to the notification of its powers.

Impact of TDSAT Order in the case of DIAL directing to consider pre-control period performance
while determining tariffs.

Further, BIAL would like to draw the A;Jrhen'ty’s attention to the TDSAT Order, which dismisses a
technical plea, which contended tﬁﬁ‘f’tﬁé"’rébﬁﬁft(ﬁr- had no power or jurisdiction to determine tariffs
for a perlod prior to the not.‘fﬂcatfan T’he TtpSAT Order mentions that learned senior counsel,

ippeal No.10 of 2012) raised a technical issue as

appearing on behalf of FIA (responden_.. No

given below: . i

. source of power for the Regufapo;rx is focatedi:m Section 13 of the Act wmch came into effect only
' o} ower or jurisdiction to determine tariff from an
'the tariff prior to 01.09.2009 could have been

on 01.09.2009 and hence the Regu!ater
earlier date of 01.04.2009. As per his
determined only by the Central Governmentbecause AERA was not constituted by then.”

" The relevant extract from the @*@EVEM&}#U‘Q@&?@??DSAT Order in response to the plea has been
reproduced below: |
“67. The aforesaid technical plea has been raised by learned counsels appearing for different
respondents as well. In view of a clear and categorical reply that it has no direct bearing with the
substance of a tariff formulation exercise, this plea is rejected outrightly for the simple reason that
none of the parties are adyersely affected on this geegunt. “
Further, the Trfiid.hd_! also faef‘d that.the Authority-could'finish an unfinished exercise of tariff .
formulation by the Certral Goverriment once it was legdily constituted. An extract confirming this
view from para 67 of the TDSAT Order is replicated below:
”Even if the rightful autherity, the Central Government had initiated the exercise of tariff
formufatron for the penad of 5 years begmnn‘?g*from 01.04.2009, it would have remained inclusive
and liable to be criticized as an action by an mterested party and not as an independent statutory
authority. Once AERA was legally constituted from September 2009, the unfinished exercise could
have been finished only by AERA.”
Further, para 67 of the TDSAT Order reaffirms the Authority’s jurisdiction over such a period by
stating that the tariff determination exercise by the Authority for the period has been within the
knowledge of the Central Government, which has issued communications relating to tariff

formulation. Hence, in the absence of any objection from any quarters including the Central

Government, it would be futile to direct the al Government to go through the formality of

g\{"d %
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Additionally, Para 67 of the TDSAT Order mentions that “Section 13 of the Act gives sufficient
latitude in selecting an appropriate beginning of the first requlatory term of 5 years subject to rules
of transparency and fairness.” Hence, there appears no reason why the Authority should not
consider determining tariffs for the period prior to the notification of its powers, as it has sufficient
latitude in selecting an appropriate starting point for regulation.

Thus, based on the TDSAT Order, it is clear that the Authority has full jurisdiction over the pre-
control period and should consider KIAB’s operations from the date of commencement of the

airport. Further, BIAL has sought an dpfmon from Justice Strpurkar on the Authority’s juﬂSdJ'CUOﬂ

over the period prior to the nohﬂcatmn-.-o “th
presented below: : ] Kotk
“The principal premise on which A'ERA "réfbiéii" %b consider loss prior to 01.09.2009 was because
AERA believed that it did not have: jur{sdt,cﬂom t@ consider shortfall/recovery that transpired before
01.09.2009. However, in view of téie t%dfegﬁmcw finding of Hon’ble TDSAT in paragraphs 66 to 68
that AERA has jurisdiction to consfder and detert ne tariff with effect from 01.04.2009 (i.e., events

that transpired even before Seat:pn‘ 135w

) AERA's principal premise that it does not have

jurisdiction is no more correct...
.. As the Hon'ble TDSAT has c,"m;éﬂgd“tha; Afﬁaﬁ .rs :empowered and has jurisdiction to consider and
fix tariffs for the period prior to 01.09.2009, AERA should exercise such jurisdiction and fix tariffs
taking into consideration the expenses and losses incurred by the Querist from the time of
incorporation, i.e. even prior to 01.09.2009, and true it up in the current tariff determination
exercise.”
As stated above, Justice S.'rparkar has opined that theAuthonty s premise of not having jurisdiction
is no longer corg:et:t ‘and tbe Aufhonty aught to exercase its. jurfsaf‘ ction with respect to BIAL’s pre-
control period prior t0:01.09.2009. Justice Sirpurkar also elaborated on the opinion stating that
since there cannot be any “compartmentalization in the period prior to notification of AERA and
thereafter” and that ”consfderarian -of‘t'he:!ater-perfod depends on the fact situation in the previous
period”, it would be reiarsena&!e to say that the Authority should take into consideration the
expenses and losses incurred by the BIAL from rhe time of its incorporation.
On Authority’s proposal to consider reduction in Initial Project Cost by Rs 69.45 crore based on
the Engineers India Ltd (“EIL’) report
AERA’s Treatment - As per the CP, the Authority has stated the following for reducing the Initial
Project cost: “The Authority had, in MYTO-CP1 Paras 10.34 to 10.41 considered the report
submitted by Engineers India Limited (EIL) whereby Opening RAB was reduced by Rs. 69.45 Crores.
The Authority proposed to continue with the adjustment for the purpose of arriving at Opening RAB

for the second control period also.”
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the Authority has not considered performance of the airport for the Pre-Control Period before
September 2009, the Authority has disallowed costs incurred even prior to September 2009, based
on the EIL réport (Disallowance from Opening RAB). This treatment of the Authority of disallowing
certain capital expenditure from opening asset base reflects it exercising powers for a period prior
. to September 2009. This suggests that the Authority has the powers to determine tariffs for periods
prior to the notification date.
Context of “ad-hoc” UDF determination for KIAB
A letter from the Ministry (ref: AV 200015/003/2003-AAI dated 03.04.2008) to BIAL mentions that
the UDFs approved by the Miﬁfet’:"‘])'Uﬁdb“b}ieﬁf-ﬂg of the airport were determined on ad-hoc basis
and that a final decision in that regard was yet to be taken. The letter also states that the tariffs
were interim in nature and would. ﬁt‘ ﬂfﬁﬂ'bzcd Gh a later date as per thc Guidelines of the Ministry
and the CA. An extract from the afﬁremeﬁﬁoﬁeﬁf letter has been reproduced below:
”3 Once the final audited accogntﬁ {q‘a
Limited (BIAL) to Govt. of mdm,ﬁ a. f"'r

domestic and international deﬁqrtfng-.

been submitted by Bangafore International A,'rport

isi n' will be taken on fixation of UDF charges both for

eﬁgersr The ad-hoc UDF would remain in force till the
earlier of the following:
a. Final audited figures submittey.‘yfgwﬁﬁg o

b. Guidelines for determination of UDF finalized by Ministry of Civil Aviation (MoCA), or

c. 3 months from airport opening date. _
The tariff would be finalized thereafter as per the Guidelines of MoCA and the Concession
Agreement.”

Domestic UDF determined-by.the Ministry in case: of BIAL was issued in January 2009 (ref letter:
AV.20036/07/2008-AD) e s seven ‘months after~the airpart-commenced operations. In the
circumstance, it woufd inot be just‘fffed,’;fBiA'L was .;Tot:aifbur.zed to'recover such shortfall in revenues
when it is clear that the Ministry clearly intended to do so when the Authority was in place.

Hence, the Authority’s pr@posaF not to consider the. '-portfon of pre-control period prior to the
notification of the Autharity’s powers ought tobe re-examined based on the aforementioned letter
by the Ministry and with respect to the decisions taken in the recent TDSAT Order.

As highlighted earlier, based on the letter issued by the Ministry (ref: AV 200015/003/2003-AAl
dated 03.04.2008), tariffs fixed were ad-hoc in nature and were subject to final tariff determination
subsequently. Authority may also note that pursuant to the above-mentioned letter by Ministry,
BIAL had addressed two letters dated 09.01.2009 and 18.02.2009 to the Ministry requesting for an
increase in the UDF and the Ministry had forwarded the same to the Authority for necessary action.
Therefore, the reasoning in the MYTO CP1 as recorded in Clause 3.1.2 that the Ministry has not
prowded any directive to the Authonty(— g'htbe analysis of the ad-hoc tariff fixed by the

e Ministry’s tanff determination was ad

the Ministry did not take place. The
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Authority has incorrectly proceeded on the basis that the Ministry may have taken the same into
account. The ad-hoc tariff continued to be in existence till 31.03.2011 and the Authority determined
tariff from 1.4.2011 without considering the performance before 01.04.2011. Under such
circumstances, BIAL submits that no decision be taken, to its detriment, on an uncertain and
erroneous premise by Authority.

The CA of BIAL provides for tariff determination either by The Ministry or by the Independent
Regulatory Authority (IRA) as the case may be. Initially, the Ministry determined ad-hoc tariffs
where final tariffs were to be determined during a subsequent period. However, the Authority has
determined tariffs effective froﬁﬁ;’thé!ﬁi‘&t"fG‘o?ﬁFq‘f Period, after the setting up of the Authority. In
this CP, the Authority is proposing to 'fdionsiié‘ér_'tqf{szs’ from September 2009 rather than inception of
the airport leaving the tariff deﬁérmfﬁdﬂaﬁ" iﬁeomp!ete for the period from inception of airport to
September 2009. In view of commithqen,ts ,qrdwded by the CA, we request the Authority to
determine tariffs since the inceptiop. | ¥ YW

Accordingly, BIAL reiterates that the Authémry is empowered to take into account pre-airport
om the fbct that, to determine RAB, the Authority has

opening date losses. This can b ¢ seen fi

considered assets created on af&%b}:(};gge;nmg‘ﬂ‘ e viz. assets created in Pre-Control Period.
Shortfall - suffered by BIAL dt{ri;;.g.j; ":f}!‘?-‘; Rrggqqlgtrof period: - Being a regulated entity, the
performance of BIAL has to be adequately compensated considering the shortfall since inception of
BIAL rather than from September 2009. Any other approach by the Authority such as consideration
of performance from September 2009 will result in a situation where BIAL is not compensated
adequately.

Treatment of Authority in first control period towgards. pre-control period losses — Request Authority
alternatively to maintain consistency with C@ntro! Pené:d i

In the first control period tariff deserminatmn, Authority has not. cons:dered either losses or gains
generated during pre-control period and considered the performance of BIAL starting from first
control period. However, q'w;fng above, CP Authotity is proposing to consider performance from Sep
2009 instead of considering:full pre-control period, In-this regard, BIAL would like to submit that
Authority may relook into its d’,ﬁprdacﬁ and alternatively not consider the partial performance of
pre-control period and to consider performance from first control period onwards till the matter
gets resolved.

BIAL Submission: - Based on the above, BIAL requests the Authority to consider its actual
performance during the Pre- Control Period in its entirety, i.e. since its inception, supported by
auditor certificates, and allow it to recover the shortfall during such period. In the alternative, BIAL
requests Authority not to reduce purported over recovery until such time that the Hon’ble TDSAT

decides on this issue.

'j.“ Uip fq ;;’

and First Control Period.
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AERA’s Treatment: As per the CP, the Authority has stated as below for true-up of the Pre-Control

Period and the First Control Period:

BIAL’s Response - Regulatory till prescribed under BIAL’s CA: - BIAL’s CA is a pioneering concession
signed on PPP basis. Articles 10.2 and 10.3 of the CA indicate the adoption of Dual Till for tariff
determination by mentioning the term “Airport Charges” wlrhfch are to be regulated and “Other
Charges” which BIAL would be free to fix. Despite the fact that CA proposed a Dual Till, the
Authority has applied a shared till methédology for BIAL.

Precedents of 30% SRT for PPP Airports in Wdlat-sthe Concession Agreements of DIAL and MIAL,
which were awarded subsequehftﬁ:.BZA’L '-‘ai?‘i?l"'.ﬁﬂﬁ,- had incorporated 30% SRT.

The Ad-hoc UDF determined by the"M‘fhfs%}*yfbr'B?AL for the period post Airport Opening Date was

on the basis of cross subsidization of 305’ from non-aeronautical revenue, though the CA did not

provide for any cross subsidization from no“' ~Qef0naut.tmf revenue.

The Authority has based this prbposaf on the Mm:stry s letter dated 24.09.2013 to the Authority
recommending adoption of 40% SRT_m ca _ ﬁf 'B!AL in view of the funds required for expansion of
the airport. BIAL submits that dl.can.sfderaﬁon af the above letter in its entirety discloses it to be
clarificatory in nature. In other Words, :ﬁ?éj;‘!égqeh_c‘-i?nnot be considered as a direction by the Central
Government under Section 42(2) of the AERA Act.

The Ministry has issued a policy direction (via letter dated 11.06.2015) in the case of HIAL under
section 42(2) directing the Authority to consider 30% SRT. It may be noted that in the context of
legal framework, both BIAL and HIAL airports have similar Concession Agreements and are
structured similarly in terms ef land lease agreement, viability gap funding, etc. The Authority itself
has taken a stand In HIAL's Consultation Paper for the Secondi-?tf&}?troi Period wherein as per Para
2.14, it has observed that “The cbhcession agteement if‘the case of Hyderabad is also similar to
that of Bangalore.” This further corroborates BIAL’s pos;t:on that there should not be any difference
in rhe percentage of shared till between H!AL and BIAL

A!so as the National Crw! Aviation Po.":cy 2016 (NCAP): enwsages a uniform 30% SRT for all major
airports.(which is accepted by the Authority in Order No.14/2016-17), the supposed differences and
distinction in the major airports should not have any bearing on determination of till methodology.
It is true that the NCAP is prospective. However what BIAL is submitting that the Ministry has taken
a policy decision that the distinctions and differences in the major airports, if any, are not relevant
for determination of till methodology. The direction for Hyderabad airport for first control period
further entrenches this position. Therefore, the reasons mentioned in Clause 4.3.3. of the
differences in the airports resulting Wreatmenr for till methodology may not be correct
hLE tgopted. Therefore, BIAL submits that the Authority

: &
must treat BIAL on fair and no imiglitpgy te ?ﬂ d adopt 30% SRT for BIAL as well.,

& .
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Opinion from Former Chairperson AERAAT justifying adoption of 30% Shared Revenue Till - [urther,
in an opinion sought from Justice Sirpurkar on the appropriate till mechanism to be adopted by the
Authority for the First Control Period, he opined that considering the similarity between BIAL and
HIAL with respect to their Concession Agreements, a policy directive in respect of HIAL should also
be applied in the case of BIAL as well. An extract from his opinion has been reproduced below:

“4.4 MoCA has issued a policy directive dated 10.06.2015 that 30% SRT be applied in case of Rajiv
Gandhi International Airport, Hyderabad ('Hyderabad airport or HIAL’). This policy directive has
been referred to in Consultation Paper-_Néi‘%fﬁO/zOl 7-18 issued in respect of the Hyderabad airport
and AERA has proposed to undéﬁt_»‘g_kéii}fféaé -Qﬁ‘e)?’eggise on the basis of 30% SRT for the first control
period for Hyderabad a:'rpoftf--l.A"fthg’t_gh.z:t?lé’- ppﬂfé}f directive is issued in respect of Hyderabad
airport, considering the sfmilarf‘ﬁy-of.fiotﬁ Q'tﬂports and especially in view of the striking similarity in
the Concession Agreements of thé-afrpdft's'a"t-’BEngafuru and Hyderabad, the principle behind the
policy directive issued in respect of Hydembad airport should also be applied in respect of

Bengaluru airport by AERA.

Further, Justice Sirpurkar refertéi?"_’i‘_qi-’@fﬁe . 'i;t‘-‘é;birports stating that the Authority may consider

that other private airports mcfudfngtm bai, D hi and Hyderabad have been regulated under the
30% SRT for the First Control Perjod-and-Bengelury airport alone is being regulated under 40% SRT.
Accordingly, by referring to object c;f Icrel’affng‘a iexlzef playing field for the airports, Justice Sirpurkar
has suggested to avoid a discriminatory treatment for BIAL stating as follows,

“..The statement of objects and reasons to the AERA Act set out the requirement of creating a level
playing field amongst different categories of airports. One of the ways in which AERA can create a
level playing field for all private major afrports that are similarly situated, i.e. Delhi, Mumbai,
Hyderabad and: Benga!uru is-to enslre that their tarb‘_’f detf:rmmat:on is undertaken on a similar
methodology for the frrst control period as well,”

BIAL’s Submission: - Given the fact that all prior policy evidence points towards 30% SRT, the same
needs to be applied in the case of BIAL as well. Accordingly, BIAL requests the Authority to adopt

30% SRT for true up of Pre-Control Period and First Gontrol Period.

5.6 Authority’s examination of Stakeholders’ comments on Pre-control period

5.6.1
5.6.2

The Authority has carefully considered the submissions made by BIAL and other stakeholders.

To summarise, BIAL has submitted the following with reference to pre-control period losses:

5.6.2.1 The Authority to consider BIAL’s actual performance during the Pre-Control period in its entirety i.e.

5.6.2.2 The Ministry of Civil Aviation has fixed only adh

Order No: 18/2018-19

since its inception, supported by auditors certificates and allow it to recover the shortfall during
such period. In the alternate BIAL requests Authority not to reduce purported over recovery until

such time that the Hon’ble TDSAT decides on this issue.

could finish the exercise of tariff determinati
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5.6.4

5.6.5

5.6.6

5.6.7
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The TDSAT order gives adequate power to the Authority to go beyond the date of formation of

AERA and compensate the Airport Operator for the losses incurred.

While calculating the shortfall in ARR for the pre-control period, instead of allowing a 40% Hybrid

Till, a 30% Hybrid Till may be allowed in case of HIAL.

The Authority also notes that BIAL has drawn reference to TDSAT Order passed for DIAL equating

that any unfinished works that the previous regulator had left could be completed by AERA.

Authority also notes BIAL submission that there is sufficient provision in AERA Act to determine the

starting date of a Control Period. 2\

The Authority notes that the Authquw ha;tdetalled its reasoning for considering 1% September

20089 as the relevant date for evaluatiqﬁ of-*:t'hetsﬁgféfa'll/ over recovery.

The Authority also notes that in case of BIAL the Authonty had requested BIAL to submit details for
computation of Adhoc UDF which 3]AL ha"

events in this regard have been listed in CP’ 14 issued for the first control period). In case of HIAL,

1@1 provlded to the Authority. (Detailed chronology of

the Authority had determined AdRoc UDF and had to review the results of the period from which

the Authority came into ex1stenceand cohsid éd ’the losses incurred.
h_é? tarlff determined by MoCA was adhoc and the

The Authority notes that BIAL has sf’éte
final determination of the tariff d[\gi‘iimtftgi;g Q@-cg[ﬁ!-’he Authority notes that MoCA has not provided
any directive to the Authority to cahr\ry Ioult ;m ‘é.lna.r‘yéis of the adhoc tariff that had been determined
by MOCA. Hence, as elaborated in CP 22 issued for the first control period, the Authority decides
not to reckon, in the current tariff determination any period before the Authority’s powers were
notified effective September 2009.

The Authority notes that BJAL and the stakeholld_ans_; supporting its claim for pre-control period

losses have placed a good deal-of emphasis on the TDSAT order on the fixation of control period for
DIAL. In the case of DIAL, the ch’oi:r;e.of'th'e cont'rOI'perio_d was the main issue. The State Support
Agreement of DIAL stipulated that the tariff determination should commence from the fourth year
of operations by DIAL and therefore the Auth-o—r-‘fty debided to fix the control period from 1*' April
2009 more as a matter of eﬁnvenlent‘e‘ since the fmancial accounting period starts from 1% April and
it would have been cumbersome and time consuming to separate the accounts from 1% September.
The Authority is of the view that the Hon'ble TDSAT has upheld this practical stand taken by the
Authority in its order relating to first control period order for DIAL. The Hon’ble Tribunal had noted
that prior to the formation of AERA if MoCA had started the process of tariff determination it could
not have finalised it within the short period available and therefore the unfinished work would have
to be rightly entrusted to AERA which was by then in place. This should not be used as the ground
for retrospective tariff determination for a period prior to the control period fixed by AERA and a

period prior to the formation of AERA. Proce of going beyond and before the determined control
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The Authority also notes BIAL’s request to alternatively not determine Pre-control period shortfall /
over-recovery till the Appellate Tribunal decides on the appeal filed by BIAL. The Authority had in its
Consultation Paper proposed to deduct the over recovery for the period from 1% September 2009
mainly on the ground that the approach and methodology should be consistent in the case of HIAL
& BIAL. BIAL had approached the Authority to mitigate its losses during the pre-control period.
Normally, the Authority should confine the process of tariff determination only to the control
period. In case any Airport Operator claims hardship by way of losses, the Authority might consider

it, from the date of its formation. And iftlfrefreis no hardship, the right approach would be to Ignore

the transactions prior to the Gén’-t_‘r-c;!?'p’eriadll_:-g_r}lgt."llﬂmit itself to the lariff determination for the
control period only as decided in t_hie.-yt_a"riff-':t@r'da'ij"l'f'géi;iihe first control period. Besides, fhe Authority
notes that this matter is subﬁjudicé. _an__d the Au_tahb:r[fy would take a suitable view in accordance with
the orders of the Appellate Tribuna:h;i_ﬁ ?ch‘-.is:ma!;té"r;

Having regard to all the above factc}rs,':-ftlﬁjé "f,i}«u;t_H_lﬁzri'ty has re-examined its approach to the claim of

the airport operator for pre- control*bieﬁ'ié'd léi;iss'e‘éfand decides on the following:

Normally the Authority should confrne"lt‘s tarlff'determmataon process to the Control Period.

In case an airport operator clalms ‘that there wef‘é losses in the pre-control period, the Authority
may take in to consideration any g@pr‘tfgllm regqgtges from the ARR from the time of its formation
i.e. 1* September 2009.

The Authority shall consider the shortfall in revenues and not the losses as in the books of accounts,
In case there is no shortfall, the Authority shall limit its tariff determination process only to the

control period.

iy 4

the Consultation Paper for tﬁe sgéond control period_;_.wﬂl not be clawed back and that the decision
taken by the Authority inithe first control periodawill be allowed to'stand.

Decision No. 2. Regarding truing up of Pre-Control period shortfall

Order No: 18/2018-19

2.a.Based on the material-'"bdfore;it_and ibiana‘l{rsisi";the--Authority decides
i. To confine its true up prb’cess to the first control period and to not consider any
| Pre-control period shortfall/ over recovery in computing the ARR for the second
control period.
ii. The Authority notes that this matter is sub-judice and the Authority would take a

suitable view in accordance with the orders of the Appellate Tribunal in this matter.
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6 Review of First Control Period

6.1 BIAL's submission on True up for First Control Period

6.1.1 BIAL had, as part of MYTP submissions for the second control period, requested the Authority to
conslder 30% Hybrid Till as the applicable Régulatory Framework for true up of the First Control
period also, in line with the Civil Aviation Policy and the amended guidelines issued by the
Authority.

6.1.2  Accordingly, BIAL had submitted the fql;l_,gm‘gg computations of Under/ Over Recovery for the First
Control Period (considering BIAkf-sim_t'q__;ﬁ?%jeﬁd RoR,treatment of CGF revenues, etc):

Table 6: ARR for First Control period aﬁde{under){merﬁe{:aqgfv as submitted by BIAL (Rs. Crores)

RAB 1,286.33 | 1,904.08 | 2,505.53 | 2,356.11
FROR 96| |12.60% | 12.60% | 12.60% | 12.60% |
FROR * RAB ol a7b39 |, 1162.01 | 239.82| 31557 | 296.75 | 1,189.56
Depreciation b 1226 26.25| 13365 | 19473 | 187.98 |  765.25
Opex ' 23428 | 22275 | 26534 | 264.85| 1,154.04
IT reimbursement/ Working Capital 3 : 093 . 0.81 0.59 1.18 3.68 7.18
Less: Non-Aero Revenues Sl 75603 ic16.40 |  -85.10 | -102.82 | -130.97 | -470.89
Add: Concession Fee 4% or Actuals 15.16 14.75 15.47 23.42 28.39 97.18
ARR computed _ 40535 | 461.70 | 527.18 | 697.43 | 650.68 | 2,742.33
Less: Revenues -378.98 | -368.73 | -386.69 | -585.54 | -709.68 | -2,429.62
Shortfall to be recouped 26.37 92.97 140.48 111.90 -59.01 312.71
With carrying cost _ ' ' 510.66

6.1.3  BIAL had accordingly incluﬂed-_-_._ﬁ%. 51_._0-.@6_,cperes’-,_-as_-ﬁ@ditien- to.the ARR for the second control
period relating td‘fhe Shortfall of‘i:i,rst-Cohtrd_t_jPeri"(‘):'d';in'ijcs_ MYTP submissions.

6.2 Authority’s analysis of True up of First Control Period detailed in the Consultation Paper

6.2.1 In the First Control period tariff order, thé:_f—A_uthéritxfihad accepted the suggestion of the Gol to
adopt 40% hybrid till in qfdér- ‘t‘o_'..-.make available 'ﬁulr_\g’lsf'-tb"meet the investment requirements of the
operator but had stipulated that the true up will be done on single till basis. In the Guidelines for
tariff determination for airport operators, the single till philosophy was adopted for all the airports

in the country except DIAL and MIAL where the Gol had explicitly stated in the Concession
Agreement with these airport operators that a Hybrid till of 30% will be applicable. |

6.2.2 Authority had noted in its various decisions in MYTO-CP1 that all items of Regulatory Building
Blocks will be trued up and re-evaluated at end of first control period during determination of tariff

for the second control period.

6.2.3  Authority had evaluated the actu arch 2016 and the submissions made by

BIAL. The Authority notes that th imates mainly due to:
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6.2.3.1 Substantially higher growth in actual passengers throughput as compared to the growth
rates considered in MYTO-CP1.
6.2.3.2 Reduced Operating Expenditure and Higher Non-Aeronautical Revenues as compared to
Projections considered. '
The Authority noted the various submissions and arguments put forth by BIAL for considering 30%
Shared Revenue Till as the basis for computing the ARR requirements for the first control period.

The Authority noted that the factors considered in case of BIAL in the MYTO-CP1 were different

from those considered for HIAL by--the- ﬁqurh ity irr-the first control period.
The Authority also noted the fact 'that BIAL Was undf.*rtakmg large scale Capital Expenditure and

that even though it was mentioned ih MYTG Pl that the ARR would be determined under 40%

Shared Revenue Till and collectlans allawed fut Single Till will be considered for truing up,

considering the expansion needs, the Aq;h@rf&yiproposed to consider true up of the First Control

Period numbers under a 40% Shared BeVénue T]JI'-

Considering other changes in vgi_r‘:iqus‘_gbylj.d}' @'dl;s as detailed in the Consultatlon Paper, the

recomputed ARR and Under/ Ovei'fRecw _ for the first control period computed by the Authority

considering 40% Hybrid Till was as@_(—_’!lﬁﬁi, 3

LR

Table 7: Recomputed ARR and Over/ Under Recovery by the Authority for the First Control Period detailed in Consultation
Paper 05/ 2018-19 (Rs. Crores) .

Average RAB for calculating ARR 1,308.50 | 1,209.79 | 1,835.08 | 2,444.06 | 2,302.17
Fair Rate of Return § 10.90% | .10.90% | 10.90% | 10.90% | 10.90%
Return on Assetsy s * == o 4142:69 | =181i93 {5=200101 | 266,52 | 251.05
Depreciation " © 07 /41511 | 11872 | 12612 | 187.20 | 18045
Opex 161.27 | 22892 | 21022 | 25253 | 249.01
IT reimbursement/ Working Capital 15.56 1.21 8.97 14.17 57.01
TotalGrossARR -~ 4. | | 43463 480, 79| sasaz| 72043] 73752
I};tZisenIDL‘eeiuctrons for Non- Aera | *‘6?'-9'2_'”5 -63.470_::. 7322 | -88.89 | -112.88
| ?::réi‘s’”“ess“’” Fee on Regulated 1945 | 1897 | 1990 2864 | 3494
Net ARR 392.17 | 436.06 | 492.09 | 660.18 | 659.58
Aero Revenues 486.30 | 47428 | 497.38 | 71596 | 873.45
{(Under)/ Over Recovery 94,13 38.22 5.29 55.78 213.87 | 407.29
[ With carrying cost 476.78

6.3 Stakeholder comments on Authority’s analysis of Truing up of First Control period

6.3.1
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“..We note that the Authority has proposed to consider a 40% Shared Revenue Till (SRT) for true up
of the Pre-control and First Control Period in the tariff determination for KIA for the second Control
Period.

Based on a conjoint reading of Articles 10.2 and 10.3 of BIAL's Concession agreement, which
distinguishes between the regulated "Airport Charges" and non-regulated "Other Charges", which
are to be fixed by BIAL, it is clear that Dual Till was to be adopted for tariff determination. In fact,
the Concession agreement did not envisage any cross-subsidization from non-aeronautical revenue.
A comparative. study of tariff determmataon exercises in the case of other PPP airports in the
country reveals that the Concessu‘.m agmﬁ"ments of DIAL and MIAL had incorporated 30% SRT and
the provisions of the Concession’ qgreement Were duly respected and considered by the Authority. It
is also pertinent to note that the concessrons for»both DIAL and MIAL were awarded subsequent to
BIAL, which was the first Concessron A greemen-t signed on PPP basis. This indicates an inconsistent
regulator approach by the Authonfy to mﬁkider the provisions of the Concession Agreement only in
the case of some airports. This aﬁshoc t}'eatfneﬁt s again reflective of uncertainty in the regulator
environment thereby humperrng ‘thiemfresfmenf" Gﬂﬁn ate.

Even in the Ministry's letter dated_ 245

SRT in the case of BIAL, the M.fmsrrys reeomngendat.ron was based on its assessment of the fund
requirement for expansion of the mrport for that penod However, subsequently the Ministry had
issued a policy directive under section 42(2) of the AERA Act 2008 directing the Authority to
consider a 30% SRT in the case of HIAL including for true up of the Pre-control and First Control
Period. Given the similarity in the provisions of the Concession agreement in the case of BIAL and
GHIAL and the more binding.nature of the MoCA directive issued in the case of GHIAL as compared
to the recommendation letter issued in" the case 'é;:if:il;B'!AL, ithe ‘Authority is requested to consider
consistent treatment across the two airports. ; _ _

We would therefore like to submit that in the interest of ensuring consistency in regulator
treatments across all airports in the country, the Authority is requested to revise its proposal and

adopt a 30% SRT for true of the Pre—co!‘rtrdf and Frrst Coritrol Period in the case of BIAL as well..”
6.3.2 IATA has stated the followmg

“...Regulatory Till and Principles of Determination of Tariff: - IATA has objected to the unjustified
application of the 40% hybrid till for the determination of the first control period tariff. Although |
this will be reduced to 30% by AERA to align with the National Civil Aviation Policy for the second
control period, we find it important to once again emphasis our disagreement of shifting from
Single to a Hybrid till basis as it unnecessarily increases costs for consumers. In this regard, it is a

great disappointment that AERA has proceeded to adopt the hybrid till approach, which will make
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Truing Up of First Control Period ARR: - For the first control period AERA used a 40% shared till, but
was clear that the true up mechanism would be made on a Single till basis. However, it is now
proposing to change such decision and to udopt a true up on the basis of a 40% shared till on the
basis of “expansion needs”. AERA should not change its decision solely on the basis of capital
expenditure needs as that would spare shareholders from the responsibility to provide adequate
capital to finance investments. Moreover, It wouf& constitute prefunding, and on top, the capex will
be included in the RAB and the company would be remunerated for it.

If AERA still wished to consider a 40% share till despite our well-justified arguments, then we urge
AERA to at the least avoid usefs paying twice for’the same assets. In this regard, the difference (in
funds paid by users) between the app}‘f'cbﬂ@n_qf a true up on the basis of a single till vs using 40%
shared till should be subtracted from the RAB. By doing this, users would be at least spared from
double paying for the same assets (the same would apply for any calculations for pre-first control

period) ...”
6.3.3  FAIRFAX has stated the following;

“..30% Shared Revenue till not applied mcause of BIAL for the 1st Control period, which is
inconsistent to the approach taken to another similarly placed airport: - The Regulatory Till
adopted by AERA is different from the Till méchanism provided for in the Concession Agreement. As
per the Concession Agreement, tariff regulation was envisaged for “Regulated Charges” consisting
of landing, housing and parking, passenger service fee and user development fee. Further, there is
no provision in the Concession Agreement to consider any cross-subsidization from other revenues
for determination of Regulated Charges cleatiy implying Dual till approach.

In spite of the,above,-we-accepted that 30% Shared-Revenue Till -(SRT)I as a workable solution and
represented to the Ministry and AERA. Initially, Ministry recommended 40% SRT for BIAL. However,
later the Ministry recommended 30% SRT as a policy directive for Hyderabad airport with
retrospective effect. We request AERA to consider similar approach of 30% SRT in the case of BIAL
as well. Such un approach by AERA will ensure treatment at par for the similarly placed \Ban galore
and Hyderabad airports, and also ensure consistency with the poﬁcy directions under the National

Civil Aviation Policy...”
6.3.4 Siemens has stated the following:

“...30% Shared Revenue till not applied in case of BIAL: - The Regulatory till as adopted by AERA as
against the till Mechanism provided in the concession agreement is different wherein the tariff
regulation was envisaged for “Regulatory charges” consisting of landing, housing and parking,

passenger service fee and user development fee. Further, there is no provision in the Concession
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Inspite of the above, we accépted that 30% shared revenue till (SRT) as a workable solution and
represented to ministry and AERA, initially ministry recommended 40% SRT for BIAL. However, later
the ministry recommended 30% SRT as a policy directive for Hyderabad airport with retrospective
effect. Given that Bangalore and Hyderabad have similar concession agreement, we request AERA

to consider similar treatment for Bangalore...”

6.4 BIAL’s response to Stakeholders’ comments on Authority’s review of truing up of First

Control period
6.4.1 BIAL has submitted as follows for:\ct)m_mf?_nf-s.'prq\fiqed by IATA:

“BIAL would like to submit in é:equnse to IATA comments that with the National Civil Aviation
Policy 2016 (NCAP) spelling out the movement towards a 30% SRT, the idea is to create uniform
operating environment for existing ‘and’ pmspectr‘ve airport operators by ensuring regulatory
certainty. For attracting higher investments to meet IATA’s own projected traffic demand at Indian
airports, removing regulatory uncertainties .bf‘:ld bringing down differential/unilateral regulatory
treatment is vital. Therefore, the regulatory philosophy needs to be guided by the NCAP, which
aims at boosting air connectivitj/t‘:_n.d ih.ue.stméﬁ-&'r'n the aviation sector.

Further, as per the Authority’s Order .No. 14/2016-17 dated 23.01.2017 pertaining to adoption of
regulatory till, the Authority has clarified that the differential treatment of regulatory till across
different airports has “caused some régu!atory uncertainty which is not warranted at a time when
greater emphas-f's is being placed on pn‘vdte investments for airport development.” Further, taking
into consideration the high growth trends being'witnessed by the Indian civil aviation sector, the
Authority has clearly outlined that adoption of a Hybrid Till was critical to attract/encourage
investments for capacity expansion and*modernization across Indian airports. In light of the above
reasons, the Authority oﬁderéd for the adoption of a Hybrid Till wherein 30% of the non-
aeronautical revenues will be used to cross subsidize aeronautical charges.

In view of above, the 30% SRT for Second Control Period is justified.

BIAL notes IATA’s disagréement with the Authority’s treatment of adopting 40% SRT for true up of
First Control Period and Pre-Control Period c‘ohsfderfng the needs of expansion of KIAB. BIAL
however, does not agree with the reasoning provided by IATA that the Authority’s decision on the
regulatory till should not rely solely on the capital expenditure requirements of the airport as it
would relieve shareholders from the responsibility of infusing adequate capital to finance airport
projects.

BIAL would like to highlight that in Order No. 14/2016-17 dated 23.01.2017 pertaining to adoption
of regulatory till, the Authority, in reference to its decision of adopting 40% SRT in the case of BIAL

for the First Control Period, has acknowledged that ensuring the availability of adequate funds with
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timely manner thereby restricting their ability to undertake capacity expansion and modernization
works. In absence of such an approach, the users will be affected by way of congestion and poor
service levels. Further, the Authority has carried out a detailed discussion in terms of adopting
Hybrid Till in the place of Single Till for tariff determination vide Order 14 /2016-17. For the sake of
brevity, we have not reproduced the entire contents of the aforementioned Order and the same can
be referred to, for inferring that Single Till is not a viable proposition if investments in airport
infrastructure need to be enhanced, and the Authority needs to consider Hybrid Till to facilitate
investments. _ |

BIAL notes IATA’s subnﬁissiong étdtfng fh'af ‘adogtion of a 40% SRT for true up would constitute
prefunding which would result in adcﬁtion'-c"af capex which further gets included in the RAB leading
to undue remuneration for the airport Ope‘rédtbr.'We further refer to the Authority’s Order No. 14
/2016-17 wherein Authority provided clear details for its approach for adopting of hybrid till and
hence the above approach suggestfdiin;dﬁ TAis submission for applying Single Till is unwarranted.
Finally, BIAL does not support IATA’s suggestion of reducing from the RAB the differential between
the true up calculated based.on "Sihg,{e f-'T_ﬂ?',.an'df-'_true up calculated using 40% SRT in order to
safeguard users from paying twice for-the same assets. BIAL submits that it is not correct to say
that users will be paying twice 9nd::thaguus_ers;jst?ttoufd have to pay only once for the aeronautical
assets as per the Regulatory buffdi;}g Ib!ock approach of the Authority for tariff determination. BIAL
would like to reiterate its position on truing up for First Control Period and Pre~Control Period, as
submitted in BIAL’s response to the CP

BIAL wishes to submit that BIAL’s Concession Agreement (‘CA’) has articles which indicate the
adoption of Dual Till for tariff determination and hence, Single Till methodology cannot be adopted.
The Concession Agreements of DIAL and Mumbai fnlﬂmatioﬁai Airport Limited ("MIAL’), which were
awarded subsequent to BIAL had incorporated 30% SRT.

The Ministry of Civil Aviation (‘The Ministry’) has issued a policy direction (via letter dated
11.06.2015) in the case of Hyderabad International Airport Limited (‘HIAL’) under section 42(2)
directing the Authority to consider 30% S_RI Given that both BIAL and HIAL airports have similar
Concession Agreements and are structured similarly in terms of land lease agreement, viability gap
funding, etc. BIAL has submitted in its response to the CP that BIAL should be allowed 30% SRT for
First Control Period and Pre-Control Period in view of treatment provided for a similarly placed
airport like HIAL. Cargo, Ground Handling and Fuel Farm (‘CGF’) as aeronautical revenue - IATA has
stated that CGF should be treated as aeronautical revenue.

3) BIAL would like to reiterate its submission made in response to the CP that Schedule 6 of the CA
contains a list of “Regulated Charges” and clause 10.3 of the CA states that BIAL shall be free to

determine without any restriction es” for services not listed in Schedule 6 of the CA.

In view of the above, CGF alo
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Infrastructure Charges (‘CIC’) activities and their corresponding revenues needs to be kept outside
the tarvf mechanism / purview and not to be considered as part of aeronautical revenues. '
4) Further, the sanctity of Concession Agreements has also been upheld in the recent judgement of
the TDSAT dated 23.04.2018 in the case of DIAL’s tariff determination for the First Control Period
(hereinafter referred to as ‘TDSAT Order’)...”

6.4.2 BIAL has agreed to the comments made by APAO.

6.5 BIAL’s comments on Authority’s analysis on True up of First Control Period
6.5.1 BIAL has submitted as follows: . .

“On Authority’s proposal to consider 40% SRT for'the purpose of true-up of Pre- Control Period and
First Control Period.

BIAL’s Response L

Regulatory till prescribed under BIAL's |CA: - BIAL’s CA is a pioneering concession signed on PPP
basis. Articles 10.2 and 10.3 ofvf-;:fle CA indicate the adoption of Dual Till for tariff determination by
mentioning the term “Airport cfhlgrges” which 'q'vffgito be regqulated and “Other Charges” which BIAL
would be free to fix. Despite the fact that CA broposed a Dual Till, the Authority has applied a
shared till methodology for BIAL.

Precedents of 30% SRT for PPP Airports in India: - The Concession Agreements of DIAL and MIAL,
which were awarded subsequent to BIAL and HIAL, had incorporated 30% SRT.

The Ad-hoc UDF determined by the Ministry for BIAL for the period post Airport Opening Date was
on the basis of cross subsidization of 30% from non-aeronautical revenue, though the CA did not
provide for any cross subsidization from_non—aerdha‘ut-fcaf revenue.

The Authority*has based this proposal on the Miriistry’s letter dated 24.09.2013 to the Authority
recommending adoption of 40% SRT in case of BIAL in view of the funds required for expansion of
the airport. BIAL submits that a consideration of the above letter in its entirety discloses it to be
clarificatory in nature. In other words, the letter cannot be considered as a direction by the Central
Government under Section 42(2) of the AERA Act.

The Ministry has issued a policy direction (via letter dated 11.06.2015) in the case of HIAL under
section 42(2) directing the Authority to consider 30% SRT. It may be noted that in the context of
legal framework, both BIAL and HIAL airports have similar Concession Agreements and are
structured similarly in terms of land lease agreement, viability gap funding, etc. The Authority ."tséf'f
has taken a stand in HIAL’s Consultation Paper for the Second Control Period wherein as per Para
2.14, it has observed that “The concession agreement in the case of Hyderabad is also similar to

that of Bangalore.” This further corroborates BIAL’s position that there should not be any difference

Order No: 18/2018-19 Page 67 of 264




Review of First Control Period

distinction in the major airports should not have any bearing on determination of till methodology.
It is true that the NCAP is prospective. However what BIAL is submitting that the Ministry has taken
a policy decision that the distinctions and differences in the major airports, if any, are not relevant
Jur delermination of tlll methodology. The direction for Hyderabad airport for tirst control period
further entrenches this position. Therefore, the reasons mentioned in Clause 4.3.3. of the
differences in the airports resulting in differential treatment for till methodology may not be correct
and it is requested that a uniform approach be adopted. Therefore, BIAL submits that the Authority
must treat BIAL on fair and non-discriminatery terms, and adopt 30% SRT for BIAL as well.

Opinion from Former Ch afrpeern'A'ERAﬂr??juét(,Eying}. adoption of 30% Shared Revenue Till:

Further, in an opinion sought from Justi&'e ISirb‘urkar on the appropriate till mechanism to be
adopted by the Authority for the First Control Period; he opined that considering the similarity
between BIAL and HIAL with respect to >the;'r ‘Concession Agreements, a policy df‘reétfve in respect of
HIAL should also be applied in the case of‘ BIAL as well. An extract from his opinion has been
reproduced below: LA '

“4.4 MoCA has issued a policy-directive fd__qfted._:iog'(j'ﬁ..?OiS that 30% SRT be applied in case of Rajiv
Gandhi International Airport, Hyidef_c[rbaq':.@‘Hydgf'abad airport or HIAL"). This policy directive has
been referred to in Consultation Paper -Na.,?G,(ZO:I{?—lS issued in respect of the Hyderabad airport
and AERA has proposed to underfa}ce a frﬁe up ékércise on the basis of 30% SRT for the first control
period for Hyderabad airport. Although the policy directive is issued in respect of Hyderabad
airport, considering the similarity of both airports and especially in view of the striking similarity in
the Concession Agreements of the airports at Bengaluru and Hyderabad, the principle behind the
policy directive issued in respect of Hyderabad airport should also be applied in respect of
Bengaluru airport by AERA.”

Further, Justice Sirpurkar referred to other private airports stating that the Authority may consider
that other private airports including Mumbai, Delhi and Hyderabad have been regulated under the
30% SRT for the First Control Period and Bengaluru airport alone is being regulated under 40% SRT.
Accordingly, by referring to object of creating a.level playing field for the airports, Justice Sirpurkar
has suggested to avoid a discriminatory treatment fér BIAL stating as follows:

“...The statement of objects and reasons to the AERA Act set out the requirement of creating a level
playing field amongst different categories of airports. One of the ways in which AERA can create a
level playing field for all private major airports that are similarly situated, i.e. Delhi, Mumbai,
Hyderabad and Bengaluru is to ensure that their tariff determination is undertaken on a similar
methodology for the first control period as well.”

BIAL’s Submission: - Given the fact that all prior policy evidence points towards 30% SRT, the same

needs to be applied in the case of BIAL as well. Accordingly, BIAL requests the Authority to adopt
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6.6 Authority’s examination of Stakeholders’ comments on True up of First Control period

6.6.1 The Authority has carefully reviewed the comments made by BIAL and various stakeholders.

6.6.2 The Authority has also reviewed the comments made by IATA stating that Tariff determination
should be done on a “Single Till” basis for the pre-control and first control period and IATA has also
challenged application of “30% Hybrid Till” as the applicable regulatory framework.

6.6.3 The Authority notes that Agreement for HIAL is similar to that of BIAL and the Authority had
considered a 30% Hybrid Till for HIAL for the First and Pre-Control Period at the time of issue of
Consultation Paper for determination of Aeronautical Tariffs for the second control period, based
on the directive received from MoC':A. ' ' d

6.6.4 The Authority notes that MoCA had only su_ggést'e‘d a 40% Shared Till as part of the Stakeholder
comments, with a purpose to augment the Revenues to make additional cash available for Airport
Project. The differential estimated, in case othﬂgL, _b_etween Single Till and 40% Shared Till was only
Rs. 160 crores (as detailed in the Order fo'r'-lthlé'-:. First Control period) which would anyway not be
sufficient for the Airport Project. e

665 The Authority notes that after the issue of the First Control Period order of BIAL, MoCA has
subsequently issued a directive_.to the AUthori-ﬁ"l/' to adopt 30% Hybrid Till in case of HIAL The
Authority is of the view that when Delhi, Mumbaiiand Hyderabad airports which were developed
on PPP model have been given a 30% Hybrid Till, it would be reasonable to extend the same Hybrid
Till in the case of BIAL also.

6.6.6 The Authority, hence, considering similarity of Airports in terms of Concession Agreements and the
directive issued by MoCA in the case of HIAL and with a view to place both the Airports on similar
footing is of the view that the True up of the First Control Period for BIAL may be done considering
a 30% Hybrid TiII'._

6.6.7 The Authority has decided to hence, compute shortfall/ over-recovery for the first control period

considering the above and based on other changes made in this Order as elaborated below.

6.6.7.1 Considering Lease rentals used for core Aefo activities as Aeronautical. Refer Para 4.5.22
above
6.6.7.2 Considering Utility recovery from Aero concessionaires as adjustment to Aero Revenues

— Refer Para 13.6.10 below _
6.6.7.3 Considering “Net investment” in subsidiary for the purpose of computation of FRoR ~
Refer Para 14.6.5 below

6.6.8 Based on the above, revised true-up of first control period is calculated by the Authority as under:

Table 8: Recomputed shortfall/ Over Recovery for the First Contol period for consideration in determination of ARR for the
second control period (Rs. Crores) .

Particulars (Rs. Crores) =T2~L._2012-13 | 2013-14 | 2014-15 | 2015-16 | Total

Average RAB for calculating ARR 1 "1%3:309.79 | 1,835.08 | 2,444.06 | 2,302.17
Fair Rate of Return L&Y 10879 i 87% | 10.97% | 10.97% | 10.97% |
Return on Assets | ¥1| 20131 26811 25254

P
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Particulars (Rs. Crores) 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16 | Total
Depreciation 115.11 118.72 126.12 187.20 180.45
 Opex 163.40 |  231.04 212.36 254.74 251.42
IT reimbursement/ Working Capital 12.99 -0.96 6.65| 1192 54,61
Total Gross ARR 435.04 481.51 546.44 |  721.97 739.02
| Less: Deductions for Non-Aero Revenues -49.37 -50.71 -57.86 -69.62 -87.68
Add: Concession Fee on Regulated 19.08 18.60 19.53 28.27 34.57
Net ARR 404.75 445.41 508.11 680.62 685.91
Aero Revenues 477.05 465.03 488.13 706.71 864.20
(Under)/ Over Recovery -72.30 -15.62 19.98 -26.10 | -178.28 | 272.32
With carrying cost eIy 313.62
Decision No. 3. Regarding True up of First Control period

3.a.Based on the material before it and its analysis, the Authority decides:

i. To consider 30% cross subsidisation from Non-Aeronautical Revenues for
determination of und,fér.'/_ q\rezf'_R_g"(\':\overy during the first control period.
ii. To consider the Over régug.erﬁ as detailed in Table 8 Para 6.6.8 above for the

purpose of computi 'r:!g_jj-'.fi_RzR- fdf-tﬁe_.--s.éﬁbnd control period.

Order No: 18/2018-19 Page 70 of 264



Traffic Projections

7 Traffic Projections
7.1 BIAL’s submission & Authority’s analysis on Passenger Traffic Projections
7.1.1 Passenger traffic at BIAL grew at a CAGR of 13.96% and 10.08% for FY 2008-09 to 2016-17 for

domestic passengers and International Passengers respectively.

7.1.2  Trend of passenger traffic over the years was as below:

Table 9: Historical Trend in Passenger Traffic (Pax in Mn)

Dom 580 | 678 | 799 | 936 ‘0. 949 | 1023 | 1247 | 1561 | 19.28 | 13069
Intl 143 | 167 10T RO 8 it 2.50 2.63 2,93 337 3.60 | 10.08%
Growth rate — Dom 17.78% ;1'7123%9'5 1038% | 8.14% | 7.85% | 2183% | 25.15% | 23.56%

1 i i .
Growth rate ~ Intl 15.99{5 (a7t ‘a60% | 5.26% | 5.9% | 1131% | 14.78% | 6.93%

7.1.3 Considering the above trend, thé proje;:tl&"" subtﬁlitted by BIAL for passenger traffic in the second

control period was as follows:

Table 10: Projections of Passenger T'rafﬁé“éﬁ pér BIAL m&&-mzrﬁm

Growth rate — Domestic Pax 9.78% 9.20% 8.98% 8.40%
Growth rate — International Pax 9.77% | 9.20%| 9.00% | 8.50%
Domestic PAX 19.28 21.17 23.12 25.19 - 27.31
International PAX % ;-B;G,Q 3:95 - 431 4.70 5.10
Total PAX  €RFT T sl 22 33', s 27.43 29.90 32.41

7.1.4 BIAL had stated in its MYTP submission that:

prepared by L&B (reporrt— dated February -201-3; was wbmrrted as part of MYTP submissions for
Control Period 1. However, over the last few years, the growth has been higher than was proposed
by L&B Report. This was due to strong economic environment and introduction of new airlines. BIAL
Management expects that this growth will stabilize over the long term and the same exponential
growth may not be seen in Control Period 2. '
Hence for Control Period 2, the traffic is estimated using the same forecast provided in the L&B
Report of February 2013, on the base of current realized traffic.

The L&B Report provides annual forecasts of passenger traffic, air cargo tonnage, and aircraft
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The Authority had sought for clarification from BIAL on the actual passenger traffic for the period

April 2017 — December 2017 and estimate for 2017-18 full year from BIAL. As per BIAL, the actual
passenger for April 2017 — December 2017 was 19.42 Mn and BIAL expected to reach 26.14 Mn for

the full year 2017-18, which was marginally higher by even the CAGR estimate.

7.1.6

The Authority noted that BIAL had depended on a survey conducted in the 2010 and updated in the

year 2013 for the purpose of projecting the passenger traffic growth rates. These were not relevant

any longer now, considering the huge increase in passenger traffic.

7.1.7

The Authority proposed to con5|der tha C'.KGR as detailed in Para 7.1.2 above for the purpose of .

computing the traffic projectloris fer l}he current mntrol period, on the estimated traffic numbers

as provided by BIAL for 2017-18, The Authority was~ aware that the current Terminal Building had

limited capacity and BIAL was werkmg an altarnate plans to re-align space within the Terminal

Building to facilitate greater passenger thr@ughput The Authorlty considered that BIAL would be

able to find optimum solutions to managﬁ the grpwmg passenger traffic until the new Terminal was

ready for use.

7.1.8

follows:

Accordingly, the reworked pasqehger traff]

sti?ﬁjates as computed by the Authority were as

Toble 11: Recomputed Passenger Traﬁ(clf;ﬁdrﬁbéﬁ{byg#&t_ﬁqﬂty for Second control period considered in Consultation

Paper 05/2018-19 (Million)

:'iﬁ“r':"":'i':m'_r|:sé’_'..';-:_- AS

Growth rate — Domestic Pax 13.96% | 13.96% |  13.96%
Growth rate — International Pax 10.08% 10.08% 10.08%
Domestic PAX 1928 | 2237 [ 2549 29.05 33.11
International PAX 3.60 | 3.77] 4.15 4.57 5.03
Total PAX 22.88 | 2614 29.64 33.62 38.14

7.2 BIAL’s submission on Air Traffic Movements (ATMs) and Authority’s analysis

7.2.1 Domestic ATMs at BIAL Increasad from 87,826 in" 2008 09 to 1,54,095 in 2016-17 while
Internat:ona! ATMs at the airport m¢reased irom 14 355 movements in 2008-09 to 24,022 in 2016-
17.
7.2.2 Trend of ATM traffic over the years was as shown below:
. Table 12: Actual ATMs during the past years (Nos.)
Dom Pax 73,032 85,438 87,932 92,223 99,041 84,993 97,428 1,11,504 1,29,393 1,52,035 747
Intl Pax 11,348 13,276 13,056 15,376 15,761 15,660 16,498 17,964 19,490 20,707 5.71%
Dom Cargo 2,041 2,388 2,646 2,746 1,861 1,855 1,839 1,860 1,975 2,060 -1.839
Intl. Cargo 923 1,080 : 2,680 2,810 2,881 2,973 3,315 | 15059
Growth rate — Dom Pax -14.18% 14.63%, 14.45% 16.04% 17.50%
Growth rate — Intl Pax -0.64% 5.35% 8.89% 8.49% 6.24%
Growth rate — Dom Cargo -0.32% -0.86% 1.14% 6.18% 4.30%
Growth rate — Intl. Cargo 13.08% 4.85% 2.53% 3.19% 11.50% |
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Domestic Pax/ ATM___ | 35 | 79.3 81 | 10148 | 10431 | 11166 | 10505 | 11183 | 12060
| International Pax/ ATM | 125.72 | 12572 | 148.28 | 14795 | 15098 | 159.94 | 15970 | 163.26 | 17271 |  173.83 |

7.2.3 Based on the above trend, the growth rate and projected ATM numbers considered by BIAL was as

follows:

Table 13 : Projections of ATM Traffic as per BIAL (Nos.)

Growth rate — Domestic Pax ATM . 10.45% 9.47% 9.23% 8.67%
Growth rate — International Pag#}kj]"ﬁd 12.78% 8.40% 8.28% 8.52%
Domestic ATM X 1,70,190 | 1,86,312 | 2,03,506 | 2,21,159
- lnternatlonal ATM 27,092 29,367 31,800 | 34,507

7.2.4  The Authority noted that the CAGRtfor the ;perlm _~tI|| 2016-17 indicated fluctuations in growth rates
across different categories of ATM, ThQ Aughﬁriw had sought clarification from BIAL on the actual
ATM traffic for the period April 361 De(femb""r 2017 and estimate for 2017-18 full year from
BIAL. As per BIAL, the ATM trafﬁ%c&estlmal:e’fe Dotvestlc PAX was 1,71,602, International PAX was
21,608, Domestic Cargo 1847 and lht,ern’arm‘nalgﬁano 3237 indicating a higher growth in Domestic
PAX ATM and a de-growth in Carg@d 2 @t{raomes(t)c and International.

7.2.5 The Authority also noted the very hlgh growth rate considered by BIAL in Cargo ATMs for the year
2017-18.

7.2.6  Considering the past trend of ATM growth, the Authority proposed to consider the estimated ATM
numbers provided by BIAL for 2017-18 and then apbly the growth percentages considered by BIAL.

7.2.7  Accordingly, the ATM numbers computed by the Authority were as given below:

Table 14: Projectiéﬁ@-ofﬁﬁm Traﬂ‘;cas }'g,er Aufhbﬁ;fj? cans!deredrm@ansu!g‘etlé}v R}per 05/2018-19 (Nos.)

1,91,045 2,08,675 2,26,778

Domestic ATM 1 54,095
' 28,409 30,759 33,373

International ATM L 24 022 |
7.3 BIAL’s submission on Cargo ti‘afﬂc aﬁd Authmritv’ s arlalvsls

7.3.1  Air cargo traffic increased from around 154,856 Metric Tons (MT) in FY 2008-09 to 319,344 MT in FY

2016-17. Details of actual cargo handled over the years were as below:

Table 15: Past Cargo Traffic (MT)

Dom Cargo 47,626 . 69,014 87,519 83,261 82,756 91,925 1,14,066 115,159 | 1,19,878 10.05%
Inti. Cargo 84,744 99,140 1,05,634 1,35,264 141,733 - 1,43,911 1,50,501 1,65466 | 1,76,761 | 1,99,466 9.13%
Growth rate - Dom 23.87% : -0.61% 11.08% 24,09% 0.96% 4.10%
Growth rate - Intl 6.55% : ’ \ 1.54% 4.58% 9.94% 6.83% 12.85%

7.3.2  BIAL had projected the following ca
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Table 16: Cargo Estimates for the second control period as per BIAL (MT)

Growth rate -- Domestic Cargo 9.91% 8.94% 8.28% 8.39%
Growth rate_— International Cargo 9.60% 8.66% 8.06% 8.02%
Domestic Cargo 1,19,878 1,31,761 1,43,538 1,55,421 1,68,460
| International Cargo 1,99,466 2,18,616 2,37,558 2,56,708 2,77,306
Total Cargo 3,19,344 3,50,376 3,81,096 4,12,128 4,45,767

7.3.3  The Authority had sought for clarification from BIAL on the actual cargo traffic for the period April
2017 — December 2017 and estimatg.,.._fpt?‘}Z__QéL%l-_B' full year from BIAL. As per BIAL, the actual cargo
for April 2017 — December 2017 Was '25.11;04'1-’0_:MT_-; ,a___ﬁd BIAL expected to reach 339,806 MT for the
full year 2017-18, which is lower t'_ha,_n‘ 'thg CAGR‘grbmh and lower than the growth rates projected
earlier by BIAL. o o

7.3.4 The Authority hence proposed to conslder actuals for 2016-17, BIAL estimates for 2017-18 and
future cargo based on the growth rate pmject__

ek |

7.3.5 Accordingly, the projections for s’gcand contr""ll.ﬁef_iod computed by the Authority were as given

below:

Table 17: Projected Cargo Traffic for .second contro.’ perfap‘ as per the Authority considered in Consultation Paper
05/2018-19 (MT) B | i

| Growth rate — Domestic Cargo 4% | 28% .39%
Growth rate — International Cargo 8.66% 8.06% 8.02%
Domestic Cargo . 119,878 < 125,247 136,442 147,737 160,132
International Cargé 199,466 | | | 214550 || 233,150 | 251944 | 272,16
Total Cargo T T T | ai834a [ 1" 339,806 | 369,502 | 399,682 | 432,203

7.3.6  To summarise, after analysis, the Authority proposed to consider the traffic estimates as below:

Table 18: chta! Traffic f’mjec_ﬁﬂri for Second Control Perfod as@éfrAuthority considered in Con-suimt.fon Paper 05/2018-

19
Domestic PAX Mn 19.28 22.37 25.49 29.05 33.11
International PAX Mn 3.60 3.77 4.15 457 5.03
Total PAX Mn 22.88 26.14 29.64 33.62 38.14
Domestic ATM Nos | 1,54,095 | 1,73,449 | 1,91,045 | 2,08,675 | 2,26,778
International ATM Nos | 24,022 | 24,845 | 28,409 | 30,759 | 33,373
Total ATM Nos | 1,78,117 | 1,98,294 | 2,19,453 | 2,39,434 | 2,60,151
Domestic cargo MT | 1,19,878 | 1,25,247 | 1,36,442 | 1,47,737 | 1,60,132
Domesticcargo 77 gi¥® RN MT | 1,99,466 | 2,14,559 | 2,33,150 | 2,51,944 | 2,72,161
Total cargo 3,19,344 | 3,39,806 | 3,69,592 | 3,99,682 | 4,32,293
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7.3.7 The Authority also noted that the actual traffic at BIAL may depend on changes in economic and
other conditions and due to the restrictions on space. In view of this, the Authority proposed to
true up the traffic projections for the current control period based on actuals at the time of tariff

determination for the next control period.

7.4 Stakeholders’ comments on Authority’s analysis of Traffic Projections

7.4.1 |ATA has stated the following:

“..Traffic Projections: - It is advisable that any forecasts are validated by an independent entity
with the required capability on a ré'gufar-‘-b'&sis,e especially given the high rates of growth, including
capacity assessments to identify the demand.triggers, pace and scale of investment as part of a

broader master plan and phasing strdtegy....”
7.4.2  B.PAC has stated the following:

“..KIAL’s capital utilisation focus'h’as -beén -bn"-fncreasfng flights, not capacity: - On August 16, 2017
KIAL completed the expans:qﬂ ‘of the ex:sting terminal to support the immediate growth in
passenger traffic, which mcfuded two negv Rapfd Exit Taxiways that increased runway capacity.
With the addition of the two RETs, the Air Traffic Movements (ATM) per hour capacity immediately
fnc;feased from 34 ATMs per hour to 38 A"Tﬁ.&s per hour and will progressively increase to 44 ATMs
per hou;.

This increase will be in addition to KIAL's already substantial deviation from the ATM projections
made in 2014”

“We request AERA to direct KIAL to undertake a passenger survey for each control period with
annual figures; Athird party should eo_n_duct this surveyand-theresults of the same should be made
available to public. As.you are aware, the KIAL’s projections made by far are based on a survey
conducted in 2010, however actuals have been in vast variation with the projected embarking
passengers. Since the current control period began in 2016, we request AERA to direct KIAL to
furnish the actual passenger numbers and the air traffic for the FY 2016-17 and FY 2017-18 and
undertake a survey in this financial year to profect the passenger numbers for the remaining three
years in the current control period.

It is also to be noted that, in the AERA’s final order under Decision No. 8, for Traffic Forecast states,
The Authority decided “To true up the traffic volume based on actual growth during the current
Control Period (2011-2016) while determining aeronautical tariffs for the next control period.”

“We would like to reiterate that KIAL has been operating with unchanged tariffs even after the
completion of the first control period (2011-2016). AERA has been passing interim orders allowing
KIAL to continue to levy the tariffs 31st March, 2016 for the past 25 months into the
Second Control period (FY 201
in 2010. This has led to a hug,

ich were based on-air traffic projections made

al revenue through UDF.
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We request AERA to direct KIAL to make it mandatory for KIAL to undertake a passenger survey by
a credible third party for each control period with annual figures for five years and publish the
same before the beginning of each control period. |

As you are aware, the KIAL’s projections made are based on a survey conducted in 2010, however,
actual passenger traffic have been in vast variation with the projected embarking passengers.
While we welcome the expansion plans, the projections based on 2010 survey does not reflect the
reality. The regulator should push the operators to make more realistic projections and AERA
should penalize KIAL if there is a significant difference observed in the projected as agalnst the
actual passenger traffic since -e_(.a_nsume,_r& .,-_clrre"“_p;_he ones getting penalized for such forecast
inaccuracy. This will bring more seriousness !-nn'mdkfﬁg the projections alnd tariff determination.

KIAL in its submission to AERA has stated that by FY 2021, the airport can handle approximately 40
mmpa. KIAL should have foreseenithis g‘rewf_-h in number and should have designed the operations
to cater to the requirements of the passengers. In addition, AERA should release prior to the
beginning of each control period Gonsu'!taff.'qb{]"apers with the projected passenger numbers and
catalyze early development infﬁa,strdr:tu‘refbp =hﬁndﬁng the passengers. This is a crying need at
Bengaluru airport now and our in mtmen’ts-hav&' dfways been way behind traffic growth leading to
heavy congestion and inconvenience.to pQSsgpggrg, '
The passenger traffic for the first control period should be trued up, and KIAL should release the
actual p.assen ger numbers for the two financial years of the second control period. These numbers
should be used to extrapolate the projections for the remaining period of the second control period.
The UDF calculations thus arrived should be made public.

We further request you to immediately initiate the study for traffic projections for the balance
three years of the secon.d_comrof 'penbd-* and make suitable adjustments in the tariff for the
remaining two years in the control period, once the results are available.

Comparing the projected and actual passenger traffic data at KIAL since 2013-14 to 2016-17. The
projected numbers of embarking passengers have been lower than the actual across all the

financial years...”
7.4.3 Consumer Care Society (CCS) has stated the following:

“..A detailed market survey needed to forecast the actual footfalls, user's and customers. This is a
critical input on the tariffs. In fact, the actual footfalls have exceeded the earlier projections.

However, there has no corresponding reduction in tariffs simultaneously...”
7.4.4 SanjeevV Dyamannavar has stated the following:

“..Passenger Traffic Growth: Going by the increasing traffic numbers during last 8 years, FY 2018-

19 numbers are likely to be even higher and it would completely wrong calculations on the part of
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7.5 BIAL’s response to Stakeholders’ comments on Authbritv's analysis of Traffic Projections
7.5.1 OnIATA’s comments, BIAL has submitted as follows:

“ .IATA mentions that it is advisable to get the traffic forecasts validated by an independent entity
with the requ."red capuability on a regular basis especially given the high rates of growth, including
capacity assessments to identify the demand triggers, pace and scale of investment as part of a
. broader master plan and phasing strategy. _
In the CP the Authority has acknowledged the growth in traffic, capacity constrains at KIAB and
initiatives taken by BIAL to facilitate .gcéatef passenger throughput. The Authority has proposed a
higher traffic growth than proposed by BIAL. Aj,s@, BIAL has proposed true up of traffic based on
actuals in the Third Control Period. In view of this, BIAL submits that the concern raised by IATA in
their letter has been addressed by the Authority in the CP.
IATA has commented that development should not be pre-determined by dates but by demand.
Further, IATA has also recommended baa‘anéeduc_apacity' over time, which is common industry best
practice. And, they have obsef_ved: that 'ﬁ!AL’s’ dhtent in terms of future expansion appears to be
con'trary to the industry best practices. L AU
However, IATA in the subsequent panagrﬁph .I__.dé::(gnowiedges that BIAL’s assessment of a phased
approach to terminal development based on der:rrafnd triggers is an accepted approach.
BIAL submits that expansions projects require time for planning and implementation, hence
investment plans need to be forward looking and designed to cater to a traffic which would be
achieved in future. Therefore, while BIAL considers appropriate demand triggers to initiate

investment planning, it also needs to pre-determine projects completion dates to ensure adequate

capacity on a future date. Further, BIAL.internally assesses the.growth requirements and engages
with multiple stakeholders to assess the capacity requirements before undertaking the expansion
plans. An incremental increase in capacity or a modular dpproach as proposed by BIAL will lead to
optimisation of cost, and hence all future plans.of development considers a modular approach to

capacity investment as a pre-requisite...”
7.5.2 Oncomment made by B.PAC, BIAL has stated as follows:

“..BIAL notes B.PAC’s comment on the Authority mandating a passenger survey conducted for each
control period with projections for each of the five years by a credible third party. This is to be
published before the beginning of each control period. B.PAC has further requested the Authority to
penalize BIAL for any significant variation between the projected traffic volumes vis-a-vis the actual
passenger traffic.

In response, BIAL would like to submit that the Traffic Study submitted by BIAL dated February

2013 prow'dés annual forecasts o%gae N air cargo tonnage, and aircraft movements for
¢ :

a 20-year time horizon betweey 20§9-1Q.ap d 2 which covered the duration of the Second
AL

Control Period.
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BIAL would like to highlight that the unprecedented growth in traffic in the last few years was
because of a combination of several factors including strong economic growth, reduced ATF prices,
introduction of new airlines, competitive airfares, among others. Further, BIAL had submitted as
part of tariff proposal for the true up of traffic impact, which has been r:ons.f:dered by the Authority
in the CP.

On B.PAC’s comment of BIAL having foreseen the traffic growth trends and- designed operations
accordingly, BIAL would like to submit that investments for airport capacity expansion and
modernization based on traffic forecast is:not a one-off exercise. Especially, in a rapidly evolving
aviation market like India, it iswvery-less:likely to.predict traffic volumes with accuracy. Therefore, it
makes more sense to undertake this. exerci&e-d.t'ré.gufar intervals so that capital investments can be
planned in reéponse to the demand trends. fri_-.-fact, BIAL would like to highlight that it has been
proactive in modifying its Capex p)'gns based on any demand changes it envisages. A case in point is
the revision in BIAL’s airport expansion ,'g;‘dh, wherein it has undertaken an upward revision of
capacity addition from 20 MPPA-fbn'Térmmg{ 2 Phase 1 to 25 MPPA. This will result in KIAB’s total
capacity going up to 45 MPPA in'F¥-2021 .-Wﬁéﬁ T2 becomes operational.

B.PAC has urged the Authority'te bring in transparency in the calculation of UDF by placing the

formula to calculate UDF in the. public-domain, {t-._has further suggested that the passenger traffic
for the First Control Period be trued up..'A'.-‘éb, f'f has recommended that BIAL should release the
actual passenger numbers for the two financial years of the Second Control Period, which should be
used to extrapolate the projections for the remaining years of the Second Control Period.

BIAL would like to submit that the Authority computes the ARR allowable to an airport operator
based on the regulatory approach. The UDF and other aeronautical charges like Landing, Parking
and Housing charges are resulting out of the ARR.

Also, BIAL would like to point that it .had proposed true up-of traffic impact both for the First and
Second Control Period, which the Authority has taken into consideration in the CP. The Authority
has already taken cognizance of the traffic growth while arriving at the estimates in the CP.

B.PAC has suggested to immediately initiate a study for projecting traffic for the balance years of
the Second Control Period and accordingly, make suitable adjustments in the tariff for the
remaining period, once the results are available.

In its MTYTP, BIAL has submitted traffic estimates after considering various traffic driving factors.
The Authority has revised the traffic estimates after reviewing BIAL’s MYTP submission. In addition,
BIAL has requested for true up of traffic in its MYTP and the Authority has also proposed to true up
any under/over recoveries on account of traffic during the tariff determination of the Third Control

Period...”

On comments made by Sanjeev V Dya L has stated that:
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“..Respondent has requested the Authority to reconsider the historical growth in passenger and
cargo volumes to arrive at the UDF requirement for Second Control period. The Authority has
considered the historical growth of BIAL to arrive at traffic projection and the same is detailed out

in the CP. The projected traffic is considered for arriving at YPP and further tariffs like UDF...”
7.5.4 Oncomments made by CCS, BIAL has stated that:

“..BIAL is unclear on CCS’s submission as there is incoherence between the linkage of property
development and lounge and flight catering.,
CCS has suggested that a detailed mar&etk._s'w«g y.s.required to forecast the “actual footfalls, user's
and customers” as these are critical inputs.for detéﬂm!natfon of tariffs. CCS further highlighted that
actual footfalls have exceeded earlier projections L_vfthout any corresponding reduction in tariffs.
BIAL submits that it has undertaken-';kﬁfffe'-survéy by a renowned expert agency and the same was
submitted to the Authority as part of_-.- its MYTP, Further, the true up process as prescribed by the
Authority and as requested by BIAL wfi'l'adiﬁres;:'-thle excess / shortfall of revenues while determining
tariffs for the next control perigd. I.

" BIAL has proposed for true up‘:af.*tcaﬁf_'c'-fdggfséc@nd control period as part of its MYTP submission

and Authority has also proposed ;he__,sqme_'fn_th_efQP.... #

7.6 BIAL's comments on Authority’s analysis on Traffic Projections
7.6.1  BIAL has submitted as follows:

“..BIAL’s Submission - BIAL as an airport has been growing at a significant rate over the past few
years. BIAL has an ambitious pipeline of capital projects, which need to be executed if the airport is
to handle its projected passenger volumes. '
BIAL is agreeable to the Authority’s decision to true-up the actual traffic handled at the airport for
the Second Control Period at the time of tariff determination for the Thr"rd Control Period. However,
as mentioned above, BIAL’s ability to handle-such increase in traffic will be significantly dependent
“upon sufficient cash flows being available to BIAL to undertake necessary capital investment and
expansion of the airport facilities.
Further, in case of events such as economic downturns, increase in fuel prices, among others there
is likelihood of traffic projections not getting materialized. In such a scenario the revenue accruing
to BIAL may get hit significantly. Accordingly, we request Authority to allow BIAL to again approach

the Authority during the Second Control Period in the above scenario....”

7.7 Authority’s examination of Stakeholders’ comments on Traffic Projections

7.7.1 The Authority has carefully reviewed the comments from various stakeholders and BIAL. The

control period.
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Traffic Projections

The Authority, in the Consultation Paper has elaborated that the passenger traffic has witnessed
unprecedented growths in the past 2-3 years and the Authority had accordingly considered the past
experience — CAGR, in estimating the growth rate for future traffic estimation instead of basing the
same on BIAL's estimate based on a study conducted in 2013. The Authority notes that this is also
subject to va riation and change.

The Authority has reviewed the traffic growth trends between April 2018 to June 2018 and noted

the details of traffic (as taken from AAI website as follows).

Table 19: Traffic Trend for April 2018 - June 2018 '(Fr{oﬁiia;ﬂf website)

o

Particulars N ‘ 0 units April 18 - June 18
Domestic PAX O VT 6.94
International PAX ) S mn . 1.09
Total PAX OV - Mn -l 8.03
Domestic ATM JAY VG~ Nos 50,882
International ATM s G B Nos 6,999
Total ATM o {2 kdl,  Nos 57,881
Domestic cargo =N ik : L MT 35,222
International Cargo PRI, - MT 62,348
Total cargo e LEEESE MmT 97,570

The Authority notes that passenger and ATM traffic has grown by over 20%. While the traffic trends
cannot be expected to continue at the same rate and this cannot be considered as an estimate for
the balance period and is expected to moderate considering the increase in fuel prices,
depreciation in Rupee etc. the Authority decides to consider actual traffic for the year 2017-18 and
revise the growth rates for future as follows: ;

Consider Domestic Passenger growth rate.at 15%

Consider International Passenger growth rate at 12%

Considering Domestic ATM growth rate at 12%

Other growth rates considered same as in Consultation.-P'aperl. )

The Authority notes that these traffic growth rates could change based on various factors including
economic environment, fuel prices etc. and has hence provided for true-up of these values at the
end of current control period based on actuals.

Re-estimated Traffic information as decided to be considered by the Authority is as given below:

Table 20: Traffic Projections recomputed by the Authority for MYTP for second control period

35.13 |

Domestic PAX 23.10 26.57 30.55

International PAX 3.81 4.27 4.78 5.35
Total PAX 26.91 30.33 35.33 40.48

Domestic ATM 1,72,665 | 1,94,521 | 2,17,780 | 2,43,842

International ATM 24,665 28,567 31,050 33,846
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Total ATM Nos | 1,78,117 1,97,330 2,23,088 2,48,830 2,77,689 |
Domestic cargo MT 1,159,878 1,28,504 1,39,990 1,51,579 1,64,296
International Cargo MT | 1,99,466 | 2,19,899 | 2,38,953 | 2,58,215 | 2,78,934
Total cargo - MT | 3,19,344 3,48,403 3,78,943 4,09,794 4,483,231

7.7.7 The Authority notes BIAL's request to approach the Authority during the second control period in
case of an adverse scenario. The Authority notes that there could certainly be some fluctuations in
the traffic between estimates and actuals. Should there be significant variation, the Authority notes
that BIAL can approach the Authority forsuitable consideration in traffic, which the Authority may

evaluate.
Decision No. 4. Regarding Traffic projections

4.a.Based on the material before it and.its analysis, the Authority decides:

i. To consider traffic peréefl.oﬁs as detailed in Table 20 Para 7.7.6 above for
determination of tariff for'the second control period.
ii. To true up the tratﬂ‘li'e"-mf the second control period based on actuals, at the time of

determination of tariff for ;hg‘--n_jei_st_- control period.
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8 Allocation of Assets between Aeronautical and Non Aeronautical Services

8.1 BIAL’s submission on Asset Allocation

8.1.1

8.1.2

8.1.3

8.14

Allocation basis submitted by BIAL for Assets: - BIAL had submitted basis of allocation of Assets —

for existing assets and new assets as follows:

“The Allocation of Assets into Aeronautical and Non-Aeronautical for Control Period 2 has been
considered based on the certificate given by the Statutory Auditor.
The certificate of the auditors has-been attachegd in Annexure 5.

The details of the allocation have been provided befow.....”

BIAL had submitted that according to the computation and certification, the average of 5 years
from 2012 to 2016 works out to 90.71% and 9.29% between Aeronautical and Non-Aeronautical
accordingly. \

BIAL had accordingly considered 3,1-%'_9? the Opening RAB as towards Aeronautical Services and 9%
as Non-Aeronautical. A o _

On additions to RAB due to projects proposeddurmg the second control period, BIAL had allocated
100% as relating Aeronautical for Airside wokkﬁ and for other works 91% of the value had been
considered to be Aeronautical. Asset wise listing of Aeronautical % considered by BIAL is listed in
Para 9.1.7 below.

8.2 Authority’s analysis of asset allocation between Aeronautical and Non-Aeronautical services

detailed in Consultation Paper

821

8.2.2
8.2.3

8.24

Order No: 18/2018-19

The Authority had carefully reviewed the submissign and allocation made by BIAL between
Aeronautical and Non-Aeronautical assets: |

Authority had also carefully reviewed the certificate given by Statutory Auditor as detailed by BIAL.
The Authority noted that according to BIAL’s submission, BIAL had appointed KPMG as its auditors
for Asset allocation. Perusal of KPMG’s opinion '-indlic'ates that it is a “Report in connection with
Agreed-upon procedures related to the Statement of allocation bf fixed assets into Aeronautical and
Non-Aeronautical”.

However, KPMG had also indicated that its report that:

“..Because the procedures performed do not constitute either an audit or a review made in
accordance with the generally accepted auditing standards in India, we do not express any
assurance on the allocation of the fixed assets between Aeronautical and Non-Aeronautical as on
31 March 2012, 31 March 2013, 31 March 2014, 31 March 2015 and 31 December 2015...”

“..Had we performed additional procedures, an audit or a review in relation to the basis of

allocation of fixed assets betwegaAgramstical and Non-Aeronautical, other matters might have

come to our attention that
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8.2.5

8.2.6

8.2.7

8.2.8

8.2.9
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Scope of auditors as specified in their certificate of “Agreed Upon Procedures” is reproduced below.

“..The agreed upon procedures to be performed on the Statement of allocation of fixed assets into
Aeronautical and Non-Aeronautical for the years ended 31% March 2012, 31* March 2013, 31°
March 2014, 31°' March 2015 and period 31 December 2015 are as below:

e Trace the total value of fixed assets i.e. Gross block, Additions, deletions, accumulated
depreciation and net book value as per the statement with the audited financial
statements for the years ended 31 March 2012, 31 March 2013, 31 March 2014 and 31
March 2015 and unaudited trfﬁa"ba!anqe as at 31 December 2015;

* Read the basis of allocation (“%nnexure. 3”) which details the guidelines followed by the
company for the allocation of fixed assets into Aeronautical and Non-Aeronautical;

e Verify the items of fixed assets as at 31 March 2012, 31 March 2013, 31 March 2014 and
31 March 2015 and unaué‘f‘téd trial ;ﬁa?gnce as at 31 December 2015 on a test check basis
and using the concept of Mdterfqﬁtay for ‘the allocation into Aeronautical and Non-
Aeronautical on the basis of g.ﬂf‘dep‘fnes as enumerated in Annexure 3;

e For common assets, verify 'th"e ‘basis b"f- dﬂbcatr’on and compare the same with the basis of
allocation as enumerated in the gmdefmes enumerated in Annexure 3; and

e Report the factual findings dn&f the observations, if any based on the procedures

performed...”

The Authority understood that this was a standard paragraph to indicate that the auditor had not
performed an Independent audit on the stated subject.

The Authority had also gone through the report of the auditors on segregation of assets and noted
that the auditors appeared to have carried out a check of: the principles / methodology already
established by BIAL for asset allocation and had only validated i:_he same with the financials and not
carried out any independent study to classify the assets between Aeronautical and Non-
Aeronautical Services.

The Authority had gone through Annexure — 3 of the'said certificate and noted that BIAL had listed
a set of activities as “Aeronautical services” and another set of activities as “Non-Aeronautical
services”. The Annexure also listed common assets as those relating to plant and equipments which
were not directly attributable to Aeronautical or Non-Aeronautical services and Terminal and other
buildings. The Key used for bifurcation of common assets is Terminal Area which is 89%
Aeronautical till March 2013 and 86% Aeronautical from March 2014 due to Terminal Expansion.
The Authority referred to the review carried out by the Authority (Refer Para 8.17 to 8.26 of MYTO-
CP1) wherein the Authority had reviewed the submissions made by BIAL relating to Opening RAB
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8.2.10 The Authority noted that the Terminal Area usage, specifically in case ot BIAL, had been modified
over the period in order to create facilities to accommodate the substantial increase in Passenger
traffic. Hence the Aeronautical Ratio in Terminal Building area cannot be kept as a static number.

8.2.11 The Authority hence, proposed to consider the allocation between Aeronautical Area and Non-
Aeronautical Area of Opening RAB as per Authority’s analysis detailed in MYTO-1, considering
88.52% of Opening RAB and Aeronautical and 87.70% of Terminal Area Expansion works as
Aeronautical. (Refer Para 8.17 to 8.26 of MYTO for the First Control period).

8.2.12 The Authority had also proposed that the #uthoﬁty would review the Terminal Area allocation for
Terminal 1 and Terminal 2 once'the \frérmiﬁalls._reaqhed a steady state usage.

8.2.13 As for additions to RAB due to ('fa"pi-tal Expenditure:in the current control period, the Authority had
asked BIAL to submit details of the planned space in Terminal 2 segregated as Aeronautical Non-
Aeronautical and Common Areas. BJAL has submltted that “The Term.'na;‘ 2 - Phase 1 plan is under
design stage and detailed outlay is not avmfable

8.2.14 The Authority noted that BIAL haduconSIdared ass’et allocation as 100% Aero for Airside works and
as 91% in case of Terminal 2, Fﬁ"réc‘bu;ts-.:'_a_t-_rj_d.--.O'tﬁg'r landside development works. The Authority
noted that the allocation would largely depend on Terminal Building Area allocation between
Aeronautical and Non;Aerona utié}é]“.fWI‘iiEh'_!bf} BIAL’s own estimate was 89% and 86% originally and
after Terminal 1 expansion). Hence, in the absence of details, the Authority proposed that for New
Terminal Building works, the Authority would consider an approximate allocation of 85% as
Aeronautical and 15% as Non-Aeronautical. This would be reviewed once Terminal 2-Phase 1 is
operational.

8.2.15 The Authority noted that actual asset costs could change from the projections made herein, based
on which the alrocatlon of costs between Aeronautleal and :Non-Aeronautical is also likely to
change. Authority also noted that the allocation of assets depends on various factors including the
value of Capital Expenditure, year of capitalization, actual.-usage of area etc. The Authority hence
proposed to consider the above for the purpose of computation of ARR now and true up the same
at the end of the second controf period based on actuals:

8.2.16 The Authority also noted that area segregation done between Aeronautical usage and Non-

Aeronautical usage of Terminal building needed to be technically validated and confirmed.

8.3 Stakeholders’ comments on Authority’s analysis of Assets allocation between Aeronautical

and Non-Aeronautical Services
8.3.1 Consumer Care Society (CCS) has stated the following:

“...To reconsider allocation of fixed assets between aeronautical and non-aeronautical since KPMG
is not happy with the auditing standards. It is important that BIAL reconsiders the assets prior to

finalising tariffs....”

8.3.2 |ATA has stated the following on
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“...We note that AERA is proposing to adopt an 85% allocation of terminal assets to the
aeronautical area as opposed to 91% put forward by BIAL. While we agree that adjustment goes in
the right direction, we still believe that the percentage allocated to aviation is too high. As
mentioned in previous submissions, there needs to be a review on the methodology for allocating
common assets at airports. Hence IATA supports the review proposed by AERA once Terminal 2-

Phase 1 is operationa...l”

8.4 BIAL's response to Stakeholders’ comments on Authority’s analysis of Asset allocation

between Aeronautical and Non-Aeronautical Services

8.4.1

8.4.2

BIAL has responded to IATA’s comments as below:

“..IATA has commented that even 85% of the fermfnal being allotted to aeronautical (as has been
done by the Authority) is on the higher sid.éi and there needs to be a review on the methodology for
allocating common assets at airports, '

BIAL has completed the detailed design of‘{fhe up‘coming T2 Terminal and complete details in terms
of various facilities including aero aq‘d_’hén_-éqmnauﬁcai facilities are being provided to the
Authority. BIAL requests the Authority .gi_ifq:"-refer"ro BIAL’s response on the appropriate asset
allocation ratio to be applied to.its-terminal-T2, in BIAL’s response to the CP. Based on the above
submission, BIAL requests the ﬂ[uthon‘ty to appf;) an asset allocation ratio of 88%:12% between

aeronautical and non-aeronautical assets for Terminal 2....”
On CCS comments, BIAL has responded as follows:

“....BIAL notes CCS’s request to the Authority seeking reconsideration of allocation of fixed assets as
KPMG is “not happy.with the auditing standards”. '

BIAL would liké to clarify that KPMG has not expressed drsﬂatfsfactron with the auditing standards
of BIAL, On the contrary, while providing BIAL with an auditor’s report on asset allocation ratio,
KPMG has given the context of their own engagement stating that their report is based on ”agreed~
upon procedures” and relgtes to “Statement of allocation of fixed assets”. KPMG has only clarified
that their report‘does not constitute either an qudit or a review made in accordance with the
generally accepted auditing standards in India. This does not mean that BIAL’s fixed assets as per
financial statements, which are allocated based on the asset allocation ratio reported by KPMG

have not been accounted for as per the auditing standards...”

8.5 BIAL's Comments on Authority’s analysis on assets allocation between Aeronautical and

Non-Aeronautical Services

8.5.1 BIAL has submitted as follows:
...On Authority’s proposal on Asse{AIlac tion for Terminal T2 AERA’s Treatment As per the CP, the
Authority has stated as be!omw;&f%;spé'ct? e asset allocation for Terminal 72:
/
{ &
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BIAL’s Response: Without prejudice to the above, BIAL is in the process of constructing a new
terminal building to handle the projected increase in traffic at the airport. The terminal will be
operationalized by March 2021 and based on bifurcation of aeronautical, non-aeronautical and
common areas in Terminal T2 design, BIAL has calculated the asset allocation of terminal T2 for
Phase 1 as 88%:12% (Refer Annexure 4). BIAL shall share the detailed designs of Terminal T2
separately with the Authority. Accordingly, BIAL would request the Authority to consider the asset
allocation ratio of 88%:12% till a study:to ascertain the same has been completed. In case, of any
differences in the asset al!ocqt:fon"rarfos. between the study and the current asset allocation put
forth by BIAL, the Authority has récourse.in terms of true-up of tariff for the Third Control Period.
BIAL’s Submission _

BIAL requests the Authority to consider the asset allocation ratio of 88%:12% between aeronautical
and non-aeronautical assets for Termihal 2. '

As per the CP, the Authority has stated ds befdw with respect to the asset allocation: ”3 3.6 The
Authority had, in Para 8.24 of MYT@'—_CR,I, q'etaf{ed the Asset Allocation Ratio proposed to be
considered for determination of Tariff f@: the First Control period. (88.52% Aero as against 91%
proposed by BIAL). The Authority-propeses to-copsider the same for the Pre-control period. (Refer
Authority’s analysis on Asset allocation ratio in Pdm 7 below).”

BIAL’s Response: - No rational or scientific basis has been mentioned for considering the opening
Asset Allocation Ratio of the First Control Period for the Second Control Period.

The Authority has allocated BIAL's initial RAB based on the asset allocation ratio proposed in the
Authority’s Order No. 08/2014-15 with respect to.the tariff determination for KIAB for the First
Control Period. BIAL would [ike to submit that considering the aforementioned allocation ratio
would not be appropriate when BIAL’s statutory auditors have scientifically computed the asset
allocation between aeronautical and non-aeronautical assets (apart from common use or dual use
assets) as around 91%:9% respectively and presented the allocation in the form of an auditor’s
certificate. | _ ‘

BIAL’s Submission: - BIAL.requests the Authority to consider the asset allocation ratio of 91%:9% as
presented in the Auditor’s certificate submitted by BIAL till a study to ascertain the same has been
completed.

On Authority’s proposal to Carry out a technical study on the area used between Aeronautical and
Non-Aeronautical in the existing and new terminal once the operations are commissioned and
stabilised and True up the details considered in Paras 7.2.11 and 7.2.13 of the CP on the actuals
and consider the same in the next control period.

BIAL’s Submission: - BIAL has noted the Authority’s proposal to carry out a technical study on the
area used between Aeronautical and N@WAﬂronduﬂcqi in the existing and new terminal once the

operations are commissioned and smblfﬂed Whn‘e wg qurecmte the proposal of the Authorrty to

H 3

Order No: 18/2018-19 Page 86 of 264




Allocation of Assets between Aeronautical and Non Aeronautical Services

conduct a study, BIAL reserves its right to respond to the outcomes of the study and provide its
inputs to the study. Further, till the time such study is completed, BIAL requests that the allocation

ratio as per BIAL submissions above is considered.

8.6 Authority’s examination of Stakeholders’ comments on Allocation of assets between Aero

and Non-Aeronautical services

8.6.1
8.6.2

8.6.3

8.6.4

The Authority has carefully reviewed comments provided by BIAL and stakeholders.

The Authority notes BIAL's comments and submission on the Terminal-2 Area allocation plan. The
Authority had earlier considered thezail_ogﬁ_aiib'n of 85% towards Aeronautical Area in new Terminal 2
as BIAL had not firmed up its plans-for Term'ihé'l area allocation then. Based on the submission
made by BIAL, the Authority decides to consider the allocation of 88% towards Aeronautical area
for Terminal 2. ;

The Authority notes BIAL's comme:ﬁ.}ts"-thatf no basis was provided for considering the allocation as
considered in the First Control Periad. The Authority notes that detailed reasons and basis was
provided by the Authority for __c_omgu:mg__. the allocation ratio between Aeronautical and Non-
Aeronautical Assets which is givefnfifh,_'_[’-a:rva-8.';2-.1‘-"1 E_"boﬁe.

The Authority had also included a 'prqposa'["‘tb carry out study of allocation of area between
Aeronautical and Non-Aeronautical area and consider the same appropriately at the time of true up

of ARR for the second control period.

Decision No. 5. Regarding Asset allocation between Aeronautical and Non-Aeronautical services

5.a.Based on the material before it and its analysis, the Authority decides:

i. To consider allocation of assets and b,e,tween Aeronautical and Non-Aeronautical
services as detailed in 8.2.11 above and 8.6.2 above for determination of tariff for
the second control period. |

ii. To carry out a technical study on the area used between Aeronautical and Non-
Aeronautical in the existing and new terminal once the operatiuné are
commissioned and stabilised and résu’lt of the study will be used to true up during

next control period.
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9 Review of Capital Expenditure

9.1 BIAL’s submissions on Capital Expenditure during Second Control Period

9.1.1

submitted by BIAL was as given below:

Table 21: Additions to RAB as considered by Authority in MYTO-CP1 (Rs. Crores)

Additions to Capital Expenditure as considered in MYTO-CP1 and actual Capital Expenditure as

Apron Expansion 121.15 23.12 144.27
Terminal 1 Expansion 1,342.30 168.63 1,510.94
Other Projects i.e. Miscellaneous Feb- A 16.39 16.39
Terminal 1 Expansion - Additional | 1-Mar-15' Fa 80.22 80.22
| Other Projects " Q1-Mar-15 98.32 98.32
| Expansion Projects Capitalised (A) | | | | || 1,850.13
31" March 2012 15.43 © 15.43
© 31" March 2013 22.52 22.52
Maintenance Capex Projects | 31" March 2013 ||/ 0.00 0.00
1 31" March 2015 264.50 264.50
:31 March ZQ;LE 61.66 61.66
Maintenance Capital Expenditure (B} ' 364.11
Total Capitalisation J | 2,214.24

| Maintenance capital expenditure for 2011-12 and 2012-13 given net of disposals

9.1.2 As against the above, actual amounts added to RAB for the period was as follows:

Table 22: Comparison of Additions to RAB - As considered in MYTO-CP1 and actuals (Rs. Crores)

671.60

2252

[ dmon as per‘MWO-Gl

443.04

61.66

2,214.25 |

Actuals as per BIAL Submissions : 1 9384 1,637.49

60.21

30.07

1,766.97

Difference (unspent mainly from

Maintenance Capex) -1.32

34.11

382.83

31.59

447.28

9.1.3

BIAL had stated the following as key reasons_-:f'or difference between Projections and actuals:

“..The amount capitalized for Apron Extension and Terminal 1 is in line with the projections.

Others includes various works towards Terminal refurbishment & Forecourt expansion,

maintenance capital expenditure, minor projects and sustaining capital expenditure. The major

difference in other projects is due to deferment of various works to FY 2017 and FY 2018.

Apart from the items discussed above, BIAL could not undertake major expansion projects due to

shortage of funds...”

9.14

BIAL had projected for a large-scale Capital Expenditure and commissioning of assets in Second

Control Period. Further to the MYTP subm|sslons\|n March 2016, BIAL had updated the business
AR

iy
r

.

plan considering increase in capa;rt;\f\\’b

mppa. -_&:»
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9.1.5 BIAL had submitted as follows.

“.....Brief details of key projects under execution in Control Period 2

Airfield Development (South Runway (Runway 2) and Associated Works)

The total passenger traffic is expected to reach 35 mn between FY 2020-21 and FY2021-22. In
addition, the Cargo traffic is expected to reach 445,850 MT in FY 2020-21, which is more than three
times the original traffic of the Airport in 2009. This expected traffic shows that there is an urgent
need to increase capacity and hence Runway 2 and Associated Works are required.

Prior to starting the work on the Afrﬂefd’“f?evefopment BIAL would undertake actfwtres such as
levelling, landfills, any excavation and’ land- drdm‘age among others. The site preparation work has
begun in FY 2017 and is pian.n'ed; foz compf'éﬁori by FY 2017-18. The works for Runway 2 are
expected to be completed by F YIIQGIQ_—.?O.- !

The new Terminal and Airfield Def'_/efbpmentjvﬁﬂ also require development of adjoining areas.that
facilitate access to the terminal and: sQrﬁQundfng retail outlets for the ease and comfort of the
passengers. These are separate prbfeets sﬂg& as 'Forecourt roadways and landside development
subsequent to Terminal 2 and Auﬂe{d Deve!opment and other projects.

Terminal & Associated Landside and- Airs.fde Devefopment

Terminal 2 development was m:f:a!!y‘pfan'neém'twO phases

Phase 1 with a capacity of 20 mppa

Phase 2 with a capacity of 25 mppa

Phase 1 of Terminal 2 is planned for completion in February 2021, which means that the combined
capacity of Terminal 1 and Terminal 2 will be 40 mppa by February 2021. |

However due to strong tré?fﬁcgrowth at BIAL (on the hasis of hfs_toricaf growth), it is expected that
the annual traffic will be between 32'mppa to 36 mppa (i.e. 80% to 90% of the combined terminal
capacity) by FY 2022. This scenario will result in:

A. inability to serve the growing air travel and connectiyity requirements

B. Need to immediate start of Terminal 2 Phase'z' construction

C. Sub-optimal level of service.at both the terminals

Hence to provide a more appropriate capacity on opening day, Terminal 2 Phase 1 is planned for 25
mppa, enhancing the total airport capacity to 45 mppa.

As discussed in Chapter 1, this proposed increase in the capacity of T2 and allied infrastructure is
the reason for this revised MYTP submission by BIAL.

Runways/Taxiways

The facilities and functionalities as envisaged earlier for the runway and taxiway systems remain
unchanged due to the increase of the T2 Phase 1 size from 20 mppa to 25 mppa.

Basis of the Revised Project Cost Estimate:

The revised project cost estimate were preﬁc?é? ',ﬁbh@s of the cost estimate are:
/ /"'P"-‘-.\ K 3, \
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o Same unit rates and related assumptions maintained as considered in the earlier MYTP
submission for the revised project capex estimate.

e Based on the above major quantity changes, the revised phasing of the works, the revised
interest calculations and after considering Krishi Kalyan Cess @ 0.5% the revised project cost is
computed.

The total capacity of airport is forecast to serve the passenger demand for at least five years from

opening day and the planning horizon is in line with the present growth requirements. Phase-2 of

the T2, will commence from FY 2025 and is 'expected to be completed by FY 2027.

Other projects a2

Other items in capital expenditure inc!ude‘_ufffit.ies;m‘rport offices, rescue and firefighting, aircraft

and airport maintenance and existing ruany/tax?way improvements.

A summary of the key projects to be capitalized in Control Period-2 is given below-

1T 71

' Particulars (Rs. Crore) iR I} Total
Airfield Development (South Rq.rij,rva y{Runway 2)-@0‘ Associated works) Ae46:6
Terminal & Associated Lan dsr‘dé'(?I‘e.'.rm}‘f.ifal.gzj.-i-'d}.:ﬁ;ﬁfrsfde Development #9834
Others . Spa38
Total 11863.5

Ar‘rport Users' Consultative Committee (AUCC) consultations
BIAL conducted stakeholder consultation workshops for Terminal 2 and Airfield Development
including Runway 2 and other projects proposed in:Control Period 2 between FY 2017 and FY 2021.

These worksheps were conducted for three stages of two projegts as per schedule below:

Date of | Projects on Agenda : Stage

workshop

June 2015 Project 1: Airfield Development (Seuth Runway and associated| [ and Il
works)

Project 2: Terminal & Associated Landside and Airside |

Development

Project: Airfield Development (South Runway and Associated | Il

October 2015
works)

In June 2015, the first AUCC Meeting was held, where BIAL presented the foliowing for projects
planned in Control Period 2:

Project 1: Airfield Development (South Runway and Associated Works)

A W oo
o A £
& 735 N

f r'-"' ' _.':1 |
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Project 2: Terminal & Associated Landside and Airside Development

e Need identification '
The minutes of this meeting were circulated to all stakeholders on 24 July 2015 and have been
attached in the Annexure to this document.
Subsequently, another workshop was held where BIAL presented the following for the projects:
Project 1: Airfield Development (South Runway and Associated Works)

e Stage lll: Detail Design and Cost _
For Project 2 - Terminal & Associated Landside and Airside Development, need identification has

been completed and next stage-will-be éompletedinithe next 3-6 months...”

9.1.6 BIAL had subsequently carried out Stakeholder consultation for Project 2 for State Ill also in
November 2017 and submitted minutes of meeting.
9.1.7 Based on the above, the additions to Regulatory Asset Base (RAB) and the Financing

allowance/Interest thereon, submitted-as part'of Business Plan in April 2017 was as follows:
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Table 23: Overview of Capital Expenditure and addition to RAB for second control period as submitted by BIAL (Rs. Crores)

Site preparation & T
Earthworks to
Runway 2, Taxiway AN ) Bulldings2-
& Apron 2018 | 90832 66.49 4704 | 9748 |7 000 | 95536 | 95536 | 0.00 | RW/TW 100%
Runway 2, Taxiway W e ' Buildings2-
& Apron - Phase la 2020 1655.60 279.70 159.95:.' 0.00 1815.54 | 1815.54 0.00 | RW/TW 100%
Runway 2, Taxiway 0 R Buildings1- |
&Apron -Phasell | 2021 847.67 20858 11263 |1 10 000 | 96030 | 96030 | 000 | T,BR 100%
Second Terminal - Buildings1-
Phase | 2021 3757.52 825.66 398.08 412.49 415560 [3781.60 | 374.00 T,BR 91%
Forecourt roadways _
& landside
development - ) Buildings1-
Phase la 2021 460.04 89.87 49.49 500.80 | 455.73 4507 | T,.BR 91% .
Rescue &  Fire
Fighting 2019 12.45 0.81 0.00 12.85 12.89 0.00 | PM3-Safety 100%
Airport  Offices - 3y R Buildings1-
Phase | 2018 71.3%9 0.00 0.74 6.42 7212 65.63 649 | T,BR 91%
) Buildings3-
Utilities - Phase la 2020 11859 *15.94 9.09 134.53 122.43 12.11 12768 | 116.19 11.49 | WMS 91%
Existing runway /
taxiway
improvements - ) Buildings2-
Phase 1a 2018 69.30 0.98 . 1.40 70.28 70'2_8---. 0.00 70.70 70.70 0.00 | RW/TW 100%
Forecourt roadways ; __ :
& landside : _,';; §'-f; ]
development - ) ] . Buildings1-
Phase Ib 2020 64941 82.73 62.81 73214 666.25 65.89 ‘ 712.22 | 64812 64.10 | T,B,R 91%
Forecourt roadways
& landside
development - ; | € A Bulldings1-
Phase Ic 2019 258.88 15.27 877 | 27414 '245.47 | 2467 | 26765 | 24356 | 2409 | TBR 91%
Existing runway / i ey =
taxiway |
improvements . Buildings2-
Phase Ib 2021 103.33 0.00 0.00 103.33 103.33 0.00 103.33 | 103.33 0.00 | RW/TW 100% /
Terminal Buildings1- |
refurbishment 2017 79.99 4.59 0.01 B4.58 76.97 761 80.00 72.80 7.20 | T,BR 91% |
Buildings1- ‘
Forecourts 2017 79.73 3.02 0.44 82.75 75.31 7.45 80.17 72.95 7.22 | TBR 91%
Buildings1-
Sustaining capex - | 2017 65.12 298 0.43 68.10 61.97 6.13 65.54 59.65 590 | T,BR 91%
Buildings1-
Sustaining capex - Il 2018 B85.44 10.10 10.13 95.54 86.94 8.60 95.57 86.97 8.60 | T,BR 91%
Second Terminal - | 2021 209.38 45.66 22.06 255.04 232.08 22.95 231.44 21_0,61 20.83 | ICT - Blended 91%
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Phase |

Second  terminal- )
Phase Il 2027 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 | ICT - Blended 91%

Special Repalrs,
Refresh

Capitalisation 779.00 0.00 43.70 783.51 @ 739.52 4399 0%

:-L.h
1667.52 | 11090.45 | 10471.4§ 618.99

TOTAL 10211.16 1652.38
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9.1.8

9.1.9

BIAL had also informed vide letter dated 21*' November 2017 that certain works had been awarded at
costs lower than thal of the estimates and were to be considered accordingly in the MYTP submissions.
BIAL had, subsequently, in February 2018, given the break-up details of the savings detailed in the

letter, and had also submitted changes in the Capital Expenditure estimates, key reasons being:

9.1,9.1 Consideration of Goods and Services Tax (GST) instead of the erstwhile Service Tax (ST)/ Works

Contract Tax (WCT).

9.1.9.2 Changes in estimates of Special Repairs. .

9.1.10 BIAL, in its submissions made on'the same in February 2018 stated as follows:

9.1.11

9212

“..Also, due change in law (GST regime), there is additional GST impact. We have estimated GST at
13% as against WCT at G%...” R

BIAL had considered a total of Rs. 929.55 crores.as "SUStaining Capex / Spécial Repairs” for addition to
RAB, in addition to the Projects detailed above, in addition to other minor Projects viz Terminal
Refurbishment and Forecourfs (Rs, “.[‘60.—_=£l§5§‘%§)§ In‘the revised details submitted by BIAL, the total
estimate of Sustaining Capex/ Spéciai‘-'Repaif{s'a'lq'd_ ‘minor projects had increased to approx. Rs. 1700
crores — Rs. 1800 crores for the cq\ntrol period: Break-down details of these projections on the same
which were provided by BIAL in 'Fe\bruary 2018.& March 2018 were detailed in Annex-4 in the
Consultation Paper. Certain key costs/ projects include Terminal Refurbishments, Airfield Pavement
works, ICT Requirements, Additional parking stands, ITI project, Express Cargo, Aadhaar enabled entry,
220KV substation etc. | |

Further, BIAL had, on 12™ March 2018, submitted details of certain costs to be incurred out of the
savings submitted i November2017. BIAL had also submitted details of another project proposed to

be executed by it. BIAL, in its ma"il-hl,ad stated as follows:

“.BIAL vide its letter dated 21°' November 2017 vide ref: AERA/Finance/2017-18/13 had informed
AERA about the award of tender for the New South Parallel Runway (NSPR) - including Pavement, T2
aprons, Remote aprons and AGL. [t was submitted. that there were cost savings to the extent of
Rs.723Cr.

However, BIAL wishes to submit that post the award of tender, there have been some additional works
to NSPR/T2 Apron Works which were not previously considered. These are essential works amounting
to Rs. 143 cr. (excluding Design, GST, Project Management, Contingency, IEDC and Pre-operatives). The

cost break-up is given below:
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Additional Works that needs to be considered as part of NSPR/T2 Apron Works

[ Construction Cost
| Description _ estimated (Cr Rs)
Gate House No 2 / surrounding infrastructure / Utilities /Road security 15
infrastructure

Infrastructure required for airside but being constructed as part of terminal - 30

substation equipment, VDGS server /support system, support utilities,

| interfacing infrastructure.

Additional Rainwater Harvesting Popds /. Pumping & Piping Infrastructure 20

/Utilities | {

Remote Stands — VDGS 2
- i 2 50

Taxi Bots Infrastructure provisions
[ Additional GSE Parking 8
‘ Total - Construction Cost H

The Detailed explanation for the above works are given in Annexure 1.

BIAL wishes to submit that the above Construction cost for these works amount to Rs. 143 cr. which are
imperative and need to be executed along with the NSPR project. As BIAL has already shared with the
Authority the savings from NSPR tendered project, BIAL would réquest the Authority to consider these
additional costs as a reduction from the savings and approve of the same for the capital expenditure to
be considered for the MYTP for 2" Control Period,

Eastern Tunnel Works

The Kempegowda Internationgl Airport (KIA) currently has a single external access through the
Trumpet on NH 44 (earlier NH 7). As this was of a serious security concern, the BIAL Management
explored alternate access points to the airport and evaluated options which were discussed with
Government of Karnataka (GoK) / Infrastructure Development Department (IDD). Also, the
construction works on the South Western connectivity has commenced and is planned for
operationalization by March 2018. An Eastern Connectivity Road providing connection to the proposed
MRO/Cargo facilities on the KIA Eastern development pocket (not connected to the airport west areas
and the terminals) is under construction by the PWD department. Further BIAL is also evaluating
alternate connectivity options to ,t-hég I@?rhﬁ?\ofﬂ‘m\& proposed T2) hke the Southern Tunnel Option

|
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(below the proposed second runway/taxiway) and the Eastern Tunnel Option (below the proposed T2
Apron, east cross field taxiway).

BIAL has conducted a feasibility study to evaluate options and based on the study it is proposed that
the Eastern Tunnel Access road would be feasible and which would make the airport more easily
accessible for the eastern part of Bengaluru city.

The construction of the Eastern Tunnel works is proposed to be built in two phases. The Phase 1- Early

Works includes construction of ?_’umde{;be{éw cross f{efd taxiway ( approximatefy 300 m, only civil works)

is estimated at a cost of Rs. 88 cr. (including construction, design, PMC, pre-operatives and
contingency). The tentative constructlon sche_du.“e is planned for June 2018 to June 2019. '

The Phase 2- Main Works including the conhstruction of remaining portion of the tunnel, ramps, for
operationalization of the road m‘oné w"fth all the pending works in earlier works such as pavements,
utilities etc. The Main Works pacféag',é .at an estimated cost of Rs.1033 cr. (at 2017 price levels)
including construction, design, ﬁma__'pre-ppemmqﬁ's and contingency. The tentative construction
Schedule is planned for June 2021 'fic')-afuﬁ_‘e 2023A "qefbi!ed note is attached as Annexure 2.

BIAL wishes to submit that given the rapid‘growth .,_of KIA and security concerns of having only a single
access road to KIA, it is necessdry'to consider the alternative connectivity options along with the

development of airfield devefopmeht works so as to facilitate traffic and address security concerns...”

9.2 Authority’s analysis of Capital expenditure detailed in Consultation Paper

9.2.1

9.2.2

Order No: 18/2018-19

Additions to RAB - Projects - Authority had carefu[ljr examined the detailed submissions made by BIAL
with respect to the large-scale Capital Expenditure projects being undertaken by it during the second
control period, which would b_e_addéd to°RAB.

Authority had also noted submission made by BIAL dated 21* November 2017 wherein BIAL had stated
that:

“.. BIAL wfsheé to inform AERA that BIAL has invited tenq’ers for the New Soufh Parallel Runway (NSPR)
— including Pavement, T2.aprons, Remote Aprons-and AGL. The financial proposals received through e-
tendering were evaluated and Larsen & Toubro is the L1 bidder. The Lumpsum Contract Price including
the associated works are estimated at INR 1428 crores excluding soft costs amounts (Design and
Engineering, Contingency and Preoperative expenses). The costs for the NSPR as considered by BIAL in
the Business Plan submitted was INR 2151 crores. These were cost estimates and cost savings to the
extent of INR 723 crores primarily on account of value engineering proposition as expected from the
bidders which ensured that the short-listed contractors could bid at optimized cost levels. At the same

time, we ensured that quality and specifications as required under the tender documents are
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safeguarded. BIAL will endeavour to work with the contracting partners to ensure value engineering

proposition to arrive at optimal costs for Terminal T2 and allied projects as well...”

9.2.3 The Authority had taken note of the above and asked BIAL to submit a reconciliation mapping'the costs
as considered in Business Plan versus the revised estimates. This was received from BIAL on 20"
February 2018, 12" March 2018 and 21* March 2018.

9.2.4 The Authority had issued Order No. 07/ 2016-17 with reference to Normative Approach t6 Building
Blocks in Economic Regulation oﬁtl\)l&u_‘joﬁ&ii‘béi‘-.tsf*__C_a'tj’ital Costs Reg. wherein certain normative ceiling
limits were specified for key airpbi:t- costs viz Terminal and Runway/ Taxiway/ Apron. Based on request
from BIAL for review of the estima-té_s, t’_rf)g._Ayﬁh,tIrgi,ty-.ihad engaged a consultant to review and evaluate
the Capital Expenditure Proposals submitted by 'B'iAL covering the following:

9.2.4.1 Assessing the need for the proposed ;apr,cf:jettf: ali:?id its capacity/scope with reference to Passenger
growth/Cargo Volumes/Air Traffic MOVén‘feht“a nd also to suggest cost effective alternatives

9.2.4.2 Evaluation of Building standards affid'deg';'g"ng,_.gw'ifh;i‘éf?r__ence to IMG/ IATA/ ICAO norms

9.2.4.3 Evaluate reasonableness of the prﬁh_dsgaz_-(’;:_Gél_.;s',.-ﬁi.t;h-'f:f’eference to the tentative cost ceiling detailed in
Order No. 07 ‘ = I : ) .1 _

9.2.4.4 Review design and specifications a?fd’ evélula"té lf p"r'o'lper procedures have been followed for award of
work and

9.2.4.5 Review and justify the reasonableness of the time schedule of completion of work proposed by BIAL.

9.2.5 The Consultant had shared the final report on 25" January 2018. Report of the Consultant was attached
as Annex-3 to the Consultation Paper.

9.2.6 Tabulation detai_li_ng_ the Br@,a_d'_ Project hg._a.d,: submission by. BIAL,, cosf evaluated and considered

reasonable by the Consultant etc. were detailed as below:

Table 24: Comparison of block cost estimates considered by BIAL and that evaluated by the Consultant (Rs. Crores)

“As éﬁa_sl Rs. 726.66 crores planned for earthworks, works

New south airfield | - : - awarded is Rs. 547.31 crores — This is incorporated.
development works ! | Cost of Bitumen considered at 59,000 per MT at 2014 level —
this has reduced subsequently — considered 38,550 per MT
T2 Apron 1 : 678 640 | Rate of Reinforcement reviewed and changed
Second Terminal Phase 1 3,174 3077 | Rate of steel reviewed ]
Forecourts, roadways and
1,256 1124 | Steel rates corrected

landside development ‘
Aircraft maintenance and

) ) 132 130
Airport maintenance
Rescue and Fire Fighting 10 10
Fuel storage & Distribution - I s

LT i b

Phase 1 P
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9.2.7

9.2.8

9.2.9

9.2.10

Order No: 18/2018-19

| Utilities Phase 1 98 98
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Airport “and Admlnistratlon
offices

57

Existing  Runway, Taxlway
Improvements

320 275 | Cost of Bitumen corrected

Design and PMC - 10% claimed by BIAL reduced to 5% based on
review of other projects and reasonableness for a large project
| Contingencies claimed at 10% by BIAL. BIAL reduced It to 6% at
| 1the time of providing clarifications. 3% considered reasonable

Deslgn/ PMC 10%, Contingency
10%, Pre-Op 5%

Submitted by BIAL addrtionaliy Preliminaries at 1% considered |

Site Preliminaries
reasonable. |

Submitted later by BIAL, Considered reasonable _]

Second Terminal ICT fB7

TOTAL WITHOUT IEDC ‘lxopﬁs ‘T-I- | 8268

Notes: | 'f 1] L:_:I 1

Additionally, RITES has commented on Project Managerherit dos'! Inéurred by BIAL for which Authority has to take a view.

35 10t th the additions to RAB in the MYTP submitted by BIAL as:

Q-‘i? and estimates towards Sustaining Capex and Special Repairs
&bitalised beyond the second control period, In the year 2021-22

The Authority also noted BIAL’s sub‘H‘if@ 5%5’?’13 to certain additional projects to be done, as a
withdrawal from the savings submitted| és’detaﬂad‘fn Para. 9.1.12 above. The Authority accordingly
proposed to evaluate costs based on approval by RITES and adjusting the net savings shared by BIAL.
The Authority noted that BIAL had requested for additional amounts to be considered due to difference
betweén the Indirect Taxes considered earlier at the time of submissions and the Goods and Services
Tax (GST), which is applicable currently. The Authority noted that while the indirect taxes applicable
had changed, the amounts tp *be_g:\onsudered for Capithbg}aﬂon would be after considering the credits
that can be takefi ¢ 6n’thie same Heﬁce, the / uf«horufy .p;_‘_dsecggngt f_e consider the impact due to GST
currently and will evaluatethe same afterthe costs are ;ﬁﬁéuﬂ?'ed’;a'nd capitalized in books.

The Authority had noted that RITES had commented about the Pre-Operating Expenses submitted by

BIAL, as follows : .

“..An amount of Rs. 4SL &'Fo?’es h@s bee,n mc!u“t:fed in 'e rewsed submissions towards preoperative
costs which includes Rs. 180 Crores towards PMC. The cost towards PMC is already taken into
consideration at SI.no.14 above and hence to be excluded. AERA may therefore like to take a view on

the balance amount of Rs.281 Crores claimed towards Pre-Operative expenses...”

Authority had obtained certificate from Chartered Accountant on the details of Pre-Operative expenses
carried in books and sought confirmation that these costs were not considered as part of the
expenditure debited to P&L account. Extract from the certificate of the Chartered Accountant is as

below.
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This Is to certify that Bangalore International Airport Limited (BIAL) has incurred the below mentioned
preoperative expenditures for varlous projects, during the FY 2016-17 and FY 2017-18 (Till Dec

2017).
Amount in INR
FY 1718 (Till
. Particulars FY 201617 Dec 17)
Opening Balance of Prauperatlve Expensss 45,84,06,304 65,50,28,803

Add: Expenses | { uring the year{,

Payroll Costs . C - 30,20,48,608 | 21,80,13,508
T pmfesalonal&Taahgmai Gonsullannyk _ 3,96,77,226 17,156,417
Travelling and Con\m?aﬂw ' 1,76.46,197 70,77,721

Other Project Costs 2371514 |  1,83,72,626

(16,62,11,424) | (5,03,79,160)

65,80,28,603 81,13,63,283 |
105 92

Also confirm that these costs are part of B@pﬁtal wor}:nlryprogrsss and not included in Operating
Expenditure debited to P&L account.< 1 RS 2 IS B

The Authority had reviewed the certificate provided. The Authority also noted that certain costs
relating to Pre-Operative Expenses were carried over from the year 2015-16 (and may be before too).
The Authority also noted that BIAL had submitted details of the personnel deployed, cost of which
would be debited to Pre- Operatlve Expenses. The Authorlty noted that there was a need to have an

own Project Managem&mt Teém when Iarge{xﬁale Gapttal Exper;dtture Pro;ects are being executed. The

Authority urged BIAL to Ensure"- -haf the'costs relatmg to Pre- Opgratlve Expenses be optimally managed
based on the requirements of the stated prOJects only. As these costs were proposed to be incurred
over the second control period, the Authority proposed, to consider an amount of Rs. 150 crores
towards the same, as ag_aih’ﬁg{- BIAL .-ssybrﬁﬁ_smnr? for the purpose of estimating the costs and
capitalisation for MYTP. The Authority-would review and ttue up the same after the Projects are
commissioned based on a study of the actual cost incurred and its reasonableness.

The Authority had noted submissions made by BIAL with respect to additional project viz. Eastern
Tunnel Works. The Authority noted that this was at a very initial conceptual stage and there is a need
for carrying out Stakeholder consultations for the project. The Authority, accordingly, proposed to ndt
consider the submission made relating to Eastern Tunnel Works, for the purpose of estimating the
additions to RAB. The Authority sought views from Stakeholders on the same and would true up the
same after these are incurred and capitalised, based on detailed review and evaluation of the actual

costs incurred, comments from stakeholdej}aﬂm regsonableness of costs incurred.
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9.2.13 Based on the above analysis, the Authority had, keeping RITES report as the base and giving effect to

the savings submitted by BIAL in the letter dated 21*' November 2017 and subsequently, considered

the following costs against the block estimates for consideration in the MYTP for the second control

period.

Table 25: Cost estimates proposed to be consldered by the Authority as detailed in Consultation Paper 05/ 2018-19 (Rs.

Crores)

Base value BIAL rkd

(Rs. 2010 crores) Is higher than

the Base value considered by
New south airfleld RITES (Rs. 1910 crores). Hence,
development works 2,304 RITES value considered.

Base value as per RITES is Rs.

640 crores and BIAL value is Rs.

271 crores plus Rs. 143 crores.
T2 Apron 1 678 BIAL base value considered
Second Terminal b = 5 As per RITES analysis and
Phase 1 3,174 ?94{:i c4H 5;,!96 4C 3,077 3,077 3420 | reduction. BIAL revised base

value is with 6.6% increase due
Second Terminal ICT 257 257 286 | to GST, not considered

As per RITES analysis and
Forecourts, roadways reduction. BIAL revised base
and landside ; value is with 6.6% increase due
development 1,256 314 1,570 1,124 1,124 1249 | to GST, not considered

As per RITES analysis. BIAL
Aircraft maintenance " revised base value is with 6.6%
and Airport increase due to GST, not
maintenance ; ik “&*‘{3{}% . 145 | considered
Rescue  and  Fire BIAL revised analysis lower and
Fighting 3 13 10 7 8 | hence considered
Fuel  storage & @l’!’ ; Not available in Business Plan.
Distribution -Phase 1 1 0 i bC | - 0 | Not considered

P : As per RITES analysis. BIAL

revised base value is with 6.6%
Airport and increase due to GST, not
Administration offices 57 14 71 57 57 63 | considered

As per RITES analysis. BIAL

revised base value is with 6.6%

increase due to GST, mnot
Utilities Phase 1 98 25 123 98 98 109 | considered )

As per RITES analysis and
Existing Runway, reduction. BIAL revised base
Taxiway value is with 6.6% increase due
improvements 320 80 400 275 275 306 | to GST, not considered
Site Preliminaries 1% of above costs
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Sub-Total
Design/ PMC 10%,
Contingency 10%, Pre-

Op 5% 2,008 -2,008 = 613 - 593 8% as per RITES estimate .
Add:  Pre-Operating

- Expenses 150
TOTAL 10,038 268 8,167 8,167

Eo})tl control period, as thls includes certain items which are proposed to
nltol period,

analysis was as detailed below:

“..5.4. Construction Schedule q{ \\
BIAL has submitted the overall J)ig@fl?
completion in March 2022 includi

construction works is planned to Mgﬂ Jtﬂ}_ﬁ(ﬁ:’ to March 2021 for pavement works (45 months)
and from Oct. 2017 to March 2021 (42 months) for the building works. The time for construction

\? evelopment, procurement and construction. The

stipulated by AAl in some of the tenders for airport terminal building projects for Project Management
Consultancy including design and supervision is 9 months planning & design and 36 months for

construction. Hence the time schedule proposed by BIAL is considered to be reasonable...”

9.2.15 The Authority ng,tgd;ﬁm%t Blai@asa?gommegggdawor@(r W@Nav and Airside expansmn works
but the works reTai*mg to Tanﬁhal Builﬁmg*had nottcé‘mf}lenciéd*as‘wt As the construction activities

had not started on the same, the Authority proposed to estimate Terminal Building completion in
2021-22 and accordingly propgsed to excludertb,g_.same t;gom additions to RAB for the second control
period. The Authority sought de egsplangélg ffro@;B?é\L on the plan of construction for Terminal
Building and its expected g%g Qgp@glmﬂoﬁj X @ ; ‘gggﬁi‘”‘r

9.2.16 The Authority had accordingly considered the revised cost for computing additions to RAB for the

purpose of determining ARR for the second control period.

Additions to RAB — Special Repairs/ Sustaining Capital Expenditure

9.2.17 The Authority also noted that BIAL had considered a total of Rs. 929.55 crores as “Sustaining Capex /
Special Repairs” for addition to RAB, in addition to the Projects detailed above, in addition to other

minor Projects viz Terminal Refurbishment and Forecourts (Rs. 160 crores).
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The Authority noted that in the revised details submitted by BIAL, the total estimate of Sustaining
Capex/ Special Repairs and minor projects had increased to approx. Rs. 1700 crores — Rs. 1800 crores
for the control periﬁd. The Authority had reviewed the details provided by BIAL for the same.

The Authority noted that BIAL would need to incur Special Repairs / Sustaining Capex works for the
regular upkeep and carrying out minor activities. The Authority also noted BIAL's submissions on need

for managing the current constraints in Termmal Capacity and planning certain IT and other solutions

for the same which necessitate certam Caplt,_..i;_ Expgndlture projects to be implemented. While the
Authority noted that, on an average arouﬁdes. 32 crores Rs. 34 crores was the value of Special repair
/ Sustaining Capex cost capitalised: I[f t'ha ﬁrst t;afjtml period, the Authority, also noted that BIAL had
actually incurred around Rs. 200 crores per annum towards special repairs/ minor projects in the years
2016-17 and 2017-18. A certificate to lih|§ qﬁect:hqgi been submitted by BIAL.

The Authority noted that where coit o

consultation was required to be car.ﬁ
The Authority proposed to consitli“ 5t
200 crores per annum from 2018-19't0"2020-21 in __I.:he estimate of Special Repairs / Sustaining Capex
for the purpose of the MYTP subm’iégibﬁéi}-)‘ﬁ éri"i-"éﬁﬁ'éc basis. The Authority urged BIAL to ensure that
the costs incurred towards these were justified based on its need and were incurred based on optimal
evaluation of costs and alternates. The Authority noted that 'expenses actually incurred on these
projects would be reviewed in detail and considered for true up at the end of the control period, based
on its need and reasonableness of costs spent and after considering any disposal proceeds/ realisations
from replaced assets.

The Authority noted that BlAi. hﬂd conSIdered Flnam:mg allow”ancé fbr addition to RAB as provided in
Direction 5 — Airport Guid&lines, against Interest cost during construction which will be capitalised as
cost of the asset. The Authority also understood that these estimates would vary considering the Debt /
Equity mix in the funding fe'r' Airpbr’t 'Projé]c't' --whereif':the Projections made by BIAL considered
substantlal funding of the; Prajé”ct by Eqmt\gr (Whith was eétimated to be available considering BIAL's
estimate of ARR for the second control perlod) (In domg ‘the calculations in the Business Model
submitted, the Authority had considered gearing of upto 75% and 70% respectively instead of a lower
gearing as considered by BIAL).

Accordingly, RAB recomputed by the Authority considering direct changes to the cost estimates based
on Consultant values and Special Repairs/ Sustaining Capex as above, together with other changes in

ARR and resultant Equity and Debt mix was as detailed below:
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Table 26: Overview of Capital Expenditure and addition to RAB for second control period as recomputed by the Authonry detailed in
Consultation Paper 05/ 2018-19 (Rs. Crores)

Site preparation & Earthworks to Runway 2,
Taxiway & Apron 2018 670.00 43.57 . 713.57 713.57 0.00 | Bulldings2-RW/TW
Runway 2, Taxiway & Apron - Phase la 2020 1,228.14 183.67 1,411.81 1,411.81 0.00 | Buildings2-RW/TW
Runway 2, Taxiway & Apron - Phase Il 2021 400ﬁ 560.13 560.13 0.00 | Bulldings1-T,B,R '
Forecourt roadways & landside development - Pal T (6 s
Phase la 20217 436.54 397.25 39.29 | Bulldings1-T,B,R J
Rescue & Fire Fighting 2019 | 703 8.39 8.39 0.00 | PM3-Safety
Airport Offices - Phase | 2018 63.05 57.37 5.67 | Buildings1-T,B,R
Utilities - Phase la 2020 117.95 107.33 10.62 | Buildings3-wMS
Cxlsting runway / taxiway improvements - Phase

_ la 2018 58.96 | 58.96 0.00 | Buildings2-RW/TW
Forecourt roadways & landside development -
Phase ib 2020 492.49 448.16 44.32 | Bulldings1-T,B,R
Forecourt roadways & landside development - g {iRs 4
Phase Ic 2019 |% 258 272.44 247.92 24.52 | Buildings1-T,8,R
Existing runway / taxiway improvements - Phase T
b 2021 80.46 80.46 0.00 | Buildings2-RW/TW
Terminal refurbishment 2017 79.99 4.09 84.08 76.51 7.57 | Buildings1-T,B,R

o v

Forecourts 2017 ‘&“‘lf;,#“i A 3“70' 82.43 75.01 7.42 | Buildingsi-T,B,R
Sustaining capex - | 2017 65.12 2.66 67.78 61.68 6.10 | Buildings1-T,B,R
Sustaining capex - Il 2018 85.44 8.97 94.41 85.91 8.50 | Buildings1-T,B,R
Total Infra Capitalisation 4,057.42 487.06 4,544,48 4,390.47 154,00
Special Repairs and Refresh Capitalisation 2018 - ZDil 781.75 0.00 781.75 693.57 88.18

| TOTAL 4,839.17 5,084.05 242.18

] es;[g
& _._n

487,06 5,326.23
i h
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9.2.24 The Authority noted that the actual cost of Capital Expenditure may vary till the Project is
completed. The Authority also noted that the capitalisation/ addition to RAB would vary due
to various factors such as the timing of expenditure, manner of funding etc. The Authority
therefore proposed to true up the cost based on actuals subject to a cap of 10% over the

cost as per the Consultant approval for the Projects.

9.3 Stakeholders’ comments on Authority’s analysis of Capital Expenditure

'9.3.1  AISATS has stated the following:

“..AISATS has incurred sub,s’faﬁﬂaﬁ fﬁveerEnfs re.-'ymg upon the promising growth
projections at the KIA. These maasums am}‘ lnves:’r’nents will only yield results if KIA is able to
maintain the growth story and a_t_tra_c;‘t neg_v_. damest.fc and foreign carriers to start operations
at KIA. AR O

In order to ensure that capacity cpnstr'ér i;. " '_ar.'-tE KIA do not adversefy dffect the growth of
aviation industry in general and.gro R,
kindly consider the cash flows / ! g

expansion of the airport's capaéi’ffé‘_ SR
9.3.2 AOC Bangalore has stated the folleiﬁ-'iné:?; =S Ty

“..KIA has witnessed double digit growth in passenger traffic which is showing no signs of
subsiding... KIA is cdrrent!y designed to handle a traffic of 20 MPPA and its infrastructure
has already been stretched to handle close to 27 MPPA in FY 2017-18. The growth rate
pattern would require substannm‘ investments m capacrty both on the airside as well as
Terminal side. »Therefere, KfA s muestments dn arrporbmfrastructure is cnr:ca! for the growth
of the entire aviat:on ecosysf&m in the region. a

KIA has capacity expans.'on plan in terms of adding a 2™ runway, 2”"- Terminal and other
associated facilities and hasksubmftted a propesal to AERA for approval of Capex. We also
understand that some capex pro;ecfs arg still unde{ capsrdemt:on by AERA and request
AERA to consider on need basis the: fmpartant nrajects which are critical to the smooth

running of the airport...”
9.3.3 APAO has stated the following:

“..In the context of reviewing BIAL's proposed expansion project cost for the second Control
Period, we understand that the Authority had engaged an indepenb’ent technical consultant.
Based on the technical consultant's report, the Authority has revised and brought down the
estimated cost of the expansion project of BIAL to Rs 8,167 crore from Rs 10,038 crore which
was requested by BIAL and has also capped the true-up of the expansion project up to 10%

over the cost as per the consultant approval in the third Control Period.
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We would like to highlight to the Authority that project cost estimates that were submitted
by the airport operator prior to the implementation of the project works were only
estimates of the expected expenditure and these cannot be predicted with complete
accuracy. Typically, the private airport operators in India have adopted robust practices for
competitive bidding for the project works, internal project management practices to control
costs etc. Howevér, given the uncertainties on account of fuel prices, costs of raw materials,

-inflationary pressures etc., the actual costs incurred may vary. Therefore, an estimation of

project is an airport operators be;t r?gte of how the above factors would perform in

future.

In light of the above and the unprecedenfed rfse in trafﬂc at the KIA, we would like to submit
that the implementation of airport expdnsian project works should not get unduly

constrained by a cap. We would therejéﬁé r¢quést the Authonty not to put in p.-'ace a hard

9.3.4 BPAC has commented as follows?':

“...The Eastern Tunnel work connectw;;y f;as t;eemest:mated at cost INR 1121 Cr by KIAL in
its submission. We request AERA to d.rrect K!AL to furnish a breakup of the line items and
estimated costs of the tunnel work. Further, we urge AERA to relook in to the design and
cost aspect of Eastern Tunnel connectivity.

We urge the AERA to direct KIAL to draw a Master Plan including land usage with phase
wise development along w:th the timeline and the. cost for utilizing the land parcel of area
4008 acre. This:parcel of Iand has been ﬁf‘owdea by the Gﬁvqmment of Karnataka (GoK)
under the State Support Agreerﬁent We also request AERA.to. indicate to KIAL to provide a
platform for a citizen consultation to elicit comments on the Master Plan. The delay in the
development of the land parcef watld hot. om‘y fn,crease :the burden on the UDF and the PSF
but would also reduce the uvaiiabiﬁty of rétaﬂ and reeg:gd‘!'ron services to the passengers.
KIAL in its submission té AERA during April' 2017 had' estimated the cost for construction of a
new terminal at INR 10,038 Cr. However, the evaluation report submitted by RITES to AERA
estimates the construction cost of the new terminal at INR 8268 Cr. We request AERA to
direct KIAL to furnish details on the difference of INR 1740 Cr in the cost estimated. AERA
should relook in to the design and cost part of the new terminal.

..The KIAL in its submission to AERA has estimated cost of Eastern Tunnel work connectivity
at INR 1121 cr. This estimated cost appears to be excessive. .... We would also request AERA
to appoint an independent consultant such as RITES to validate the design and the cost
estimated by KIAL before approving the same”

Capacity over utilization has led to congestion at KIA.__
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As per Fairfax’s Annual Report, it is estimated that KIA will handle passenger traffic of
~26Mn in FY2018. With a capacity of merely 20Mn, the airport is currently operating at an
overutilization rate of 130%. In its 2017 credit review of KIAL’s instruments, ICRA noted that
the passenger throughput had exceeded the terminal capacity leading to capacity
constraints during peak hours. This is clearly visible at the airport today and the passengers
are already feeling the brunt, with the Airport clogged right from 6 am.

Further, the airport will be in no position to increase its capacity until the completion of the

first phase of the new terminal qu:,'{dfﬁ"ﬁﬁi?ﬁQi,.whfch will increase capacity to 45Mn...”

9.3.5 |ATA has stated the following: A S

“...Capital Expenditure: - Mere;;fy,‘ updatfng stakeholders on BIAL’s high level investment

plans is an ineffective and unré’d'#bhﬁ'ﬁfa’s"sqppk;éach to consultation. No project Business

Cases have been shared with the mn‘:ﬂef c:dn'c‘fzn t;t}wty including information regarding costs or

a ,Gi)’oj.é' by project basis is required in significantly
able .the AUCC to provide informed feedback

return on investments. COHSUITGWH !

more detail than has been shared: to
regarding investments the afrﬁr%ié indin frd paying for through aeronautical charges.
IATA is perplexed at AERA’s Iac& qf w:!hngness ; to enforce its own Consultation Protocol to
support meaningful consultation at Bangm‘ore, and other regulated airports in India that is
surely in consumers and Users interests. With respect to AERA’s comments noted on
previous responses, a lack of AERA resources is not a reasonable basis to avoid supporting
Users consultation or addressing the concerns we consistently raise. We do not necessarily
require AERA to join consu!catfon meetings (much_as that would be useful) - as a start we
simply request: A&;‘RAasuppym our rgquest* that wrpwﬁs aanswt as they should already be
doing in line w:th the Conquftatfon Pratoco!f e. b‘y Writing fetters to airports reinforcing the
need for meaningful consultation, joining conference calls, and generally taking much more
of an interest in enforcement of these activities.

While we respect the BIAL mgnagement team, the tfata summarised in section 5.2.2.2 and

references to AUCC corrsu!tanons has little meanlrfg without the corresponding project level
detail. A small handful of AUCC meetings called on an ad hoc basis between 2015-17 that
includes no information on project costs and benefits is ineffective and leaves the airline
community extremely frustrated regarding our ability to provide informed feedback. Until
we are in a position assess project costs and benefits, and understand there is a positive
return to Users we are unable to support the costs being added to the RAB.

So AERA is aware, IATA and the BLR AOC wrote to the Managing Director of BIAL in
December 2017 thanking them for information shared to date, and requesting consultation
regarding further project details including costs, hawever we have not received a response.
To address some specific points raised:
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Reference section 6.2.3 BIAL states the new terminal and airfield development will also
require the development of adjoining area for access to terminals and retail outlets for
passenger ease and comfort, and other elements such as Utilities, offices, and maintenance.
We request consultation on project details have not been shared to date with the airline
community.

Reference BIAL’s comment total airport capacity is forecast to serve the passenger demand
for at least 5 years from opening day of new facilities, the airport goes on to reference
Phase 2 of Terminal 2 will be devé’iléﬁéﬁjfﬁf}_’gq%—z7. Development should not be pre-
determined by dates, howevg‘r;!j}gi'é'ém__ I&:'gﬁé;'.;@zg._.recommend is supported as common

industry best practice to ensufe -bwan‘ce& "ﬁdp_a{c{fif’j’/. over time. This may be BIAL’s intent

however does not read as so. :
Regarding “Sustaining Capex / Sp,ecia! R’ep 5"lwe do not agree w.'th AERA’s decision to
include actual costs incurred for efémenxs ’!,n 20.16 -17 and 2017-18 of 200 crores per annum

e actuals incurred are almost 6 times the

original costs in the first contr@ b _‘_ = ag \BIAL should consult on amounts over 50
crores.
Reference Terminal deve!opmeri&';ﬁuq’ﬁg‘kﬁemﬁ.ﬁ?mAL assessment that a phased approach
to terminal development based on demand triggers and generally accept its approach.
However, a Business Case still needs to be shared and reviewed in consultation with Users.

We request further AUCC consultation regarding terminal design concepts, passenger flows
and capacity and demand analysis and a review of capital costs. We are pleased BIAL is
applying IATA Levef of Serwc‘e parameters as a desfgm mput however please note these are
high level mputs that#do not repface the !]S’E‘d for dem;fj?d analyhs:and simulation that Users
request to review. Consu!tmg on detmfed passenger and operational planning assumptions
is very important to ensure the Users agree with them.

Reference 6.3.12 Eastern Tgnnef Works we completgly agree with AERA’s assessment that
feas.fb.fhty requires consu#ation w:th the a!rhne cqmmumty in advance of any irreversible
decisions being taken. Again, we require options, costs and benefits to be shared via a
Business Case clearly demonstrating a return on investment for Users.

London’s Heathrow as one of the world’s busiest hubs with around 77 million passengers
and 480,000 ATMs from 2 runways, has just one public access tunnel to the central terminal
area to access Terminals 2 and 3 (and the old Terminal 1).The associated risks of a single
point of entry have been carefully managed over a number of years with high levels of
resilience, and so a second tunnel at BIAL may or may not be required, that should be
subject to scruffny and detailed consultation. -

Reference 6.3.2 and 6.3.3 we agree w.'t/hjé e.;;rs.'on to map costs in BIAL’s Business
'Sr b_gnchmarks and through AERA’s

aty

Plans taking into account a review ﬂfeﬁ

Gt
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consultant an assessment on project requirements considering capacity and demand
factors.

Regarding AERA’s assessments, we agree no additional allowances should be made for GST.
Reference proposal number 5, we recognise the efforts AERA has made to try and determine
a capitally efficient cost for the 2nd control period and efforts to reduce costs. We would
comment however that while a cap is a reasonable approach allawing an additional 10% of

capex true-up provides little incentive for BIAL to be efficient, and is in effect a bonus for the

airport. We recommend the cap is apphﬁ‘d on AERA s INR 10,471 Crores assessment of costs
for the period.... $ ’

9.3.6 Menzies has stated the following: = -

“..MABB has been one of thecargaterhmaf operators at Kempegowda [nternational
Airport, Benyaluru (BIAL). For the% afrpbrti ta‘ cater to the industry requirements, maintain
global service standards and hav,e! cqﬂtmuaﬁgrbwth the airport infrastructure needs to be

upgraded and ground access deve!ppgd
We understand that BIAL is une rmklggs. gtghwb! investments. Given the :mportance of

=

such investments to BIAL and the cnrrc ty to. rmpfement the project given the growth
scenario we request the Auth?m‘ty td ensure fhat investments are approved as it is
important that expansion plans are not delayed which could have adverse impact on
industry. Further, BIAL has requested for cash flow support to meet the capacity expansion

plans, the same should be considered by the Authority as per Regulatory framework...”

9.3.7 GoK Infrastructure Development Department has stated the following:
“..AERA has tf‘x‘kéﬁ?céﬁafn‘%t_ahé’é on the fm‘:'ff an.d' qapﬂ‘af eiki:ejﬁdfture, which might have an
adverse impact on timely completion of the expansion prd}‘ec’.ts of BIAL. - -
The capital expenditure considered by AERA for the determination of aeronautical tariff
exc!udes certu:'n projects on an qﬁpfoxfm'al‘e' value @f Rs 1212 cr. These exclusions are in
respect of GST impact on pmje;:t cost cam}ta! expendrturegfor the Eastern Tunnel and other
important ancillary pro_,fects such as 220 KV substatron existing terminal improvements etc.
AERA may kindly ensure that appropriate measures are taken during the tariff
determination process so as to take care of the expansion and growth requirements of
BIAL...”

9.3.8 SanjeevV Dyamannavar has stated as follows:

“..Cost of Connectivity to Airport from City: As KIAL was planned for handling 40 — 50
Million Passengers during 2005 itself, either GoK or KIAL Management gave serious thought

and moved on.Mass Public Transport to ensure no congestion happens at the Airport
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a. Metro Connectivity from City: Connectivity by METRO by BMRCL with additional funds
requirement of INR 1000 Crore. This will further burden the Airport passengers through
additional UDF.

Further, after the metro line is operational, all passengers travelling to and from the airport
metro line should be charged a premium service charge by way of higher ticket fares which
will keep less UDF burden on passengers.

B. Suburban Rail: As Indian Railway track exists before Airport construction next to Airport

Boundary, no concrete plans to ytilie

' provide mass transport facility to 24 /7 work
force at the airport by GoK, K‘MﬂManageméntmﬁ Ministry of Railways. This has forced
people travelling to airport pa;i":éﬁ(e Toll Charges tillMar 2018 for 6 Years period.

C. Trumpet Flyover as 100% AeronautfgdftAssets by KIAL: Already KIAL had claimed with cost
of building the same Trumpet nyoVen at RS ,13’;5 83 Crore and also B!A.-'_ has further treated
Asset allocation basis as Aeronautag:a#ﬂ.?sets” il '

Basis for allocation: Movement qfxﬁassengers andlstaff _

ced te _?‘rumpet flyover cost through UDF during

Already Airport passengers are.fe

1st Control Period which was unfair:and fiow: féirther recovery from passengers for Metro &

Tunnel. HedH A Sl% !

D. Eastern Tunnel Connectivity: The KIAL in its submission to AERA has estimated cost of the
Eastern Tunnel work connectivity at INR 1121 cr. This estimated cost appears to be on
Higher side. We request AERA to direct KIAL to re-design the Tunnel keeping cost low and
even maintenance cost should be furnished in the AERA proposal. '
E. Other Options in Airport Gonnectivity: Options '-'e;g,gfored by KIAL Management has left
connectivity ffbmioéﬁigandﬁaﬁlj'._tbwn. Also, .'thesé.-:ffwi'@fhék coﬁtsef Tunnel will impact UDF in
Control Period -3 for WHICHAERA should Be sersitive, © I

As GoK through KIDB has 400 acres of land adjacent to KIAL towards Devanhalli for building
International Conference Pdci!ity or Signature p'ark Sé} connectivity from Devanhalli is very
much requ.'red cons:derfng future growtﬁ of A:rport fn terms of Cargo & IT region being
developed by GoK also. KIAL Management should exercise the option 1 as indicated above

before heavily investing in Tunnel...”
9.3.9 Siemens has stated the following:

“..Bangalore International Airport is experiencing high growth in traffic and we are now the
3 largest airport in the country. BIAL is in the midst huge expansion plans consisting of

mainly Airfield projects for 2nd Runway, taxiways, Apron, Terminal T2 and Other associated

Projects. A Capital Outlay of around Rs s. 11, OOO Crores is estimated for the future expansion

Wi
.A'"-"

projects and we have made consrdp?;q&? re.sg !n execun on of these projects.
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Despite the Positive intents of the Government and the Regulatory authority in terms of
Progressive policies and approach, the experience of investors in airport sector in India have
been mixed. We believe that the sector could not attract the requisite Private Investments in
airport projects as compared to the growth potential on account of policy and regulatory
uncertainties. This is mainly due to inconsistent approach by ministry in terms of
implementing the provisions of Concession Agreement differently amongst the similarly

.place airports and also due to inconsistent approach by AERA in their consultation papers

issued for various airports. _
In order to attract the reqms:‘fe SUm. ' Weetments and to ensure the sector is posed
towards a compelling future, AEﬁM Wﬂuw nfe q

and bring clarity and consistency.in the 'ppff' : ‘mn of regqulation. The provisions of the CA’s

EQ ‘.'mprove the viability of airport projects

should be held sacrosanct, as the investeir tqnﬁdence is highly dependent on such an

approach.

Further we also request AERA to 4:0 15id th A"PEX estimates as submitted by the BIAL and

not to exclude any CAPEX invesféﬁ‘r : yproach is a need of the day in the present

Wi vy . s % " ”
situation where we are in a pres?’iﬁ.g__.l ée d e significant capacity at airport...

9.4 BIAL’s response to Stakeholders’ “comments n Authority’s analysis of Capital
Expenditure

9.4.1 OnIATA's comments, BIAL stated as follows:

“..IATA has stated that merely updating stakeholders on BIAL's high level investment plans
is an ineffective and unreasonable approach to consuftat:on No project business cases have
been shared withthe wrﬁge{ v__‘mmurfmﬁ/ mdﬂdmg mféfmai’ian
investments, Furthen IATA has stdted that it rs perplexed at the Authority's lack of

‘régarding costs or return on

willingness to enforce its own Consultation Protocol to support meaningful consultation at
Bangalore, and other regulated airportsiin India, that is'in interest of consumers and users.
BIAL wishes to submit that the A?gperf"ﬁuiae{ihfes faydpwn the Consultation Protocol and
also mention the compe"'sftfoﬁ"-of STeRBholders ‘Sv'as to ddequately represent interest of
airport users.

BIAL has conducted the AUCC process in line with the Airport Guidelines set by the
Authority. All the project details, cost and relevant information have been captured in the
Project Information File that has been submitted to stakeholders to have a meaningful
discussion. Further, the queries of the stakeholders have also been addressed and submitted
as part of the Multi Year Tariff Proposal (‘MYTP’) submission to the Authority. BIAL has

shared all the above relevant details _tnt-J as an integral stakeholder of the AUCC
Y@ fon ",
C7N %

process.
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Further, in addition to above requirement, BIAL proactively has undertaken two intensive
workshops with IATA on T2 Phase 1 as a pre-discussion to consultation process and shared
all relevant details with IATA. Subsequent to the workshops conducted by BIAL for IATA
there have been no further queries from IATA and IATA chose not to participate in the AUCC
meeting held for the New South Parallel Runway (‘NSPR’) and associated projects as well as
for Terminal T2, Phase 1. IATA bringing up questions on those capex decisions is not in the
spirit of the aviation industry growth in India. It is suggested that IATA take AUCCs with due
seriousness and provide quahty rnp,uts,m *ttte forum (AUCC) as enabled by the regulator and
the operator. > 99, s

IATA has mentioned that w:thout mfofmaﬂon .@Il costs and benefits of projects, stakeholder

consultations are ineffective and‘e!eave t’he '_;rﬂﬁe ‘community extremely frustrated regarding

their ability to provide informed feedba k to the airports. IATA has specrffcaﬂy requested a
response to letter sent to the Mapqﬁmg Dfre@gor of BIAL in December 2017 requesting a
consultation. f 2 Al
“..IATA has requested the Auahleb:}fy
incurred by KIAB in FY 2016-17 aneliE
suggested that BIAL consults staEﬁﬁdlﬁéﬁ?dig-’ﬁﬁ?@nts exceeding Rs. 50 crore.

e Sustaining capex / special repairs costs

w,wﬁ'bf approx. Rs. 200 crore per annum and

KIAB is witnessing exponential traffic growth, and it is expected that the traffic will continue
to grow significantly over the next decade. Thus, maximising the utilisation of the existing
airside, terminal and landside capacities through various measures until the proposed
Terminal T2, Phase 1 becomes operational. Further, KIAB is also investing in replenishment
/refurbishment / upgradation: 'Bf existing assets afid® requests the Authonry to note that the
initial phase of | devef@pmentfhas compfeted ten yeqrs of operarmn and requires additional
investment for sustenance. .
The sustaining capex/special repairs/minor projects were considered to cater to this growth
and hence past expenses éaginot be ':’:b?i&id{efé”é‘ as the. -b‘.ﬂ_si_s for estimating sustaining capex
expenses in the com:‘ng;--.}féd'r!i‘iiff-;A!s’d', BIAL ﬁiﬁs"-é’arrié&"'-otftf.'-'.‘detaﬁed “bottom-up” projections
while arriving at the cost estimates and fhése hc;ué been submitted to Authority, which is
part of Annexure 4 of the CP. BIAL has always followed the AUCC Consultation Process and
conducted the AUCC meetings wherever mandated.
IATA has requested for a business case of the terminal project to be shared and reviewed in
consultation with airport users. The Authority has provided Consultation Protocols (AUCC)
for capital expenditure projects which comprehensively covers the business case and this
has been complied with by BIAL for terminal project. Further, IATA has requested an AUCC
consultation process regarding term};wf" q{g;;gn concepts passenger ﬂows capacity and
demand analysis and a review 7:@}9};‘6{ cjostsh“BMf. s gtakehofder consultation for the T2
:remq)gt’s\smred by IATA. Further, in addition to above

cyen

1'11‘-\.#’
M sl
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requirement, BIAL proactively has undertaken two intensive workshops with IATA as
explained above.

IATA has requested for options, costs and benefits to be shared via a business case
demonstrating a return on investment for users for the Eastern Tunnel Connectivity project
and has also questioned its requirement of the project citing the example of London’s
Heathrow airport (‘LHR’). BIAL submits that it has already shared details on the Eastern
Tunnel Connectivity project in June 2018, where the document contained a need

identification (business justfﬁcat:_‘_on};"bﬁtw?;s deveiopment assessment of alternatives,

project cost and risk assessmefit-tn ,fr-f@di‘:ﬁ” r?ﬁfeasures The Phase 2 work cost estimate

is being provided as a tentati Qé"ét)sr -:'ﬁngi fﬁ-aﬁpmdch the AUCC sep araref'y for Stage 3 for

the Phase 2 work. |ATA has quated-emmp!e bf‘ connectivity of LHR which has a single

access tunnel and expected BIAL m e kJ 'tf;e managemenr of atrport with not more than

one access. The IATA’s approach of sitrg{mg out one airport example of LHR and expecting

BIAL to justify its own reqwremé,n,' £ ,hawng mqft:pfe access of connectivity to airport is

unfair and not practical. Dﬁ*f?ren ;'Qve different traffic and connectivity

requirements, which have to be"&f’{;fgfﬁ:___ val 5'.!9 y each individual airport and expecting
BIAL to justify the need for a tun{'rgk{nrany 'g_(‘fte;%fpfrastructure requirements) vis-a- vis LHR
is impractical.

However, with specific reference to LHR, we would like to bring to IATA’s notice that LHR has
a significant transfer passenger percentage (~50% of total traffic), unlike KIAB which is
primarily an origin-destination (O-D) airport. The tunnel at LHR only serves terminals 2 (T2)
and 3 (T3). British Airways which is the largest carrier at LHR is located almost entirely in T5
with separate‘landside aceess not relying on the tunnel serving the Central Terminal Area.
Further, Terminal T4 taterfng to Sky;team traffic has s‘eparaté access and not dependent on
tunnel. Additionally, a large %age of public travelling to LHR, use public transport (around
40% currently) which is riot.the icase at KIAB. Whilé IATA has participated in the AUCC
consultation for the abof(é-pf’i;ijeci_t;_:_ft has hof rmsedaﬂy '_bpservatian with reference to LHR
(or any other airport), nor ha§ JATA rb’fSe'::dJany dhé}:'fes on the requirement of the project.
BIAL has always been transparent and has engaged pro-actively with the airline community
(including IATA), the Ministry, GoK, and various other stakeholders and has a balanced
approach towards capacity development to meet forecast demand at reasonable cost.

IATA has agreed with the Authority’s proposal to map project costs in BIAL’s business plans
with normative benchmarks and to review these costs by a study conducted through an
independent consultant. It has also recommended capping BIAL’s project cost at Rs. 10,471
crore that was determined by the Authority.

The Authonty appointed mdependent consuftant ( ‘RITES’) for analysrs of capital expenditure
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the report of RITES intterms of overall capital expenditure approval process, BIAL reserves its
right to.challenge.the RITES report. BIAL has made a detailed submission in its response to
CP explaining that:marketdiscovery of price is a complex process, and it may not be possible
to determine efficient ‘costs prior-to the actual competitive bidding process. Also, the actual
project cost is dependent-upon a range of factors such as the cost of raw materials etc.
which are beyond the control-of an airport operator. The submissions also provide reasons
why the Authority must not cop the project cost of BIAL at 10% above the Authority’s
estimates and explains the measures BIAL'

sitaking to execute its projects efficiently and at
an optimum cost... 8=
..We received-an-e-muail from the“AfHMé'Oﬂéfht'@rs Committee dated 01.11.2017, wherein

general inputs were - providEd stmh as cprLsrdEmrlon for sepurate access for premium

9.4.2  BIAL has agreed with-the commentsimade’by AOE, APAD, AISATS, IOSL, GoK and Menzies.
9.4.3 On BPAC’'s comments, BIAL:-has submitted as follows:

“..6) B.PAC has requested the Authority to direct BIAL to furnish a further breakup of the
estimated cost :of ithe proposed Eastern Tunnel and suggested that the same be validated
for design and cost by-an mdependent orgamzatron !fke RITES.

7) In response; ’B;w. wasdd hke to: sut?m.ff that H* has- eonducted the AUCC for need
identification, npﬁmfs _demiopmegt -_qnd-de.tq;_fed deslyn.. for Phase 1 on 22.06.2018. The
Phase 2 work cost ‘estimate is being provided as a tentative cost. B;‘AL will approach the
AUCC separately for S’tagea for the Phase 2 work.

8) B.PAC has requested the Authonty toldmeet BIAL te keep aside the positive cash flow
generated from.-higher UDF -csﬂectmns in a separ-ate fund and utilize the same for its
additional projects:such:as cost of metro connectivity and Eastern tunnel connectivity.

9) BIAL submits that regarding collection and utilization to refer the submission made in
point 58 para:2. Further, as.part of MYTP submission and tariff determination process all the
future expansion projects including Eastern tunnel connectivity project will be considered
appropriately.in:the toriff proposal for consideration of the Authority.

Since metro connectivity is not.part of the current tariff determination exercise for the
Second ControlPeriod, BIAL chooses not to re.qund on the funding and charges that need to

all | I i r ‘
be collected for the same... 50 fary,

! 1‘1
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Proposal 7: BIAL notes that B.PAC sought details from BIAL on the drfference'.of Rs. 1,770
crores between BIAL’s proposed capital expenditure (Rs. 10,038 crore) and the estimates
provided by RITES in ils evaluation report (Rs. 8,268 crore).

BIAL would like to submit that these detuils regarding the costs allowed, disallowed and the
rationale for doing so has been provided in the RITES report annexed with the CP.

Proposal 8: — In response, BIAL reiterates its submissions made in response to the CP

On Sanjeev V Dyamannavar’s comments, the following has been.submitted:

“...The Respondent states that with KIAB plahning to handle 40-50 million passengers, during
2005 itself, either GoK or its mbh’dgeﬁfﬁé‘rﬁt'Showf@'ih.qve given serious thought and moved on
mass public transport to ensure -no__eonge:';ffan;ﬂhappens at the airport terminal as has been
followed in all major international girports.: _

The connectivity and transpprtatfb‘;f ;TSSues come under the purview of the State Government
and BIAL coordinates with GoK for; e;asdﬁﬁg'lméss'pubﬁc transport. Currently, more than 250
BMTC buses ply daily to the a.'rport far passehger commute In Dec 2017, the GoK has cleared
the line for metro connecnwt}g to. the a;rpqrt fWhl'Ch should address the mass public
transportation issues. S

Respondent has commented that: the metro ccmngct.'wty proposed to be provided by BMRCL
would cost Rs. 1,000 crore, which would further burden the passengers. Further, Respondent
states that after the metro line is operational, all passengers travelling to and from the
airport metro line should be charged a premium service charge by way of higher ticket farés,
which will reduce UDF burden on passengers. BIAL submits that the proposal of metro
connectivity is not part of the MYTP submission-of BIAL for the Second Control Period and
does not form part of its tdn,ff determination.

Respondent has requested for suburban rail connectivity to'the airport. BIAL wishes to submit
that the decision for suburban railway is a subject matter of the Railway Board and BIAL
cannot comment on the same. _

Respondent submits that KIAB has alreaq'y. claimed the cost of building the Trumpet flyover
and treated it as an aeronautical asset and airport passengers are forced to pay the Trumpet
flyover cost through UDF during First Control Period, which was unfair and now further
recovery is proposed from passengers for Metro and Tunnel. BIAL wishes to submit that the
trumpet is only single access connectivity to the KIAB and BIAL was forced to undertake
investment for connectivity from airport to National Highway (known as trumpet
interchange) as the airport opening date was fast appro'achfng. The same is forming part of

aero assets of BIAL.

Respondent has suggested redesigning.thetynnel such that its costs are lower. BIAL submits
7yl wfli p »
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design for Phase 1 on 22.06.2018. The Phase 2 work cost estimate is being provided as a
tentative cost. BIAL will approach the AUCC separately for Stage 3 for the Phase 2 work.

Respondent has suggested that BIAL should exercise the option of additional connectivity
through Devanahalli rather than spending on Lhe Eastern Tunnel Connectivity. BIAL submits
that it has a!reédy discussed reasons why the alternative of north connectivity from
Devanahalli is not appropriate for KIAB during the AUCC stakeholder consultation meeting.
The north connectivity option would eventually connect to the main access road and not

cater to the needs of traffic coming from.south and east of Bengaluru....”

9.5 BIAL’s comments on Authority’as_"a'h;alfyfsi!sf-é‘h Capital Expenditure

9.51

Order No: 18/2018-19

BIAL has submitted as follows:

“On Authority’s proposal to exolude .eapifﬁﬁshﬁon of Terminal T2 in the RAB for the second
Control Period. i

BIAL’s Response: - The Auth,‘(?:?fity- has ¢ mﬁ:’derqﬂ capitalization of T2 — Phase 1 for Third
2l o, P

italization considered by BIAL in FY 2020-21;

Control Period (FY 2021-22) ds Ggoinst the
i.e. in the Second Control Period. 'BIA:{ wdu}‘b"’i?ike to submit that it has completed detailed
design of the project and the RFP fbr’ EPC Contract for civil, services, roof, facade, and other
major systems has already been floated. BIAL has proceeded for tender on an EPC lump sum
basis at the completion of the Detailed Design stage instead of at the completion of the
schematic design stage. This has significantly reduced design timelines for the EPC design
phase.

Also, in order.the ensure that'the work is.completed.on time, all critical work elements are
made as part of the EPC lump surm scope such that there is a single point of responsibility,
thereby minimizing co-ordination and interfacing issues. Currently the EOl and RFP for EPC
procurement have already been floated. by BIAL with commercial evaluation due by
September 2018 and award of works:due by early first week of October 2018.

Further, BIAL has been using. various a:;te_C.?ln‘(ﬁbgy'fm"t'iatfves to improve the performance of
the airport both during construction as well as operations. BIAL plans to adopt latest
construction technologies such as Building Information Modelling - BIM (for clash analysis,
project reporting purposes), modern document control systems, sophisticated scheduling
and monitoring systems for ensuring timely decision making, robust quality and safety
systems. Lastly, BIAL has appointed Turner Project Management consultants as the PMC for
the PAL 1 works. They will bring global and local experts for fast tracking and achieving the
T2 completion target.

Additionally, BIAL submits that DI, 1 ' the construction .and operationalization
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Expansion in 30 months duration. Given these reference timeframes, BIAL believes that‘ it is
well on course to operationalize the T2 terminal in this control period, as shown in Exhibit 1
below. |

Accordingly, BIAL requests the Authority to consider the capitalization of T2 in March 2021

and include the asset while determining aeronautical charges for the Second Control Period.

Exhibit 1: Project Schedule for T2

eward of D Comtratrer
X Warks
GFC B Y Demengn by X
Mol twatign of LFC
Coratructon b Mendosss o T2 P |
o (I Wk
Pracurement of Mon (I werks
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Harchrar 1 Oprion
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ITIITITEY oY
BIAL’s Submiss:‘on: - BIAL rec;hésts: ; t?ré ﬁ'dtﬁcli;ity' to consider the capitalization of T2 in
March 2021 and include the asset as part of the RAB while determining aeronautical
charges for the Second Control Period.
On Authority’s proposal to exclude the impact of Goods and Service Tax (GST) on the
projected Capex.... _ |
BIAL’s Respgﬁse = BIAL nrates ithat the. ﬂuthorg‘ty ‘has acknowtedged the change of indirect
taxes applicable in the cpunrry. However, it has not allowed an mcr_ease in project cost of
BIAL to incorporate the same. Mere acknowledgement of the fact and not considering the
same while deterim:‘ningﬁ._ aeronautical charges i.e. leaving the same for a true-up at a later
stage will cause a signﬁ‘fiéoy"r‘ilt detrimental impact Qr‘i:tﬁ_é. cash flows of BIAL.
BIAL would request the Autﬁom‘fy- toree%gﬁfz"@- that it would need to incur GST on capital
projects as a cash outflow, and unless the Authority considers it towards BIAL’s capital
expenditure while determining aeronautical charges, it will deteriorate BIAL’s cash flow
position during the Second Control Period, until it is allowed to recover the amount during
the Third Control Period.
The Authority has taken a view that the amount will be considered for capitalization after
considering the GST input credit. BIAL submits that it has already considered GST input

credit and accordin gf‘y requested for a lower GST rate of ~13% compared to the actual rate
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Accordingly, the Authority is requested to consider the project cost as submitted by BIAL on
account of the changing indirect tax regime.

BIAL’s Submission: - BIAL requests the Authority to consider the project cost submitted b])
BIAL, including the impact of GST on the project cost and not penalise BIAL in terms of
significant cash flow issues. Any difference between the GST outflow allowed by the
Authority and that incurred on actuals may be subjected to a true-up.

On the matter of additional projects in the Airport User Consultative Committee ("AUCC’)
stage e

BIAL’s Submissions: - BIAL woiu.fd\.h',k'g_':i'i’-g L}'ﬁdértake the following additional projects in the
Second Control Period: 5 o PUEEIS |

Eastern Tunnel Works — The current NH‘44 through the existing trumpet and through SW
Connectivity road is the only external dccefss available between airport terminal and
Bangalore city. The expansion on NH 44 is not possible due to congestion at Hebbal flyover
and due to land acquisition constraints. As fp‘éf Bengaluru Metropolitan Region Development

Authority (BMRDA) Structure Plan 2031 mtense development is planned around east of

Bangalore urban clusters } nodé '5:gnif.foant other developments in the area e.q.
commercial developments at. Doddabaﬁqpura and Chikballapura, business parks, IT and
hardware parks, KIADB aerospace parks etc. ‘is expected to lead to additional traffic.
Accordingly, BIAL has conducted a feasibility study to evaluate options for an alternate
access and based on the study it is proposed that the Eastern Tunnel Access road would be
feasible and make the airport more easily accessible for the eastern part of Bengaluru city.
The construction of the Eastern Tunnel works involves the Phase_l- Early Works which
includes construction of Tunnel below;cross field taxiway (@pproximately 300m, only civil
works). _

220/66 KV Substation - As per KERC, power supply needs to availed at 220KV for power
loads above 20MVA. As a resuit of upcoming facilities, totai estimated demand by FY 2020-
21 (for aero assets) is likely to be ~33 MVA and the same by 2030 is likely to be ~55 MVA.
BIAL pursued with KPTCL to-provide up to ~33MVA of power at 66KV level, however, after
multiple rounds of discussions, KPTCL has refused BIAL’s request. Accordingly, BIAL will have
to accept power at 220KV and would require a 220/66 KV Substation.

BIAL has completed the AUCC meeting on 22.06.2018 for both the above projects and the
stakeholders have not raised objections to either of the projects. Accordingly, we would
request the Authority to consider BIAL’s submissions at the time of finalizing BIAL’s
aeronautical charges for the Second Control Period.

Treatment of Special Repairs and Susig‘.fﬂr’.r_?g Capital Expenditure

AERA’s Treatment
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As per CP, the Authority has stated as below with respect to the treatment of Special
Repairs/ Sustaining Capital Expenditure:

BIAL’s Response - Other Sustaining Capex:- KIAB is witnessing exponential traffic growth
and has achieved traffic of ~ 27 million passengers in FY 2017-18. It is expected that the
traffic at the airport will further continue to grow and thus maximising the utilisation of the
existing terminal capacities through sweating out of assets is necessary to handle the
growth till the proposed T2 — Phase 1.Terminal becomes operational.

Facilities need to be augmented to mantige the-additional passengers and this has led to
increase in sustaining capex, A‘ddftfsn'm:‘% ..initfaﬂves such as Aadhar enabled entry and
biometric boarding system ( ”Dig'f' Yatra”) dre -bging developed in-line with directions from
Ministry of Civil Aviation/ Burea‘u- Qf Civil Aviation Security to use Aadhar and Biometric E-
Boarding System to enhance Secunry arjd rmprove Passenger Experience at the Airport as
part of the “Digi Yatra” program undier the "Digftai India” campaign.

BIAL has already submitted vhe detm!eﬂ Hsr ef .sustammg capex / special repairs / minor
projects to the Authority, whtch Is formmg paft, of CP as Annexure 4. A need assessment for
these cup.'ta! expenditures was undertaken and a detailed breakup of sustaining capex,
minor projects and special repafrs individual .-*me item-wise were provided to the Authority.
We request the Authority to consider the same. BIAL would like to submit that its estimates
for special repairs/ sustaining capital expenditure was based on detailed estimates of
facility augmentation requirements.

Considering the above, the Authority should not proceed on an adhoc basis. The Authority’s
justification:for considering'special:repairs-at Rs.\.zaocrores:._per,-annum for FY 2018-19 to FY
2020-21 is based on the past trend, which is not atrue reflection of the future. The Authority
has also not given due consideration to BIAL’s technical justr'ﬁcdt:‘ons or any specific
justification its own treatment, This is likely to have an impact on airport operations and
BIAL may not be able to handle the -pro]egted.rrdfﬁc if such capital expenditure is not
undertaken. Further,-this situation may also-aggravate the cash flow deficit expected by
BIAL.

BIAL’s Submission: - BIAL request the Authority to consider specia.;' repairs / sustaining
capital expenditure / minor projects based on BIAL’s estimates and true-up the same at the
time of tariff determination for the Third Control Period.

On the matter of truing up the Regulatory Asset Base at the end of the Control period based

on actuals and based on results of the study on reasonableness of the costs incurred as part

of additions to RAB in First Control &L the time of determination of tariff for the next
LI

control period and capping th
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AERA’s Treatment: - As per CP, the Authority has stated as below with respect to capping

the true-up of Project Cost:

BIAL’s Response: - BIAL submits that an appeal is pending against Order No.07/2016-17 in
the matter of normative approach for capital costs regulation for major airports passed by
the Authority. BIAL understands that Authority appointed RITES to examine the capital
expenditure on expansion of BIAL and has considered the RITES report for Capital
expenditure. BIAL does not agree with:the.contents of this report, and reserves its right to
challenge the same. Without pffejﬁ.df'ce;;té'-'t"*ﬁe_.{rfghts and contentions in the appeal pending
on the normative approach adapfei’dr‘ﬁy.fhé Agtb.'dﬁffy, BIAL submits that it will endeavour to
reduce costs and keep the capital ;ekgemdﬁtﬂfe'?o.w. o

Complexity of Price Discovery: - BIAL requ'e"sf-..the Authority to appreciate that the Project
Cost as computed prior to the :mgfementation of the project is merely an estimate of
expenditure to the incurred; and there isa probabmty that the market responds in a manner
that is different from such initial ‘estjmares Market discovery of price is a complex process,
and it may not be possible to- detemm& eﬁffcfent costs prior to the actual competitive
bidding. Also, the actual project.cost {s_i..dgpg.ndeqt upon a number of factors such as the cost
of raw materials etc., which aré beyohd the con tfo! of an airport operator.

Impact of the TDSAT Order on the Project Cost: -

Also, in the mafter of DIAL’s Tariff Order for First Control Period, the Hon’ble TDSAT has
upheld the Authority’s views that estimation of project cost can only be examined to see if it
relates to approved costs and supported by agdf'tor certificates. The Authority’s legal
counsel observed that such costs cannot be re- examméd on'the yardstick of efficient cost
but has to be taken as the incurred.cost only, as appearing in the duly certified books of
accounts”, which has been accepted by the Hon’ble TDSAT.

Practices and Technologies that would be adapted by BIAL

Further, BIAL assures the'Authorityi-th'at it will be efficient in incurring these costs and adopt
robust practices for competitive bidding of project works. BIAL will endeavour to manage
capital outlay within estimated project costs and will justify any significant deviations.
Moreover, BIAL plans to adopt latest construction technologies such as Building Information
Modelling - BIM (for clash analysis, project reporting purposes), latest document control
systems, latest scheduling and monitoring systems for ensuring timely decision making,
robust quality and safety systems with a view towards reducing time and cost overruns.
BIAL has also appointed Turner Project Management consultants as the PMC for the PAL 1
works for fast tracking and achieving€empletion targets.

cat b v Wiy, .* "~
BIAL’s Submission _ o,
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BIAL requests the Authority to remove a cap of 10% of the project cost for true-up and
consider the actual project cost based on financial results, backed by auditor’s certificates
corroborating that these costs were dctuuﬂy incurred and pertained to approved projects.
Further, BIAL assures the Authority of its best efforts to execute the projects within the
prescribed cap of 10%. In the event BIAL’s actual project costs exceed this cap, BIAL will

provide the requisite justifications in support of the escalation.

9.6 Authority’s examination of Stakeholders’ comments on Capital Expenditure

9.6.1
9.6.2

9.6.3

9.6.4

9.6.5

9.6.6

Order No: 18/2018-19

The Authority has carefully eva luatedatshe"eqmments submitted by stakeholders and BIAL.
The Authority notes IATA’s comments on the stakehorder consultation process and BIAL’s
response on the same. _

The Authority notes that BIAL hals r‘espoﬁdéd- that it does not agree with RITES report and
reserves the right to challenge the same. '!Zhe Authority notes that BIAL has not submitted

|

any details / comments on the aspet't f‘-thé RITES report that BIAL is not agreeable to and

the reasons for the same. As -_p__af;’c_of thg,'_C_:_onsu},tatton process, the Authority expects that
BIAL will submit all its respoﬁ!sés ﬂﬁdsubmiﬁﬁjﬁns which BIAL has not done, as far as the
response on RITES report. N

The Authority notes BIAL's resﬁdhs’efis’ on variots'factors - mainly on date of commissioning
of Terminal 2, GST costs, Sub-station, Tunnel works and other Sustaining Capital
Expenditure. Authority’s analysis on each of these are as given below:

The Authority has noted detailed submissions made by BIAL that Terminal 2 will be
commissioned before March 2021. BIAL has submitted plans and estimates regarding the
same and al'go has cited references of its péét"éx.perience_ in constructing T-1 and T-1
expansion. The Authority “hds also solght the opinion oz'f'_] the same from RITES, the
Consultant who-opined that the Terminal :Bui.Iding works could be completed by March
2021, as estimated by BIAL. Based on the detailed explanation and justification provided by
BIAL, the Authority decides'to consider the capitalization year for T-2 Phase 1 as 2020-21.
The Authority also notes that should BIAL fail to' commission the same by March 2021, in
addition to the normal True-up with carrying cost, 1% additional penalty, by way of
reduction of the said value from ARR, will be imposed on BIAL. Also, additional Interest/
Financing allowance and Project Management Cost will not be considered if there is a delay
in executing the Project beyond March 2021.

The Authority, in Consultation Paper had detailed its comments on GST. The Authority had
noted that BIAL has submitted details on the additional cost on account of GST for which

credit is not eligible for. The Authority accordingly decides to consider additional 4% as tax

cost on an estimate basis for the pur

'gstqmating the capitalization values on all line
W H '

4

items of the approved Capital epditure Eéfl{éd in Table 25 for the purpose of
v
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. 9.6.7

9.6.8

9.6.9

9.6.10

Order No: 18/2018-19
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computation of permitted Capital Expenditure estimate. This will be trued up based on
actual credit availment and capitalization.

The Authority notes that BIAL has carried out Stakeholder consultation on sub-station and
Eastern-Tunnel works. The Authority notes that BIAL has estimated Rs. 354 crore as cost of
sub-station and the Eastern Tunnel works are estimated to cost over Rs. 1000 crores, as per
the presentations made by BIAL in the stakeholder consultation meetings.

Based on the explanations provided and the stakeholder meeting undertaken, the Authority
proposes to consider the Sub-station as part of the Sustaining Capital Expenditure estimate
for capitalization. The Autrrority-'-howé_izef;- noIé.s*that only Enabling works relating to the
Eastern Tunnel are proposed.to be carried out 'during the second control period. The

Authority notes BIAL's noting in the pre.sentét‘i_@'n-to AUCC stating that:
“(#) The Phase 1 can be put to use only after Pﬁase 2 completion”

Meaning that the enabling works can. be.'pL'th‘to use only after the Tunnel works are fully
completed. The Authority accordmgly decudes that it may not be appropriate to consider
enabling works for Eastern Tuhnel as pért of Capltal Expenditure for addition to RAB during
the second control period. \

The Authority has noted BIAL'S éomiments on‘not considering other items of Sustaining
Capital Expenditure. The Authority notes that the Authority has already considered an
estimate of approx. Rs. 200 crores per annum towards sustaining capital expenditure based
on trend of 2016-17 and 2017-18. The Authority had also noted in the Consultation Paper
that BIAL would need to consider and spend these costs prudently and the Authority will
evaluate the same once theseare incurred and capitalized based on evaluation of need and
efficient costs being incurred. Hence; the Authority decides not to change the estimation of
other items of Sustaining Capital Expenditure considered by it in the Consultation Paper, The
Authority expects BIAL to keep a separate record of Special Repairs/.Sustaining Capital
Expenditure for its review. |

The Authority notes BIAL and certain other stakeholders’ submission on the cap indicated by
the Authority on the Capital Expenditure. The Authority notes IATA’s comments to not
permit any margin of change. The Authority notes that there could be instances of changes
to the costs beyond the control of the Airport Operator. The Authority notes that the cap
indicated by it is a reasonable caution for not spending beyond the evaluated levels. Should
there be a justified reason for costs being higher than the cap provided, the Authority notes

that the same should be justified in detail by BIAL with suitable explanations and
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9.6.11 The Authority notes comments made by certain stakeholders on providing for sufficient cash
to facilitate the Capital Expenditure and expansion. Authority’s analysis on the same is listed
in Para 19.6 below.

9.6.12 Based on the above, the Authority has recomputed the Capital Expenditure proposed to be

included as part of the RAB for the second control period as below:
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Table 27: Reworked Capital Expenditure decided to be considered as part of RAB for the second control period (Rs.
Crores)

Site
preparation &
Earthworks to
Runway 2,
Taxiway & Buildings2- 100
Apron 2018 696.47 105.98 65.32 802.45 802.45 0.00 761.79 761.79 0.00 | RW/TW % 0%
Runway 2,
Taxiway & |
Apron - Phase pos Buildings2- 100
la 2020 | 1,286.92 194.33 | 164.20 | 3,481.25 1,451.21 | 1,451,21 _J 0.00 | RW/TW % | 0%
Runway 2, e g
Taxiway & 2D Pl ] Buildingsi- 100
Apron - Phase |l 2021 479.66 92.68 94.65 | 57234 574.31 574.31 0.00 | T,BR % 0%
Second oyl '
Terminal - AT AR RN Bulldings1-
Phase | 2021 | 3,853.67 363.29 507.77 4,218}9"_6; : 4,361.44 | 3,838.07 |523.37 | T,B,R 88% 12%
Forecourt (4
roadways & i 14 I
landside i LAR/R AR
development - e d b R Buildings1- |

| Phasela 2021 | 37456 56.95 65.22 | _@1:52 439.78 400.20 | 39.58 | T.BR | 91% 9%
Rescue & Fire WAREEPF / i 100
Fighting 2019 7.93 0.46 018 | [.839] 8.11 | 811 | 000 | Pm3-Safety % 0%
Airport Offices - R gy |c | Butldings1-
Phase | 2018 65.27 0.00 0.00 16527 65.27 J 59.40 5.87 | TBR 91% 9%
Utilitles - Phase S . PR ., | Buildings3-
la 2020 108.84 12.96 839 | (121:80-| ~110:84 |-1096 | 117.23 | 106.68 | 10.55 | WMS 91% 9%
ExIsting runway
[ taxiway ) I
improvements - Bulldings2- 100
Phase 1a 2018 58.23 0.73 0.73 58.96 58.96 0.00 58.96 58.96 0.00 | RW/TW % 0%
Forecourt
roadways &
landside
development - Buildings1-
Phase Ib 2020 473.71 45.73 59.14 519.44 472.69 46,75 532.85 484.89 | 47.96 | T,BR 91% 9%
Forecourt e gy
roadways & 4 HE
landside B
development - i L W I | Vnglll = Buildings1-
Phase Ic 2019 | 285.00 4.57 [ 980 | 28957 26350 | 26.06'| 294.79 | 268.26 | 26.53 | T,BR 91% | 9%
Existing runway
/ taxiway 3
improvements - ; _ Bulldings2- 100
Phase b 2021 86.64 0.00 5@ 86.64 86.64 | b 9230 92.30 0.00 | RW/TW % 0%
Terminal y g i ; Buildings1-
refurbishment 2017 79.99 4.09 001 84.08 176.51 _80.00 7280 | 7.20 | TBR 91% 9%

fi Sk o e Bulldings1-

Forecourts 2017 _79.73 2.70 0.39 82.43 75.01 7.42 80.12 72.91 7.21 | T,B,R 91% 9%
Sustaining Buildings1-
capex - | 2017 65.12 2.66 0.38 67.78 61.68 6.10 65.50 59.60 5.89 | TBR 91% 9%
Sustaining Buildings1-
capex - Il 2018 85.44 897 | 898 94.41 85.91 8.50 94.42 8592 | 850 | TBR 91% 9%
Total infra

| Capitalisation | 8,087.19 896.08 | 990.90 | 8,983.27 | 8,319.17 | 664.10 | 9,078.09 | 8,395.42 |682.67
Special Repairs
and Refresh
Capitalisation 1,219.44J 0.00 44.87 ‘ 1,219.44 1,091.87 | 127.57 | 1,264.31 | 1,132.09 |132.22
TOTAL 9,306.6?J 896.08 | 1,035.77 |10,202.?1 9,411.04 ‘ 791.67 | 10,342.40| 9,527.51 | 814.89
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Regarding Capital Expenditure

6.a.Based on the material before it and its analysis, the Authority decides:

To consider Capital Expenditure as per Table 27 Para 9.6.12 above to
compute Average RAB and return to be considered in determining ARR.

To ask BIAL to submit detailed explanation and justifications should the cost
incurred exceed 10% over the cost approved by the Consultant.

To review and true up the Project Management Cost after the project is
commissioned based on a_study. of the actual cost incurred and its
reasonableness.

To true up the Capital -E')_:('pendiiz_.t,l'“ﬂ_e.'jon actuals at the time of determination of
tariff for the next control period. '

To impose a penaltf of i%bfthe cost of Terminal-2 Phase 1, if BIAL fails to
commission and ‘capitalise Terminal-2 Phase 1 by March 2021. To not
consider any aﬁﬂ'_itipgfaf |n;grgsq 'during construction (IDC)/ Financing
allowance if the pﬁ’fijié%t‘s’i‘;iItj;l"é'{’éil\'fiééll'bevond 31 March 2021.
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10 Depreciation

10.1 BIAL’s submissions on Depreciation

10.1.1 BIAL had submitted that depreciation on assets had been provided on the basis of Straight
line Method (SLM) over the useful life of the asset estimated by the management where it
believes that the useful lives represent the period over which it expects the use of the such
assets.

10.1.2 BIAL had submitted that the value of gggg_t;considered for Depreciation i.e. additions to RAB
and the methodology of depre,cia‘ticp._ pmposed were in line with the prescriptions of Airport
Guidelines namely: ST
10.1.2.1  Depreciation on assets at 100% of the original cost of the asset on straight line

basis. :

10.1.2.2 Depreciation on additibns-? ri‘lé"tjef';'at".so% of the applicable depreciation rate for

the first year of addltloh .' il ,
- 10.1.3 The useful life for com putatlon OT rates cansidared by BIAL for key assets were as below:

Table 28: Useful lives and deprecmtfon,rates aﬁ@p' : by-’&mf.

| || AeesCodRIHA AT

! Euildlngsl-T B R - B;.uldlng, Roads, Cuiverts Apron

Buildings2-RW/TW Engineering structure: - Runway, Taxiway 5.00%
Buildings3-WMS Water Management System 3.34%

PM1 Equip.-Airport/Comm JE&M/Office, | 10.34%

Vehicles

PM2-lighting | Lighting’ TN | 1034% 10.00
PM3-Safety LN Safety.and Securltv i 7;16.21% 6.00
PM& - IT EquipmeRt 1| M eGuipnients ' T w o B|W621% 6.00
Software Software 20.00% 5.00
ICT — Blended ICT Future GapEx/ Rq_fgzesh- 16.21% 6.00
FF Furniture and Fixtures 6.33% 16.00
Intangibles Preliminary Expenses, Goodwilletc. 3.33% 30.00

10.1.4 Accordingly, the total Depreciation considered by BIAL for the assets, under Hybrid Till, for
the control period 2, considering the capital expenditure and RAB considered by BIAL was as

listed below:

* Table 29: Depreciation considered by BIAL for Second control period (Rs. Crores)

Buildings1-T,B,R Building,Roads,Culverts,Apron 74.25 85.69 97.95 | 115.00 | 230.71

Buildings2-RW/TW Engineering structure :- Ruwgmm_y‘ﬁ&\‘ 6.11 3276 | 59.46 | 107.89 | 159.39
— 6?( "Te ™

Buildings3-WMS 3.76 3.86 | 617 8.42
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[ Pm1 Equip.-Airport/Comm/E&M/Office,Vehicles 65.39 66.89 69.88 72.21 37.21
. PM2-Lighting Lighting 40.05 40.07 40.10 40.18 0.93
| PM3-Safety Safety and Security 18.13 18.13 6.17 215 | " 245
PM4 - IT Equipment | ITeq., ' 14.84 2.78 6.50 8.83 | 22.89
Software Software ) 6.06 1.16 0.00 0.00 0.00
ICT - Blended ICT Future CapEx / Refresh 0.00 0.00 0.00 0.00 20.67
FF Furniture and Fixtures - 7.16 7.16 7.16 7.16 7.16
Intangibles Preliminary Expenses Qoeq_vglll atc. 0.99 0.99 0.99 0.99. 0.99
Total L 23670 | 25938 | 292,14 | 360.56 | 490.52

- Aero Depremaﬂﬁn 213.15 | 233.80 | 271.92 | 335.26 | 465.31
90.05% | 90.14% | 93.08% | 92.98% | 94.86%

No. 35/ 2017-18.

“..KIA is a fast-growing airpon a?ﬁsed rap;d passenger growth and high air
Gl [

;;grgmeg t:'such as aero bridges, baggage handling

i ko 3 )

system, escalators, elevators, traveﬂ:te, HVAQequments cargo ASRS, ETV Equipment, X

traffic movement. Airport slb)e

'i

Ray machine, RT set, DFMD, KIJIEHVf:D secu}ft eiqument are continuously used and need
maintenance. Being used in triple shift, these equipments undergo wear and tear and this
reduces their useful life. BIAL wishes to submit that it would adopt lower useful life for
certm:n assets used 24/7 on triple shift based on technical justification. Based on the above
AERA Order and technical eva!uat:on done, summary of changes in usefw‘ life of assets, and

&

one-time :mpes& te;opemﬂg, re,servg& ap@gymrﬁnmeﬁm b&i%{ tgb!e

10.1.6 BIAL had, as per its computatl@ns 1nd|Cated that a total of. F!s 271.46 crores was additionally
estimated to be charged to assets, including the one-time adjustment in 2018-19, due to

change of useful life ofr\cértam categoﬁe‘s of asse’i‘s\ such as Plant & Machinery, Roads,

Furniture & Fittings, etq,

10.2  Authority’s analysm of Deprecuatlon detalled in Consultatlon Paper

10.2.1 Authority on 12" Jan 2018 has issued Order No. 35/2017-18 (Order No. 35) on
determination of useful life of the Airport assets, which would be effective from 1% April
2018.

10.2.2 Summary of comparatives on useful life adopted by BIAL and Order No. 35 is detailed below.

Table 30: Comparison of Useful lives as per BIAL and Order No. 35
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_ No. of Years
Asset Type. i ;.-._C.O_.\!.gﬁ .stat.e.cl_‘: L':r:: | % applled h;‘l B .L
Buildings1-T,B,R | Building 30 /60 years | 30 years.
' Roads 5 /10 years 30 years
Apron 30 years 30 years
Buildings2- ' 20 to 30 years 20 years
RW/TW Runway ‘
Taxiway - 20 to 30 years 20 years
PM1 Equip. - Airport, s 15 years 10 years ‘
Equip. -E‘&M ¥ 10 years 10 years :_
i Office Eqﬂigme_ntv_ 5 years 10 years ‘
_ Vehicles 8 years 10 years .
PM2-Lighting Lighting O 10 years 10 yeaﬂ
PM3-Safety Safety and Security | | 15 years 6 years
PM4 . IT Wik 6 years 6 years
Equipment IT equipméh’.t & '
Software Softwared| i 1 [',- - 5 years
ICT — Blended ICT Future. f:a;aE& Refre&h 6 years 6 years
FF Furniture and letures ) 7 years 16 years
Preliminary ' Expenses be’ﬂhil} - 30 years
Intangibles _ etc. ]

10.2.3 The Authority noted that in certain cases, BIAL had projected a higher useful life and in
certain cases BIAL had projected a lower useful life as compared to Order No. 35. The
Authority noted that BIAL had submitted its estimate regarding the same as detailed in Para
10.1.6 above, The Authgrity hoted that this esﬂfnate, included a charge for assets where
useful life had‘ended and extra shift depreciation for certain asset categories. The Authority
also noted that BIAL had considered useful life of 20 years for Runway and Taxiway along
with considering certain unique assets at specific rates, which needed to be technically
justified. The Authority proposed to. consuder the estimates as provide by BIAL for the
purpose of considering depreciation and Average RAB for the consultation paper. The
Authority asked BIAL to submit the complete calculations and relevant technical
justifications and details for Authority’s review, which would be evaluated and considered at
the time of Order.

10.2.4 Authority noted that Land Development works had been considered for Capitalisation with
useful life of 20 years. The Authority proposed to consider the same based on the lease
period available with BIAL (50 years) and considered this as an adjustment to the

depreciation rate estimates in the Consultation Paper.
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10.2.5 Authority also noted, as detailed in MYTO-CP1 that AAl had appointed EIL as Independent

Engineer for verification of Capital Expenditure incurred for Bangalore International Airport.

The scope of works was to:

10.2.5.1 Study the overall Development plan / master plan indicating various airport facilities for

BIAL.

10.2.5.2 Study for all drawings, specifications and procurement documents for cost assessment.

10.2.5.3 Carry out verifications to assess the cost incurred as per the various awarded works.

10.2.6 In MYTO-CP1, after deliberation on the material facts, Authority had decided to reduce

opening RAB as of 24" May 2008, (the dayof the commencement of Airport Operations) by
Rs. 69.45 crores. VNS Loy

10.2.7 Authority noted that BIAL had -_n(')'t' made ad'j.:us"tments towards the disallowance and had

claimed depreciation on such as"sé"ts-; Authority proposed to carry out the adjustment in

Opening RAB and the resultant adjustmerit iﬂ the depreciation.

10.2.8 The Authority had also made adrjustm'ent for Depremat:on based on actuals for the past

perlod

10.2.9 The Depreciation recomputed by the Au_ __Q-rity, considering changes to the Capital

Expenditure and other factors, was as follows

4 |": : T i.

Table 31: Depreciation recomputed by the Aurhonty detmfed in Consultation Paper 05/ 2018-19 (Rs. Crores)

Buildings1-T,B,R | Building,Roads,Culverts,Apron 74.23 83.02 94.41 | 109.22 | 134.21
Buildings2- '
RW/TW Engineering structure :- Runway,Taxiway 6.11 25.43 44,79 80.13 | 117.97
Buildings3-WMS | Water Managerrrent System Wy, 3.72 3.72 3.77 5.80 7.78
Qi p
PM1 AlrporUCorhm/E&M/folceNehﬁ:!eS 65.39, | 65.39 67.68 89.30 68.49
PM2-Lighting Lighting 18.75 40.05 | 40.05| 4013 | 2218
PM3-Safety Safety and Security 18.13 18.13 5.77 1.36 1.36
PM4 - IT ' : ]
Equipment IT eq., 14.84 0.00 1.04 3.28 4.47
Software Software 6.06 1.16 0.00 0.00 0.00
ICT — Blended ICT Future CapEx / Refresh 0.00 0.00 0.00 0.00 0.00
FF Furniture and Fixtures 7.16 7.16 7.16 7.16 7.16
Intangibles Preliminary Expenses, Goodwill etc. 0.99 0.99 0.99 0.99 0.99
Total 215.38 245.04 | 265.65 | 337.36 | 364.61
% of Aero Depreciation to total '
.| Depreciation 89.20% 89.37% | 91.97% | 91.33% | 93.59%
Aero Depreciation 192.12 218.99 | 244.32 | 308.12 | 341.25
Less: Adjustment EIL -3.68 -3.68 -3.68 -3.68 -3.68
Less: Adjustment for Development works -9.00 -9.00 -9.00
Add: Additional Depreciation as per BIAL -
based on changes in useful life in line with-
Order No. 35 Y. 186.12 28.15 30.04
o
(¢
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Aero Depreciation for RAB

. 10.2.10 Accordingly, the Authority proposed to consider the recomputed depreciation for the
purpose of computing Average RAB and review of depreciation. Authority proposed to true
up the depreciation based on actual costs incurred and re-compute depreciation based on

Order No.35 at the end of the current control period, and true up the same.

10.3 Stakeholders’ comments on Authority’s analysis on Depreclation

10.3.1 IATA has stated the following: ¢

“..IATA commends AERA for enforcmg a rno,re reasonabfe approach to depreciation than
what has been proposed by EHAL We wow‘d appreciate for AERA’s confirmation that the
allocation adjustments (as ment:oned by AERA in proposal 6) have also been taken into
account when determining the aerdnﬁ@hcaf portion of depreciation. We would ulso
appreciate further elaboration, on i’he addg__t:énq.-‘ depreciation as per BIAL — Aero” on table

32 (in particular, on the need:-fo?:._.a‘ ,‘T‘bn:g'--f“' %’i’;ﬁfdjustment of Rs.186.12 crore for 2018-19)

»n

10.3.2 CCS has stated the following:

HETHE T
“...To consider re-computing of depreciation for computing Average RAB Safety and Security
— Why is the depreciation running so low (from 18.13 to 1.36) IT Equipment — 14.84 to
4.47.."

10.3.3 Sanjeev V Dyamannavar (Res_pondent) has stated_'_che following:
“...Depreciation vaﬁibuﬁﬁ" As.depreciation is been_pravided qs per norms for Airport Assets,
there need clarity on. how these Depreciation funds are managed by KIAL. Depreciation
amount is quite high (2017 YR: INR 188 Cr, YR 2018 : 215 Cr, YR 2019 : INR 417 Cr, YR 2020 :
INR 323 Cr YR 2021 : INR 358 Cr)..”

10.4  BIAL’s response to Stakeholders’ comments on Authority’s analysis of Depreciation

10.4.1 On IATA’s comments, BIAL has submitted as follows:

“...I1ATA would like the Authority’s confirmation that the asset allocation adjustments (as
mentioned by the Authority in Proposal 6 of the CP) have been considered while determining
aeronautical depreciation. IATA has further requested the Authority to elaborate on the
need for a “one time” adjustment of Rs.186.12 crore in FY 2018-19.

The Authority has issued an Order No. 35/2017-18 in the matter of determination of Useful

s carried out a one-time adjustment and
FAUT fry .
2 details regarding the allocation of
d nC;\ %gi provided as part of the MYTP
i (A |

life of Airport Assets. Based on this Ord,

{,«ﬂ‘i‘

provided the details to the Authori

i E
) o=
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10.4.2

10.4.3

10.5

10.5.1

10.6

10.6.1

10.6.2
10.6.3

10.6.4
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submission to the Authority. BIAL is of the view that the Authority appropriately considers

these details and suitably included for tariff determination as per the details provided in the

On CCS commenf& BIAL has responded as follows:

“...In response to the request of CCS to consider re-computation of depreciation for
estimating Average RAB, BIAL would like to submit that the depreciation value with respect
to Safety and Security and IT equ;‘pment refers to actual depreciation, which are being

capitalised and considered in rhe books £
On Sanjeev V Dyamannavar comments, BJAL has submttted as follows:

“....Respondent has commented- Ehat the déprec.'atfon amount is “quite high” and has
requested for clarity on how funds aaqwt‘ed as a result of depreciation are managed. The
Authority allows depreciation as per its reg,ulatory framework and the funds are ploughed

into funding the airport bus,'nes&qhd o,aerat:ans \ v

BIAL’s comments on Authoers én _'_ysvs ﬂn-ﬁgpreuatton

BIAL has submitted as follows:

“Treatment of Land Development Work§

AERA’s Treatment: .......

BIAL’s Response: - BIAL has undertaken land development works for various projects
including New South Parallel Runway (NSPR). BIAL had considered capitalization of land
development works separately. However, as opm_e_d by BIAL’s statutory auditor, the land
development works é('ear‘%!j’warks} shquid:_be'capirdﬂzed along with NSPR Project. Hence, BIAL
would request the ‘Authority to: consi-dér the expense=on Land Development Works as a

capital work-in-progress and consider for capitalization with NSPR.”

Authority’s examination of Stakeholders’ comments on Depreciation

The Authority has carefully reviewed comments submitted by BIAL and other stakeholders.
The Authority notes IATA’s qUery on Depreciation and BIAL’s submissions on the same.

The Authority notes that BIAL has submitted the Technical justification on useful life of
certain assets, from a Technical valuer as part of stakeholder comments. The Authority notes
that these would be evaluated and considered by the Statutory Auditors in the annual
financial statements of BIAL for the year ended 31" March 2019.

The Authority had also sought and reviewed the technical specifications of the Runway and
Taxiway constructed. The Authority notes that BIAL had stated 30 years as the design life for

the proposed Runway and Taxiwa 0 be the design life for existing Runway
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Taxiways. The Authority notes that design of the Runway and Taxiways is similar to that of
other airports and has therefore decided to change the useful life of these existing assets to
30 years and consider this change prospective from 1* April 2018 as per Companies’ Act.
10.6.5 Based on the analysis of the above comments, changes to RAB and Capital Expenditure as
detailed in other cha.pters of this Order, the revised depreciation is calculated by the

Authority as under:

Table 32: Recomputed Depreciation decided to be considered as part of ARR for the second control period (Rs. Crores)

Asset Type Covers s Wy / 2017 2018 2019 2020 2021
Buildings1-T,B,R | Building, Roads, Culverts, Apron /| 7423 | 83.05 | 9477 | 11031 | 196.77
Buildings2- Sy A T ] d G
RW/TW Engineering structure:- Runway, Taxiway = { "\ '6.11 7.59 19.49 57.66 84.20
Buildings3- 4, A
WMS Water Management System SRS 3,72 3.72 3.77 5.86 7.90
Equip.-Airport/Comm/E&M/Off|ce,: (P
PM1 Vehicles LUl es39| 6539 | 6768 89.30 | 91.12 |
PM2-Lighting | Lighting ' o Jilas7s | 4005 | 4005 | 4043 | 2218 |
PM3-Safety Safety and Security ' 1-,8.13 18.13 5.77 1.36 1.36
PM4-IT ; =i
Equipment IT eq., ! i (. 14.84 0.00 1.04 3.28 4.47
Software Software B e 6.06 | 116 | 000 0.00 |  0.00
ICT - Blended | ICT Future CapEx / Refresh ¢1¢ - - 1 'l “/-0.00 | 0.00 0.00 000 | 46.27
FF ' Furniture and Fixtures 7.16 7.16 716 | 7.16 7.16
Intangibles Preliminary Expenses, Goodwill etc. 0.99 0.99 0.99 0.99 0.99
Total 215.38 | 227.23 240.71 316.04 | 462.42
% of Aero Depreciation to total Depreciation 89.20% | 89.37% | 89.79% 91.69% | 93.79%
Aero Depreciation 192.12 | 203.08 | 216.13 289.77 | 433.69
Less: Adjustment EIL _ i 3 -3.68.,| -3.68 -3.68 -3.68 -3.68
Less: Adjustment for Development works : = | -450 | -9.00 | -9.00
Add: Additional Depreciation as per BIAL - Aeronautical - 186.12 28.15 30.04
Aero Depreciation for RAB 188.44 | 199.40 394.07 305.24 | 451.05
Decision No. 7. Regarding Depreciation

7.a.Based on the material before it and its analysis, the Authority decides:

i. To consider depreciation as per Table 32 Para 10.6.5 above to compute
Average RAB and depreciation to be considered in ARR.

ii. To true up the Depreciation based on the actual Capital Expenditure and
other factors as per the Order No. 35 on Useful lives, at the time of

determination of tariff for the next control period.
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11 Regulatory Asset Base (RAB)

111

11.1.1

11.2

S 11.21

11.2.2

11.2.3

11.2.4

Order No: 18/2018-19 \
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BIAL’s submission on Regulatory Asset Base for the second control period

Based on the above Capital Expenditure and Depreciation, average RAB computed by BIAL

for the second control period under Hybrid Till was as given below:

Table 33: Average RAB computation as per BIAL, under Hybrid Till (Rs. Crores)

Opening RAB
Additions during the year

8 | 227557 | 3580.48 | 3625.93 | 6049.96
/ ~ 1538 317.37 | 2759.29 | 6366.41
Depreciation during the year > 271.92 335.26 465.31
Closing RAB a7 38 3625.93 | 6049.96 | 11951.06
Average RAB 227502 7292803 | 3603.21 | 4837.95 | 9000.51

Authority’s analysis of RegulateryiAssetBase detailed in the Consultation Paper

The Authority’s individual asse__l'ssmer.rt:" Gﬁfiﬁit‘é"lii‘lv:fﬁpenditure, Land and Depreciation were as
detailed in earlier paragraphs. 4 = v
The Authority had comm:ssuoned a studv to -evaluate the reasonableness of the costs
incurred as part of additions to RAB in first éon;trol period. The Authority had noted in the
Consultation Paper that it would consider the results of the study, when available and
consider appropriate adjustments to RAB, if required. (Refer Para 11.6.4.1 below for further
analysis on the same) _

The Authority had, in MYTO-CP1 Paras 10.34 to_10.41 considered the report submitted by
Engineers IndidLiffited (EIL) Whereby RS: 69.45 Crores wasFeguced from Opening RAB. The
Authority proposed to, continug W|th the adjustment for the purpose of arriving at Opening
RAB for the second control period also.

Considering the above, the Authority’s cq_rnpu.'@ion__.gf. Average RAB under Shared Revenue
Till (considering allocatiﬁ'hlt_jf assets between Aecﬁiﬁa_ufical and Non-Aeronautical services
and Capital Expenditure proposed to be included‘in RAB as per Authority’s analysis) was as

given below:

Table 34: Recomputed Average RAB as per Authority under Hybrid Till detailed in Consultation Paper 05/ 2018-
19 (Rs. Crores)

Opening RAB 2,224.29 2,249.05 3,071.86 3,051.85 5,056.70
Additions during the year 213.20 1,038.13 397.75 2,328.43 1,106.54
Depreciation during the year 188.44 215.31 417.76 323.59 358.61
Closing RAB 2,249.05 | N, 3,051.85 5,056.70 5,804.63
Average RAB 12,2366 Q6186 | 4,054.27 | 543066

1§88, .
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11.3 Stakeholders’ comments on Authority’s analysis of Regulatory Asset Base
11.3.1- International Air Transport Association (IATA) has stated the following:

“..0n the basis of the comments stated on proposal 6, we believe the aeronautical RAB to

be overestimated, and request AERA to review its cost allocation methodology...”
11.3.2 Association of Privale Airport Operators (APAQ) has stated the following:

“..It has been observed that the Authon‘ty has proposed to consider a reduction of Rs 69.45
crore in the initial project cost bqsed ‘on the findings of the report submitted by the
Engineers India Limited (EIL). Irithe EfL- reportf it'has been observed that BIAL's overall costs
appear to be in order and undgr‘tﬂ#m_g eompgﬂs_on of the cost incurred with respect to the
market rates is a complex activity. ..

Further, we would like to hf‘ghﬁgﬁ't=_.tﬁdt:".fh.'e}?e-seems to be an unfair consideration of only
those costs differentials wherein thehd : ':’dg‘i,cqsts incurred by BIAL exceed the EIL estimates.
These differentials were not setﬁffagamst those wherein BIAL's incurred costs were lower
than EIL's estimates. R (B2 5 i |
In fact even in the TDSAT Order {'hﬁTTJiJEme has held the Authority's plea that any
estimation of project cost can; om'y be gxasgm,ed to see if it relates to approve costs and
supported by auditor cert‘fﬁcates The Authonty s submission which stated that"...such costs
_cannot be re-examined on the yardstick of efficient cost but has to be taken as the incurred
cost only, as appearing in the duly certified books pf accounts”, has been accepted by the
Tribunal.

Also in the TDSAT Order, the Tribunal has accepted the Authority’s position that costs need
to be taken'as "incurreéf'bb;sts- and should hot bé r;e-ExaPéfnéh'i on the yardstick of efficient
costs as has been mentioned ea;:ﬁer. in 6u‘r submission. Th_eréfori?,: by relying on a post-facto
report submitted by EIL that attempts to estimate cost-efficiency, the Authority is going
against not just its own stated position in the Tribunal but also against the Order issued by
the Tribunal. |

Accordingly, we would requeést the Authority to maintain consistency in its regulatory
treatment and positions and consider the project costs as submitted by BIAL supported by

auditor certificates...”

11.4 BIAL's response to Stakeholders’ comments on Authority’s analysis of Regulatory
Asset Base

11.4.1 On IATA’s comments, BIAL has submitted as follows:

“IATA believes the aeronautical RAB of BIAL to b timated and requests the Authority

to review its cost allocation methodology.
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Vide its responses to the CP, BIAL has responded on the asset allocation for Opening RAB,
Terminal T2 and the Authority’s proposal to carry out a technical study for the allocation of
T2 once the same is operationalized. Accordingly, BIAL disagrees with IATA’s comment that

BIAL’s aeronautical RAB is overestimated on account of its allocation ratio.”
11.4.2 BIAL has concurred with APAO comments.

11.5 BIAL’s comments on Authority’s analysis on Regulatory Asset Base

11.5.1 BIAL has submitted as follows:

..... On the matter of reducnon in Opemng RAB based on Engineers India Ltd (‘EIL’) Report
and AERA’s Treatment thereon

BIAL’s Response:- Interpretation of the ElL Report

ElL in its report at Paragraph 11, conc.‘i*udes that, “... The overall impact with respect to the
cost of the project may seema:io:.’»‘b‘e‘-m'im"é"{r"’ﬁ_r nature....”. EIL report also concludes with

respect to a large number of :tefns thar ' a;il't{s are less than or equal to normal costs...

In case expenditure mcurred fs more rhan costs estimated by EIL, EIL has provided a
calculation of the drfferent.'af The obsarvgt:en of ElL is relatable only to such costs, which
are more than the estimates of EH_ Whereas, if cost incurred is less than or equal to costs
estimated by EIL, the differential is not even set out.

Moreover, as stated above, EIL concludes that the overall impact with respect to cost of the
project is minor in nature. The statutory auditors of BIAL have accepted the project costs.
The Board has also adopted it. BIAL therefore,.respectfully submits that no deductions be
made on theé basis of EIL’s report. .

Based on the above, there appears to be no reason for the Authority to disallow bonafide
costs incurred by BIAL and penalise the airport operator.

Impact of the TDSAT Order on the reductions from Openmg RAB: - Further, BIAL would also
like to reiterate the ho:‘dmg in the TDSAT @rder In the proceedings; the Authority itself took
a strong position stating that project costs should be examined for incurred cost as per
available records and see that it relates to the approved and essential parts of the airport.
The Authority’s legal counsel maintained that costs should not be re-examined on the
yardstick of efficient costs; and has to be taken as incurred costs as appearing in books of
accounts. The position of the Authority was accepted by the Tribunal, which acknowledged
that it was weighty and deserved acceptance. An extract from the aforementioned TDSAT
Order has been presented below:
“88. On the other hand, on behal,
of tariff determination, the WI ' ’q"e\f;oked at from a narrow hole, only to

L%
ds ‘and see that it relates to the approved

r. Dhir has taken a firm stand that in the task
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and essential parts of the Airport. According to him, this had to be done on the basis of
accounts bearing certificates granted or approved by the Chartered Accountant. His clear
stand is that such cost cannot be re- examined on the yardstick of efficient cost but has to
be taken as the_f'ncurred cost only, as appearing in the duly certified books of accounts. This
submission appears to be weighty and deserves acceptance.”

Accordingly, disallowing bona-fide incurred project costs would be against the Authority’s
oWn stated position.

BIAL’s Submission: - BIAL requests the:Authorfty to maintain a consistent position in line
with its own submission made before - th?e Han'b;’e TDSAT, and not disallow Rs. 69.45 crores
of actual certified costs incurred: by BIAL

Authority’s examination of Stakeholders cpmments on Regulatory Asset Base

The Authority has carefully reviewed'the comments made by Stakeholder and BIAL.
The Authority has responded to the mgttgr_ qf:‘allocatlon of assets and its impact on RAB in
other sections of this Order. =~ '

The Authority notes BIAL andi APA:Ofs camments regarding non-adjustment of excess

expenditure as per EIL report and have c:tedf.TDSAT Order on the same. The Authority notes
that the report of EIL along wﬂh--thesﬁrﬂd{ngs-rnmcatlng that there was an excess spend was
available to the Authority based on the study commissioned by one of the Shareholders viz.
AAl and was appropriafed considered by the Authority.
The Authority had commissioned a study for evaluation of costs incurred for Terminal-1 and
has, after issue of Consultation Paper, obtained the report from RITES dated e August
2018. Key summary of findings listed out by RITES fitheir report are as follows:
11.6.4.1  Expansions carried out by BIAL were justified in view of the growth witnessed.
11.6.4.2  Specification of finishes and works are considered to be in order.
11.6.4.3 Costs incurred on expansion of Terminal Building is comparable with similar
works undertaken at other Airports.
11.6.4.4  Costs incurréd for other works — External Roof, VVIP Lounge etc. are considered
reasonable. _ _
11.6.4.5 Interest and Administrative costs have considerably increased due to delay in
implementation of the project from 18 months to 30 months. Projects of this
nature generally require 24 - 30 months for completion particularly when it is
intended to be executed through EPC contract and the work is to be executed in
operational airport environment. The delay is mainly on account of technical
challenges faced during' construction Including additional field investigations,

.' O —

review of designs, addnmn;ﬁ‘gedﬁ‘rﬁa’t 0

No: 18/2018-19 Page 135 of 264

". »ﬁ*@



Regulatory Asset Base (RAB)

11.6.5 The Authority notes that soft costs relating to Project Management and Administration as
well as Interest Costs is on higher side. However, considering the RITES report justifying the
delay from 18 months to 30 months the Authority will consider these cost as submitted by
BIAL. The Authority is also of the view that study should be conducted to get a clearer view
of the components of the cost incurred in a Project of this magnitude. The true up of the
project cost will be done taking into account the finding of the study. Authority has sought

for a CA certificate that these costs have been incurred and BIAL has submitted the same.

11.6.6 Considering the above comments,. tegether with the analysis detailed on Capital
' Expenditure, Depreciation, Assg‘tAlI?;L‘ca iﬁnﬁtc,fe\used RAB calculated by the Authority as

under:

Table 35: Revised Regulatory Asset Base: c’omputed by. thﬁAuthonty for calculation of ARR for the second control
period (Rs. Crores)

2,376.22 3,197.94 5,318.60
1,215.78 2,425.90 5,229.58 |
394.07 305.24 451.05

Opening RAB
Additions during the year
Depreciation during the year

Closing RAB 3,197.54 5,318.60 10,097.14
Average RAB 2,787.08 4,258.27 7,707.87
.?. ¥ b L .5
Decision No. 8. Regarding Regulatory Asset Base

8.a.Based on the material before it and its analysis, the Authority decides:

i. To consider Regulatory Asset Base as given in Table 35 Para 11.6.6 above for
the purpose.of. ccmputatton of Aggpegate Revenue Requirement.

ii. To true up therReguIatow«Asset Base at the gnd of the Control period based
on actuals at the time of determination of“tariff fdr the next control period.

iii. To commission a study to evaluate the quantum of Project Management and
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12 Operating Expenditure
12.1 BIAL’s submission on Allocation of expenditure between Aeronautical and Non-

Aeronautical services and Authority’s analysis

12.1.1 BIAL had stated as follows:

“..The table below shows the allocation of Operating expenses into Aeronautical and Non-
Aeronautical expenses. The basis- for the allocation is given for each component of
Operating Expenses. Broadly, the allpgation has been done on the basis of auditor’s reports
for the last ﬁnanc.'a! year FY 291 5 ‘i ; ¥ 2

. Personnel cost .
Operations and Maintenance C
Marketing & Advertisement 13% 93% 7% 95% 5% |
"General Administration Cost _ &C _q 96%.| 4% 98% 2% 99% 1% |'
Lease Rent 100% 0% 100% 0% 100% 0% J
| OMSA Fee . 100% 0% 100% 0% 100% 0% |
Utilities Cost (Net) 100% - 0% 100% 0% 100% 0%
Insurance 91% 9% 91% 9% 91% 9%
Property tax 100% | 0% 100% 0% 100% 0%

12.1.3 Authority had, revla\:,;ed the basls of, segregatls)h ;
Non-Aeronautical™ assets and expendjtm'é submi’tt&’d by BlAt -»ﬂ.(-,nthcmt\;r had also carefully

reviewed the certificate given by Statutory Auditor as detailed by BIAL.
12.1.4 The Authority noted that accordmg to BIAL’s submlszuon BIAL had appomted KPMG as its

auditors for Asset alioca]_:._\

connection with Agreed?’upon p_roﬁeduras J:‘elated.\tou-the $t-atement of allocation of expenses
(excluding depreciation, finance costs and tax expenses) into Aeronautical and Non-
Iﬂ'

Aeronautica

12.1.5 However, KPMG had also indicated in its report that:

“..Because the procedures performed do not constitute either an audit or a review made in
accordance with the generally accepted auditing standards in India, we do not express any

assurance on the allocation of expenses between Aeronautical and Non-Aeronautical for the
eriods 31 March 2014, 31 March December 2015...
i e s

R

&\
]
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“..Had we performed additional procedures, an audit or a review in relation to the basis of
allocation of expenses between Aeronautical and Non-Aeronautical, other matters might

have come to our attention that would have been reported to you....”

12.1.6 Scope of auditors.as specified in their certificate of “Agreed Upon Procedures” is reproduced

below,

“...The agreed upon procedures to be performed on the Statement of allocation of expenses

into Aeronautical and Non-Aeronautfca! for the years ended 31° March 2014, 31* March
2015 and period 31 December 2015 ar‘e qs be!ow

e Read the basis of oﬂOCatrbh { "Annexure 3”) which details the guidelines followed by

the company for the affgeqtrien Qf gggpg_eﬁses into Aeronautical and Non-Aeronautical;

e Trace the items of expéﬁses .'-ﬁg'-itﬁé"':audfted financial statements and verify the

methodology and sump;"es fqr*the perteds ended 31 March 2014, 31 March 2013, 31

March 2014 and 31 Marth. :3015_ p’;fd 31 December 2015 on a test check basis and

using the concept of ___q!:t" fnr the allocation into Aeronautical and Non-

Aeronautical on the b 0&, lenumerated in Annexure 3;

e For common expenses, tracé{r’hé same to the basis of allocation as enumerated in
the guidelines en umerdted th Amhexara 3; and

® Report the factual findings and the observations, if any based on the procedures

performed...”

12.1.7 The Authority understood that this was a standard paragraph to indicate that the auditor
had not performed an Independent audit on the smgd subject.

12.1.8 The Authority Had also gdﬁe-_fhfough‘:fthg--;report"-;b'f the -aud,i‘iol‘s—-qn segregation of expenses
and noted that the _?aydi'tbrs 5ppeagne;diio. have Gér"ﬁied out a check of the principles /
methodology already established by BIAL for asset and cost allocation and had only
validated the same with the‘financials and: not g:qrriec!:_‘;qﬁ any independent study to classify
the expenses between Aéi‘br’i%utit‘:}al--ahd N_'Q'h-'A'éfonaﬁ__L;fticﬁl Services.

12.1.9 The Authority had goné through ‘Annexure — 3-0—*F"fhe said certificates and noted that BIAL
stated that personnel costs, operations and maintenance cost, marketing and advertisement
expenses and general administration overheads had been classified based on department
wise reports maintained by the company. The Annexure also listed down the various
departments and stating whether the same was considered as Aero, Non-Aero or allocated
between Aero and Non-Aero.

12.1.10 As many of the cost elements are driven by the ratio of personnel cost and personnel cost is

one of the significant element of cost, Authori

had sought for details of the personnel cost
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Table 37: Department wise cost break-up provided by BIAL (Rs.)

Particulars

1 Support Services 28,55,82,094 | 34,28,47,415 39,08,30,019

Commercial . 5,22,13,067 | 3,17,48,366 5,22,26,921
3 Operations 39,11,79,525 | 42,28,80,040 43,50,07,510
Business Deveiopment, Marketing
4 & Strategy 2,11,89,040 |  2,79,69,802 3,58,13,794
Engineering & Maintenance 15,35,46,519 | 17,12,56,305 18,43,35,176
Grand Total .71780,37,10,245 | 99,67,01,928 | 1,09,82,13,422

:_’5 time is devoted on both Aero and Non

o and Non Aero...”

12.1.12 From the above, considering S #{§A;5,qsfef???g 2 as Non-Aero, the Authority noted that
the ratio of Aero cost to total is around 91.5% in 2013-14, 95% in 2014-15, 92.6% in 2015-16.
The Authority f\oted that the allocation changes based on composition of teams. The
Authority proposed to consider 90% of Personnel cost and General Administration cost as
towards Aeronautical Services. |

12.1.13 The Authority proposed to. ),carry out a study on a!Lo;;,atlon of expenses between Aeronautical
and Non- Aerohguﬂc@fsef&ftﬁé&? nd woytq cﬁhsud@r'grﬂiﬂg u‘ﬁ“o?thle estimates for the current
control period ba,secl on the r;ésuits of the 5tudy at the cbmmencement of next control

period.
- 12.1.14 Recomputed Aeronautical F

Personnel ost = ' o 90%

Operations and Maintenance Cost Based on asset ratio
| Marketing & Advertisement - Others 85% |
| General Administration Cost 90% ‘
Lease Rent, Property Tax 100%
Utilities Cost (Net) 100%
Insurance 91%
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Operating Expenditure

12.2.1 BIAL in its submission dated 13" April 2017 provided the details of Operating and

Maintenance expenditure. BIAL had submitted details of the above expenditure incurred for

Control period 1 and proposed expenditure for Control period 2 in their submission. A

summary of costs incurred towards Aero Operating expenses is detailed below:

Table 39: Aero Operating Cxpenses submitted by BIAL for first control period (Excl. Concession Fee) (Rs. Crores)

77.70 |

8702 |

Personnel Expenses 8.61

Operations & Maintenance 45.18 43.11 51.03 53.57
Lease Rent 6.35 6.35 6.35 13,79
Utilities 22.86 24.76 36.06 39.90
Insurance 2.08 2.06 1.84 1.90
Rates & Taxes (other than IT) 0.22 13.01 27.15 13.32
Marketing and Advertising 4.86 11.43 6.27 7.62
Waivers & Bad Debts 47.51 0.00 0.00 1.87
CSR 0.00 0.00 0.00 1.16
OMSA Fee 6.64 9.99 15.05 2.65
General Administration Costs e\ d 19 "9.30 20.89 24.12 22.97 23.69
Total Operating Expenses - Aero 166.83 | 234.28 | 222,75 | 265.34 | 264.85

Table 40: Operating Expenditure for second control period as submitted by BIAL (Excl. Concession Fee) (Rs.
Crores)

| Particulars
! ke

Personnel Expenses 246.72
Operations & Maintens 149.42 | 211.93
leaseRent | | 1424 | 1467
Utilities 57.84 71.60
Insurance - 6.23 9.11
Rates & Taxes (other tha_n;ﬁﬂ'e-‘_‘;_ 8.96 9.40
Marketing and Advertisir;g‘?i,--m..: ‘ 9.94 10.84
CSR = - 31.47 34.88
General Administration Costs

- Consultancy and Legal 10.07 13.06 14.36 15.80 17.38
- Travel Costs 5.44 5.98 6.58 7.24 7.96
- Office Costs 11.07 12.17 13.39 14.73 16.20
Total Operating Expenses - Aero 309.41 379.40 452,14 512.14 650.70

12.2.2 BIAL had submitted as follows:

“..The Operating Expenses discussed in this section pertains to the Aeronautical Operating

Expenses.

5.6.2 Personnel Costs
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BIAL considers human resources as its strongest asset and recognizes the vital role being
played by the employees of the organization in cafen'ng to the needs of the growth,
expansion and successful operations. The headcount projections are based on the
requirements for existing business and future expansion plans.

Employee headcount for the five years in Control Period 2 is detailed below:

Particulars FY 2017 #7{_’_2‘_‘({:’1;8’ FY 2019 | FY2020 | FY2021

Total No of Employees 816 914 936 959 959

:"ft'a'wiﬁa‘s* Jyture expansion projects namely Airfield

Further, the additional headcdf';r

Development and Terminal &" Aﬁsociam‘d Land&.'de and Airside Development is estimated to
be 235 and 467 respectively. These adﬁ‘fﬂon& are pfanned to be hired in FY 2021 and FY 2022
respectively. 0

The table below represents the personheh co,st for the Control Period 2 for Aeronautical

business.

FY 2019 FY 2020 F\? 2021
1718 1963 246.7

Personnel Cost

Personnel cost is expected to fn@fgdﬁ}:t@a’- CAQR lof 19.86% over Control Period 2. This is due
to the fact that there was no increase in manpower on acﬁount of expansion in Terminal 1 in
Control Period. 1. In order to maintain the quality of service provided by BIAL, it is important
to increase the manpower with the increase in number of passengers. Hence, the
Management of BIAL has assumed that due to passenger growth, there will be a
correspondmg need to increase the manpower. Furthermore, adequate manpower would
need to be higed ta manqge the upcoming assets such as Anﬁei’d works — Runway 2, Apron,
etc. and Terminal 2. The increase in manpower due to this has also been considered as part
of the Business Plan.

Personnel cost relating to Aeronautical Serviceﬁ,._.{j;as been derived based on a pre-
determined a!locatfon_--'éfﬂéfb and Non-@ier& in th_é;fa’ta!fPerson nel Cost. This is based on the
number of employees directly related to Aeronautical services as defined by BIAL.

The increase in personnel cost also considers the competitive environment by addressing the
attrition levels being currently experienced. The airport industry is unique and requires
skilled talent and is maturing over the period of time. It is difficult to identify and hire
trained manpower and hence there is a need to retain the existing skilled manpower. In
order to enhance retention, it is assumed that every third year (starting from FY2017), there

will be a 2% upward correction in the average CTC for all levels...”

12.2.3 On Operations and Maintenance, BIAL had submitted as follows:
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BIAL is dedicated at ensuring that all operations and activities are supported by well-
maintained machinery and equipment. The prbcess setup at BIAL ensures state of the art
maintenance comparable to international standards. To address the ever-evolving
expectations, a separate Engineering & Maintenance department has been set up to ensure
safe, efficient and smooth functioning of the Airport.

Engineering and maintenance department basically meets the requirements of
infrastructure facilities on landside, airfield, utilities and maintenance of IT enabled services.
The department looks after the complete repair and maintenance of airfield including
runways, taxiways, aprons, ﬁari}’iﬁ‘é hays, alééébridges hangers, drains, general airfield

upkeep, power sub- statronsg Wgter aﬂd w:ml*e management and all allied airside

infrastructure for all the civil, electricn! and méehamcaf works.
IT and ITES are handled by a sepum‘re depdrrtmnt having specialized skill set which provides
IT solutions for all the users at the a.'rport_ '

Certain key areas call for round tﬁe C?ock y,qport and maintenance viz., Airside p:‘anmng,

Airport Operation Control Ce\ntre \,(' O
Handling Systems, Safety Heaa'tbndhd

Al __g_{d Rescue Fire Fighting (ARFF), Baggage

iment, terminal operations and so on. O&M

expenditure forecast for MYTP f;e!atmg mApro“na utical business is detailed below

:p;a"rﬂiéular's'-gn-s-.-fcr:are_i ol e FY 2017 | FY 2018 _
149.4

' O&M Expenditure 82.7 99.3 |

The O&M expenditure includes the operation and maintenance expenditure towards
facilities at landside, airfield, utilities, ICT and others and is assumed as a percentage of .the
Gross Block. —~— . .

On the other hand, the Amport woufd have compieted 13 yéars of operation by the end of
Control Period 2. Hence, it would be critical to replenish the assets to maintain the quality

standards which BIAL has maintained so far...”
12.2.4 BIAL had submitted the .foll.t"iw_ing._.eﬁl--l-;l'tiiiit'ry"=cos,t§.

“.. 5.6.4 Utilities Costs
Utility costs comprise of power and water costs. The Utilities Costs have been calculated
after netting off the recoveries from the concessionaires. The Utilities Costs considered in

the MYTP submitted for Control Period 2 relating to aeronautical services is given below:

Particulars (Rs. Crore) | FY2017 | FY2018 | FY2019 | FY2020 | FY2021
Utilities Cost ' 44.0 46.9 542 57.8 716
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A Concession Agreement (CA) was entered into between Ministry of Civil Aviation,
Government of India (Gol) and BIAL on 5" July 2004.

For the grant of concession, exclusive rights and privilege to carry out various activities as
listed in the CA (Article-3), BIAL has to pay an annual fee 4% of annual gross revenue to the
Gol. The payment terms, accounting, provisional payment, interest and taxes have been
detailed in Article 3.3 of the CA.

As per the CA (Article 3.3.5), the concession fee is to be paid for the first 10 financial years

from the airport opening date (AOD}: fm{ﬁ fee is to be paid in twenty equal half yearly

instalments with the first such-payn ue -qﬁd;payabfe in the 11*financial year from AOD.
L SR AT ) A=~

evenue payable has been considered and

HDC I g@d to BIAL, free from encumbrances and / or
encroachments, of all that preéé@n’dij&rrééiwo%nd measuring 3,884 acres and 25 guntas
and further agreed to lease out 133 acres and 16 guntas together with all rights, liberties,
privileges, benefits, rights of way, paths, passages pertinent to the site to hold, possess, use
and enjoy the site and or any part thereof, in accordance with the provisions of the Deed.

However, KSIIDC handed over the possession of 124 acres 6-guntas in the years 2006 &

2007 and submsequggtfy tﬂ: Ajﬁmtfonaf Land Leas:e ' '_Qd dated 3ist December 2011 has been

executed and regfstfred , : {
As per the Deed the lease rent payab!e to KSHDC is nommuf lease rent of one rupee per
annum up to AOD. After the AOD, the

2 rent is calculated at a fixed percentage as per

following schedule:

pariod . { of land value
" From AOD to beginning of 8" year
For 8" year 6%
From S'hyearonwards Annual escalation at 3% of lease rental at end of

previous year

Based on the above, Lease rent considered for Control Period 2 is given below:
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“..The General Administration costs category majorly includes Consultancy & Legal Cost,
Travel Costs, Office Costs, Insurance, Marketing and Advertisement, Rates and Taxes. These
costs are incurred to meet the day-to-day running and administration of the airport.

The General Administration and other costs relating to the Aeronautical business is shown

below:

!'-. e .{,_'y;_.-—‘-' T

Consultancy and Legai 14.4 15.8 17.4

Travel Costs 6.6 7.2 8.0
Office Costs 134 147| 162
Insurance 5.4 6.2 9.1

| Rates & Taxes (othgr than |'|;] 8.9 9.0 9.4

323 41.4 45.7
80.9 94.4 105.8

| Marketing and Advertising and otf _
i Total i

;}rﬁhg:ta! journey. The underfymg vision is to

VIndia and enhance its brand as the Silicon

develop Bengaluru as the Gateway

ey
Valley of India, while at the same time lign Wl'th the vision of the Gol of a ‘Digital India’.

The initiatives include conductfhg roadshows fhélustry outreach programs, catchment area
programmes and industry alignment meetings. BIAL is transforming the Kempegowda
Airport into a smart airport, is embracing technology and embarking on a digital journey.

This will further enhance the ‘naturally easy experience’ BIAL offers to its customers...”

12.3  Authority’s analysis of Oineratmg Expenditure: dgtalled in Consultation Paper

12.3.1 Authority had carefuljy analysetsl each: cc;mpbnent of the Obbrﬁtlng Expenditure. Authority’s

analysis of each head of expenditure was as follows:

Employee Cost

12.3.2 Authority had reviewed tﬁé Ghade-wise headcount proigdted by BIAL and the details of costs
considered per grade.

12.3.3 Authority noted that, based on the above, the Personnel cost computed is as follows:

Table 41: Salary cost computed for the second control period by BIAL (Rs. Crore)

GradeF "~ 318  3.53| 389 435| 479
Grade E 11.07 18.21 20.04 22.44 24.68
Grade D 17.87 23.95 27.07 31.14 35.16
Grade C 34.25 41,97 47.39 54.45 70.06
Grade B P @};\ 19.53 . 24,50 27.61| 3165 44.13
Grade A i 10.74 12.36 19.20
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Salary cost FY 2017 FY 2018 | FY 2019 FY 2020 FY 2021
Grade O 0.20 0.35 0.35 0.43 0.48
Other 6.95 7.79 8.72 8.77 10.94
Total 101.47 129.85 145.85 166.61 209.44
Add: - Incentives 14.21 18.18 20.42 23.32 29.32
Add: -  Others  (Staff B
Activities/Transport/Education/
Training etc.) 10.15 12.98 14.58 16.66 20.94
Total Personnel Expenses 425:83, 161.01 180.85 206.59 259.71
‘ Share of Aero G 8% 00% | 95.00% | 95.00% | 95.00% | 95.00%
[ Personnel Expenses - Aero "f'__ : w : 1‘1&,54"-,"' 1,5'296 171.81 196.26 246.72

5

The Authority noted that salary cost had been pro;ected with an annual increase listed
above from the existing levels on: g_-.y_ear ona-_\}'-ea‘r. basis for the control period 2 between 7%
and 12%. ' RIRY

The Authority noted that the mév,érn’ent m Employee cost over the past 5 years varies
between 3% and 54%. Authorlty n: ted that ,BIAR had considered growth at 10 % YQY and

every 3" year additional 2% has bee actﬂred. [he Authority enquired about these growth

rates and trends considered by BIAL
BIAL had submitted as follows: =

“..Grade F: - Increase in CTC by 12% in FY 2017 is due to actual payout & by 11% in FY 2018
is due to budget projection for the year on salary increase for the grade
Grade E: Increase in CTC by 54% in FY 2017 is due to hiring of expatriates in that grade,

Grade others: Fluctuatingspayout is due to commission payouts to Managing Director...”

The Authority --prapt’;sed to 'mbderaté-_ the increase in empbyee costs considering  10%
increase from financial year 2018 onwards ‘instead of increase in rate that had been
proposed by BIAL.

The Authority noted that__.:the_ increase in headcount fp,r:Z_Ql? had been considered 30% & 8%
for grade D (28 employé%s}):%& gra"dfle A (6 -_e,(nploVEéQ-)"'Fés_bgctively. The Authority also noted
that 98 resources had been cohsidered across vérious grades for 2018 and 235 employees
were added for FY 2021. The Authority enquired about this increase in resources for 2017
and 2018 considered by BIAL. In addition, BIAL had also considered 14% YOY increase in staff
variable pay and incentives of the Salary cost and 10% increase in staff welfare,
transportation, training and other costs on the Salary costs:

BIAL had submitted as follows:
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Incentives and Others: Increase in incentive and other Staff and training cost has been

considered based on historical performance trend, which ranges around 14%-15% of CTC...”

©12.3.10 The Authority proposed to reduce employee strength considering a maximum increase of
15% (Changes made to Grade D) for Phase 1. Also, for the expansion, Authority sought
clarification on the number of resources considered and proposed to consider 50% of the
increase submitted by BIAL in FY 2021 for the expansion (117 employees) and consider
increase of 7 % towards incentive payments and 5% on other cost from financial year 2018

onwards and prdposes to recalculate iﬁﬁﬁﬁé‘]\ec;gd Salary cost accordingly.
= “’\cérf‘:f |

S

0. gpﬁ; HE'BV BIAL is as follows:
¥ “‘ l

d

0L 58.05 86.10 99.48 157.00

O&M Infra Running Costs - Aer?, 93, 3,‘;‘%

| -Phase 1 A {|/54.92 60.41 66.45 73.10
-Phase 2 0000 3.13 3.44 3.79 4,17
- Phase 3 H;.f_ﬂ'ﬁ{ 00} >, 0.00 22.24 29.24 79.73
O&M Costs - ICT - Phase 1- Aero | 23.29 | ' 25.61 28.18 30.99 34.09
0&M Costs - Aero 9.52 15.66 17.23 18.95 20.84
Operations & Maintenance Total +82.73 99.32 131.50 149.42 211.93

12.3.12 Authority noted that BIAL had considered operating and maintenance (O&M) cost at certain
_percentage of the assets capitalized in books and additionally 10% increase in budgeted

expenditure op,a, kaeg; onggggﬁ?_asm: % u@,[,gg of,&?@gpns;%ej;@g for estimating Operating &

Maintenance Exb‘andnturqqs&gsfollowﬁ 2dd .-.'

1\7- 1

Table 43: Phase-wise % of asset value considered as Operaring Expenses by BIAL

12,3137 :
h Particulars . andside _ Airside . Utllities
e | Phasel & W Bwem Wso%4H W 0.73% 1.71% |
p | Phase?2 1.53% 0.73% 1.71%
. Phase 3 1.92% 2.00% 2.96%

thority noted that there had been increase in % of the O&M cost on the asset base in Phase
3 compared to Phase 1 and 2 while actual expenditure in CP1 was lower than budgeted.

Comparison of Budget Vs. Actuals is tabulated below.

Table 44: Comparison of cost projected versus cost incurred in CP1 (Rs. Crore)

2016

- Estiae forControI perid 1

Order No: 18/2018-19 Page 146 of 264

o

o 7 F -
,:’g.cmw HIFty D

N,
ot ”t Reg:totory” -



Operating Expenditure

] 2012 | 2013 | 2014 | 2015 | 2016

| 2 -Rarcllars |4 R _ | _
Actuals for Control period 1 34.91 45.18 43.11 51.03 53.57
\ Excess /(shortfall) 0.29 0.18 1.96 18.84 26.47

Authority noted that BIAL had also considered O&M cost towards phase 3, which was

expected capitalization from FY-2019 onwards, as below.

Table 45: Aeronautical Asset expected to be capitalized in phase 2 & 3 as per BIAL — (Rs. Crore)

| particulars | 2007 | 20 | 200 2om
Phase 2 ; )| i
'~ Landside T 20460 204.60 204.60 204.60
Phase 3 P 2 T _
Landside -1 S 12271 37829 | 969.25
" hirside ki EEEE 990.08 | 2,645.68
| utilities -1 &l . - 107.92

12.3.14 Authority observed that significant cost capitalized for 2019 was towards site preparatory &
' Earthworks to Runway 2, whicﬁ.ﬁiay-.} n'oftri:ﬁ'éyé'_:_a‘ recurring maintenance cost. Also, Authority
was of the view that asset duriﬁé;-:thé'f_éé‘ét'bi't-a_fi'zia'tiiﬁlrl period and 1% year would be covered by
Manufacturers’ warranty and may. not require-huge maintenance expenditure as projected
by BIAL. "
12.3.15 Authority noted that BIAL had considered increase of 65 % in FY 2018 on Other O&M Costs.
12.3.16 BIAL response for clarifications sought by the Authority on the O&M cost was as follows:

“..Increase in O&M cost at 10% in-spite of increase in wear & tear of assets with higher
The O&M cost % for Phase 3 is arrived based on the O&M-’d‘o&%ueg timates and the infra O&M
expenses are labour intensive and normally the annual increase in AMC is around 10% to
12% and the cost base has increased with sharp increase in minimum wages by around
25%-27%. Apart from these. AMCs we have OEM / Proprietary item AMC’s / CMC’s. We are
on single runway operationalized in May 2008 and faster ageing of the runway due to
higher ATMs has resulted in increased frequency of maintenance of runway & taxiway
thereby increases in O&M costs.

Re-laying of existing runway and taxiways is considered in FY 2021 after second runway is
operationalized. Due to capacity constraints there are certain equfpment'whose utilization is
beyond design capacity thereby increasing the frequency of servicing resulting in higher
O&M costs.

Further, due to capacity constraints there are certain equipment which are out of support
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works on airside, airside vegetation management (regulatory requirement), Arrival-10
carousal with two in feed lines etc. _

The increase in 'Other O&M costs' are mainly towards new initiatives / improved services to
enhance customer experience like Self check-in kiosk on kerbside, customer engagement
program for Airport community, VIP lounge expenses due to substantial increase in VIP
movement, Trolley maintenance (increase in gty & ageing), manpower costs - trolley &
landside parking, customs baggage clearance and custom stamping, Increase in minimum

wages impact, Q-Managers, ARRF requirements, higher spares consumption...”

12.3.17 The Authority had gone throu_gﬁ ﬁiﬁlé:.c,l,é_rlff"fi',éatip_rvis?_prqvided by BIAL. The Authority also noted
the increased growth in passenger ftraffic, '-ag'éing of Airport and need for higher
maintenance. However, the Aurhoti‘q.\}:'ne.fcéd"-fhat BIAL had estimated a huge increase in
O&M Expenditure across the secohd'!tdﬁtrblipg'riod Also, the Authority noted that BIAL had

projected mcurrmg Capital Expendlture for reptacement of assets etc. where required. The

Authority accordmgly consnde*r*ed |ncre"" ‘of 15% for estimating Operations and

Maintenance Expenditure for th:e years 20}7—18 'to 2020-21 from the previous year’s cost

and proposed to recalculate the expenses c‘cordlngly Actual costs incurred would be
reviewed and trued up based Oni.EeVJe\gV ofi.the expenses including need and justification of

the costs incurred.

Lease Rentals

12.3.18 BIAL pays lease rent at 3% of the land value upto 23 May 2015 and 6% of rental value in the
g0 year and with a 3% escalation per annum thereafter, to GoK as per State Support
Agreement and projections: for control.periad 2: ha&bean based-on the Agreement.
12.3.19 Authority observed that BIAL had allocated 100% of |ease rentals to Aeronautical
expenditure. Authority understood that usage towards Non-Aero/ Airport would be a small
percentage of the total lease land hence decided not to allocate any cost to Non-

Aeronautical services.
Utilities
12.3.20 Authority understood that the Utility cost computations for the second control period are
as below.

Table 46: Computation of Utilities Cost for second control period as per BIAL (Rs. Crores)

Power

Power Costs — Consumption m‘és.w 62.38 | 72.72 | 77.81 | 88.96
Power Costs - Contracted Demand /2; 251 | 251 | 251 s5.02

Less: - Recovery
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Particulars. 2017 2018 . 2019 2020 | 2021

Recovery towards demand charges . ] 1.88 il 1.88 l 188 1;88 - 1_.88

Recovery towards Power Costs 1895 | 20.27 | 23.63 | 25.29 | 28.91

Net Power Cost 39.98 | 42.73 | 45.71 | 53.15 | 63.19

Water

Potable Water Costs - Own Consumption 231 | 247 | 2.65 283 | 534
| Potable Water Costs - Others' Consumption 2.83 | 302 3.24| 3.46| 717

Total Raw Water Costs 091 | 091 | 091 | 091 | 091

Recoveries o PPVTTS

Recovery - Potable Water Costs . ) . - 2.06 | 220 | 2.35| 252 | 500

Potable Water Costs — Aero (. e Ry u L LreoTa i | 400| 421| 444| 469| 842
| Utilities Total LT | 4397 [ 4695 | 54.16 | 57.84 | 71.60

12.3.21 Authority noted that BIAL had p‘ro_jﬁe,cte:'d increase in water and power charges by 7% on a

year on year basis and also there is im:re’aé.e in,consumption of water for FY 2021 from 0.51

million KL to 0.95 million KL. Authontv seugﬁt clarifications from BIAL.

- 12.3.22 BIAL response was as below:

“..Power - The average fncré'dée durfng€P1f55% The historical trend may not be true
representative of future costs and _he'ncé..cénsérvatiuely assumed at 7% increase in Power
cost for CP 2. : @Y

Potable Water - The revision in tariff by BWSSB is not done on yearly basis, but. typically
happens once in 2-3 years’ timeframe. The last revision happened in FY16 and this resulted
in an increase of 20% in FY 16. Given that the average increase in CP 1 is 6.4%, a nominal
increase of 7% is forecasted for CP 2.

Increase in water:~ In FY 2021, the South runway and -Assoeciated Works is expected to
become operational. This will result in additional water consumption towards airside
landscaping and vegetation maintenance apart from the increase in .water consumption in

airside buildings and allied infrastructures..”

12.3.23 The Authority proposed to moderaté the increase in power and water charges by 5% per

annum in line with the past trends and proposed to recalculate the expenses accordingly.
Also, additional recoveries were made by BIAL from concessionaires, which were considered
as Non-Aeronautical Revenues. The Authority proposed to net off such recoveries from
Power and Water costs and consider the net cost as Utilities cost under Operations &

Maintenance Expenditure.

Insurance cost

12.3.24 BIAL had taken Insurance under Industrial All Risks (IAR), AOL Policy, Business Interruption
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AOL policy had been increased from $500Mn to $750Mn from 2017 to 2020 and $1000Mn
for 2021 and BIR policy coverage had been increased from Rs. 2168 Cr to Rs. 4000 Cr for
2017 to 2020 and Rs. 6000 Cr thereon.

12.3.25 Authority had sought clarification from BIAL on the basis for considering premium at the rate
of 0.05% while historical trend reveals average rate of premium at 0.03% and reason for
increase in insurance coverage for AOL and BIR Policy.

12.3.26 BIAL response was given below:

“..Recent GIC guidelines on the.pr.‘qin_g"dj the large risks has pushed the premium upwards
since the minimum rates are riow.'_de:ffnédi--qné' need to be adhered to, unlike in the past
where insurers were offering huge dis_tOwn-'ts ‘on the tariff rate. The GIC guideline applies to
13 industries and airports is one of the listed industries. This has led to hardening of the
premium and hence higher pren‘ifum rate has been assumed. :

BIAL currently has AOL policy for 600 MuSD The limit of liability folr AOL is linked to the
exposure viz., the passengers; qug'o ahdqiifbrqft handling. Going forward, the traffic is
expected to increase furthef;a“nd Wi’th 'hfgha?;:'feveis of international passengers being
handled, and large aircraft opefdtf@hs.'(S‘L:fbﬁ':'d§'.'§747/A380), this will trigger the higher sum
insured. Therefore, the increase to d@Q@MQ;SDby FY22 is assumed.

With the planned expansion and higher traffic levels, the sum insured for the assets
including CWIP and the Business Interruption cover and the other miscellaneous policies will
increase and hence the Bl and Terror cover/others needs to be increased to mitigate the

higher risk...”

12.3.27 The Authority noted the responses from BIAL and basis for considering increase in value of
underlying assets and basis for considering increase in premium. The Authority proposed to
consider the estimates as provided by BIAL and true up the costs based on actuals at the end

of the current control period.

Rates and Taxes -

12.3.28 The Authority noted that BIAL had paid Rs. 25.54 Crore anid Rs. 13.32 crore in 2015 and 2016
respectively towards Property tax. Authority sought clarification on sudden increase in
expenditure incurred during control period 1.

12.3.29 BIAL has submitted that:

“..The Property taxes amount of Rs. 36.25 crore for FY 2014 and FY 2015 is the charge
raised by tax authorities including arrears

The Property taxes spend for FY 2016 is towards Property tax - Rs. 7.25 crore and balance

towards BIAPPA Tank rejuvenation cess...” o]
- ANVUB 'rF”fr"o,:;\
12.3.30 The Authority noted the response from BIA ‘;f‘o . "
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Waivers and Bad Debts

12.3.31 BIAL had claimed bad debts of Rs. 44.87 Cr and 1.87 Cr for 2013 and 2016 respectively.
Authority noted that in MYTO-CP-1, Authority had approved write off towards outstanding
of Kingfisher Airlines becoming unrecoverable as oné-off event for Rs. 47.51 Cr and also
stated that managing the risk of Bad Debts was within the Business Activity to be
undertaken by the Airport Operator. Authority proposed to not consider write off of any Bad
debts other than Kingfisher, as the Airport Operator is expected to recover the same, in the

normal course of business.

CSR Expenses

12.3.32 BIAL had submitted CSR expendi;t'pr'e_iﬁcur'r'éld for Control period 1 and projections % of the

profit for Control period 2. Details dftéi’-p'ér_iéi[.ftﬂﬁ"e is summarized below:
Table 47: CSR Expenditure estimated by quLg‘{Rs; Géof;i‘:sj;-

ontro[ period 1

Control period 2

-

12.3.33 The Authority noted that BIAL'had' estimated the CSR cost as part of the Operating
Expenditure. Being not related to the Airport Activity, the Authority proposed to not allow

CSIR expenditure for CP1 and CP2 and proposed to recalculate the expenses accordingly.

General and Administration Costs

12.3.34 BIAL had claimed increa_s.e._in Consultancy and_.Legal charges by 30% in 2017 and 10%
thereon, traveI'.i_z;fmd'-':_cfj'fficéjito_st"i;'fad been cq_nsidéred--__af_t-13%;3-in§:¢aase in 2017 and 10% there
on. Authority sought clarificatil_on for basis of sig_nifica_nt_incre;s_e in cost for 2017 and 10%
increase YoY.

12.3.35 BIAL response is given below:

“..BIAL is transforming the Kempegowda Airport=into a smart airport, is embracing
technology and embarking on a digital journey. The underlying vision is to develop
Bengaluru as the Gateway to South India and enhance its brand as the Silicon Valley of
India, while at the same time align with the vision of the Gol of a Digital India’. This will
enhance the ‘naturally easy experience’ BIAL offers to its customers.

The initiatives include conducting roadshows, industry outreach programs, catchment area
programmes and industry alignment meetings. Hence, the estimates for Consultancy and

Legal for FY 2018 is slightly higher mainly towards various new digital initiatives and there
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12.3.36 The Authority noted that the past trends on increase in General Admin and Maintenance
costs were fluctuating. The Authority proposed to moderate the increase in General &
Administrative expenditure to 10% per annum and proposed to recalculate the expenses
accordingly. _

12.3.37 Considering the changes above, the Authority had recalculated the Operating Expenditure

relating to Aeronautical Services as follows:

Table 48: Operating Expenditure recomputed by Authority under Hybrid Till detalled in Consultation Paper 05/
2018-19 (Rs. Crores)

Personnel Expenses : g 112873 | 146.70 | 164.60 193.92
Operations & Maintenance S0 8273 9saa| 10041 12582 14469
Lease Rent S| 1803|1342 1383| 1424 14.67
Utilities i U k["s8.4 4055 | 46.66 | 49.18 56.22
insurance A 454 | 5.3 6.06 8.84
Rates & Taxes (other than IT) AU XahRh 8.80 8.87 8.96 9.40
Marketing and Advertising R (|5 7581 852 9.57 | 10.74 12.06
CSR T Sl _
General Administration Costs : |, 19.66°  21.63 23.79 26.17 28.78
Total Operating Expenses - Aero - | 281.45 | 32132 | 363.96 | 405.76 468.59
‘I;::';s: Disallowance - Interest/ Hotel cost -0.20 -0.28

Concession fee 26.77 30.67 42.64 44,71 54.71
TOTAL OPERATING EXPENDITURE - AERO 308.02 | 351.72 | 406.60 | 450.47 523.30

12.3.38 The Authority noted that all components of Operating Expenditure estimated above, could
vary, especially. co.nslderi-s;ijg the New. Runway and.Terminal being.commissioned, large scale
Capital expenditure being ‘proposed by BIAL and other factors. The Authority, hence
proposed to true up the costs based on actuals at the end of the current control period after

analysis for reasonableness.

12.4 Stakeholders’ comments on Authority’s analysis of Operating Expenditure
12.4.1 |ATA has stated the following:

“..JATA commends AERA for correctly identifying items such as CSR cost which should not be
part of the operating expenditure in the first place. There ought to be stricter distinction by
BIAL of such costs, which are not for the provision of aeronautical services. On the aspect of
the increase of consultancy costs, the business cases and expected benefits should be made
transparent with the aim of delivering increased efficiency to drive unit cost down. This

should form the reasonableness assessment by AERA and further validated by the airport
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which at present can be considered high (90%) for an airport like BIAL, and more so given

that this determination is made under a hybrid till approach...”
- 12.4.2 HIAL has stated the following:

“..We would like to submit that the CSR as stipulated by the Central Government is in the
nature of acts, which reduce the overall profitability of the company including the
aeronautical profitability as decided under regulatory frameWork thereby reducing the
return to equity shareholders. Hence the CSR spent by the company shall be treated akin to
tax computation under regu{atg_rf _"?ﬁ_e(i‘ﬁbpism. We request the authority to consfder
aeronautical portion of CSR as-ﬁé;}'ued:_' f}om 'aé'?_’,_gr'_gautfcaf P&L should form part of eligible
expenditure. Moreover, the ret,um*ﬁssdreé on equity under the regulatory regime is reduced
in case this is not considered as expenses. _T-_Hfs-l being a regulated asset, the authority should

ensure that the return to the shdreho?dqns.gfper making statutory deduction (in the form of

ed under all circumstances...”

12.4.3 CIAL has stated the following:

" !t is observed that the Atffham _ oposed to disallow expenditure pertaining to
Corporate Social Responsrbmty ,ﬁCSRi asq@art @f tfae tariff determination exercise.

As per the Airport Guidelines, operatfon and maintenance expenses shall include all
expenditures incurred by airport operators including statutory operating costs. We would
like to highlight that expenses incurred on CSR is a statutory requirement mandated by the
Companies Act, 2013 and hence, such costs incurred by airport operators would fall under
the category of statutory-operating costs defined., b y the Airport Guidelines. Further, while
the Authorityis of the view. that €SR cost is ‘an appropriation of profit, we would like to
submit that It i instead an “above the line” item, bghféh: fedu_c;-es the net profit of the
airports. Accordingly, we would request the Authority to allow CSR costs in the nature of
statutory costs to be incurred by the airport operators and consider the same while

determining final tariffs...”
12.4.4 APAO has stated the following:

“..It is observed that the Authority has proposed to disallow expenditure pertaining to
Corporate Social Responsibility (CSR) as part of the tariff determination exercise.

As per the Airport Guidelines, operation and maintenance expenses shall include all
expenditures incurred by airport operators including statutory operating costs. We would

like to highlight that expenses incurred on CSR is a statutory requirement mandated by the

Companies Act 2013 and hence such co '}f red by airport operators would fall under the
s ey
ireai B irport Guidelines.
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Further while the Authority is of the view that CSR cost is an appropriation of profit, we
would like to submit that it is instead an "above the line" item, which reduces the net profit
of the airports.

Accordingly, we would request the Authority to allow CSR costs in the nature of statutory

costs to be incurred by airport operators and consider the same while determining final
tariffs...”

12.4.5 Consumer Care Society (CCS) has stated the following:
”...To reconsider operational expenditure-for. CSR which is very high...”
12.4.6 SanjeevV Dyamannavar has stated the following:

“...Corporate Social Responsibility: (CSR):= We retjuest AERA to direct KIAL to put on public
domain all Corporate Social Responsibility (CSR) activities under taken with funds spent'as
these CSR activities cost is funded. from UDF.only. .

Projections of Aeronautical Expénditure and Révenue of Non-Aeronautical Income: From the
Consultation paper, Expend:‘tr’t}im like Ledse Eem}g Utility Cost, Property Tax and others are
loaded as 100% Aeronautical 'Exﬁenifitur:e ‘but these can be directly linked to Non-

Aeronautical activities also. Heﬂ,ge,pr:dpprtjppate;cost should be allocated...”

12.5 BIAL’s response to Stakeholders’ comments on Authority’s analysis of Operating
Expenditure

12.5.1 On IATA’s comments, BIAL has submitted as follows:

“..IATA agrees with the. Authority’s proposal. that items such as Corporate Social
Responsibility (CSR) cost should not be part of operating expenditure. It has further
commented that th.e;-',expectéd benefits of certain-other eosts including consultancy costs
need to be made transparent. .

BIAL has already providéd a detailed justifieation on why CSR costs should be included as
part of its operating expenses, and a'justification. for consultancy costs has also been
provided in BIAL’s responses to the CP.

IATA has also commented that the allocation of personnel cost appears to be on the higher
side (90% aeronautical) for an airport like BIAL. BIAL would submit that personnel cost
allocation ratio has been estimated by considering bifurcation of expenses and department
wise allocation of costs as part of a “bottom-up” approach, and the same has been certified

by its statutory auditor...”

12.5.2 BIAL has concurred with comments made b CIAL and APAO.

Y of i 16T
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12.5.4

12.6

12.6.1
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“...1) CCS has requested the Authority to “reconsider” the operational expenditure for CSR as
the same is high.

2) BIAL submits that CCS has not provided any justification or context for stating that the CSR
is “high” and this is computed as per the provision of the Companies Act 2013. BIAL has also
requested the Authority to consider CSR as an operational expenditure as it is an ‘above the
line’ item and the same needs to be considered for tariff determination...”

On Sanjeev V Dayamannavar’s comments, BIAL has submitted as follows:

“..1) Respondent has requested the Au.ghor-fty to direct KIAB to share in the public domain
details of those activities where .CSR-.xfuﬁdé_‘.‘_;ﬁ'g_y{e_ﬁ_;been spent as the same have been funded
through UDFs. A e

2) The CSR spend in a financial yea?‘ fot‘ms part of the Annual report and the same is made
available on BIAL's website. The Authom‘ty, ha,s disallowed the CSR expenditure in the CP and
BIAL has made its detailed subm.fSSfphJ fto cons:der the same as part of the tariff
determination in its response to rhe CP

Respondent has commented that fqu,e.- _rgn_g,-_;;u.,t'-f_'f_:f_ty costs, and property taxes among other
operating expenses are allocatéd ps ﬁ'ﬁd%:&%goﬁduﬁm! but can be directly linked to non-
aeronautical activities as well. = | '_ = e

BIAL submits that it has adopteé’ a 35%0;‘?935”&)&&&0;? methodology to allocate its expenses
between aeronautical and non-aeronautical components. The rationale for allocating these
expenses as 100% aeronautical had been shared with the Authority as part of BIAL's MYTP

submissions, as a certificate from BIAL’s statutory auditor...”

BIAL's comments on Authority’s analysis on @perating Expenditure
BIAL has submitted as follows, on Authority's analysis of Operating Expenditure

“Approach towards projection of employee costs

AERA’s Treatment

As per the CP, the Auth_dr?ty'has‘ stated as below with respect to the projections of employee
costs, '

“10.3.7 The Authority proposes to moderate the increase in employee costs considering 10%
increase from financial year 2018 onwards instead of increase in rate that has been
proposed by BIAL.”

Further, as per para 10.3.10 of the CP, the Authority has stated as given below:

“10.3.10 The Authority proposes to reduce employee strength considering a maximum
increase of 15% (Changes made to Grade D) for Phase 1. Also, for the expansion, Authority

seeks clarification on the number of reso

and proposes to consider 50% of
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increase of 7 % towards incentive payments and 5% on other cost from financial year 2018
onwards and proposes to recalculate the projected Salary cost accordingly.”

BIAL’s Response

Increase in manpower due to significant increase in traffic: - BIAL submits that passenger
traffic at KIAB Has increased at 10.5% p.a. making it almost 1.8 times higher in FY 2016-17
over FY 2011-12. Further, ATM traffic has increased at a CAGR of around 7%. Given this
growth, the airport has undertaken significant capex at the airport.

Increase in mahpower due to significant-increase in infrastructure facilities

New capacities have been added 'botefi=.'__Bﬂ_'.';a';{-rs.'."qfe.._qnd terminal side to cater to this growth.
Details of some of the capacity -a&ded-lfs as béfow:-'

Airside — Rapid-exit taxiway {RE T) W_Orkﬁ-ﬁwef-eﬁnh anced the Airside capacity from ~28 ATMs
to ~38 ATMs. Addition of 25 Apron stands hﬁ.é&ns almost 1.5 times capacity compared to FY
2011-12 have allowed additional '%}qfrsraﬁpﬁrking

Terminal side - With T1A projec-t;{-'ﬁ'grm'inh?’bﬂﬁdmg) capacity increased from 12 MPPA to 20
MPPA - almost doubled the capatity and terminal building area.

While traffic has almost dou‘EIe.d_ {Wf ) i’g?éb-‘f_ciéhrfy higher capacity being provided), the

headcount has increased merely at a CAGR Qf. less than 2% viz. a total 11% increase in the
last 6 years. As can be seen 'j.‘f.c'am. "tﬁ;e: dbé;vé, ‘BIAL has always endeavoured to operate
efficiently and has over the last five-six years managed with a lower headcount. However,
given thg significant increase in traffic and projected traffic growth, a headcount increase
has been proposed. Pf‘ease note that the additional headcount proposed is on account of the
following:

Carry forward # rep.-‘acEmeﬁ:t positions-previously: approved-by Bdard — on account of
multiple factors including lack of availability of mdnbc:wer with requisite skillsets

Additional 3% increase in manpower is considered towards regular business growth
Manpower for NSPR — Headcount of 235 number are estimated towards NSPR project from
FY 2020-21 (post capitalization)

Need for sufficient manpower for future expansion projects — NSPR & T2 Phase 1

The Authority has proposed to reduce the proposed headcount for NSPR of 235 by 50%. We
request the Authority to take into consideration that airports need to abide by various
prescribed norms of different regulatory bodies like DGCA, BCAS, etc. and its manpower
requirements are guided to ensure compﬁadce with such regulatory requirements (e.q. a
runway would require ARFF personnel as defined in regulations and reducing these
estimates by half would mean that the airport defaults on prescribed safety norms). BIAL’s

estimates of headcount required i m;«te{hnica! justifications which have already
7y, _
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We would also like to highlight that works reldting to Phase 1 of Terminal 2 are fully
underway and it is expected that the project would be completed in FY 2020-21 and the
Terminal 2 Phase 1 would be operational in the current Control Period. It may be noted by
the Authority that a significant number of personnel for Phase 1 of Terminal 2 would be
required much ahead of the scheduled commercial operations of Terminal viz. preparation
of terminal operations, etc.

Not providing the requisite manpower may lead to a significant impact on the day-to-day
operations and performance of thesairport including deterioration in the user experience.
Accordingly, BIAL requests the :-A-uthdﬁ'."_tj/:;_m coﬁgf_der the expenses based on the technical
justifications provided by BIAL -dn'd:'t}'qe;.u,o these expenses in the Third Control Period in the
event that BIAL’s actual expense'is IO.We.; f_l’}ﬁn:_-the estimates considered in the tariff order.
Provision of adequate compensatjon ft’:ﬁr‘i‘réfén’ffbn of skilled workforce

BIAL has estimated and proposed comﬂemsatfon growth in line with industry benchmarks
and further to prevent attritions(as the a'r"_rg;:iort industry is growing, there is huge demand for

skilled personnel). The Authority may note f_-th't;;the annual increments are considered at

10% with a nominal 2% markétf g@rrggmﬁ_-.cf;nce in every three years (in-line with industry
practice). Further, it is importang{q.nﬁ:te. that certain positions demand for unique skill sets,
manpower resource / avaffaf;f!}fy in the mar“i’;et is not in abundance and day by day
induction is becoming tougher, and hence the annual 10% increase and 2% market
corrections are justified. BIAL would also like to hfgh!.;'ght that the incentives and other costs
(staff welfare, recruitment, T&D, etc.) are very conservative ~ estimated at 14% and 10%
respectively — these are only marginally higher than the past actuals. |

BIAL submits to the Aufho‘rfty that it should c'dh‘s-r'dér?BIAI;.’S-.-eﬂ“fmates of projected salaries
towards the determination of final tariffs for the Second Cbntra? Period. In the event BIAL is
able to save costs and expense out an amount, which is below the estimates used in the
final tariff order, a true-up of these expenses based on actuals financial results can be
undertaken by the Authority while determining tariffs for the Third Control Period.

Finally, BIAL would like to submit that the personnel cost allocation of 95% Aero is backed
with Auditor certificate and workings and hence allocation should be considered at this
ratio.

BIAL’s Submission

BIAL requests the Authority to consider BIAL’s estimates on manpower requirement as well
as projects manpower costs towards the determination of final tariffs for the Second Control

Period. Further, the Authority may consider true-up of these expenses on actuals at the time

AERA’s Treatment

g
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As per the CP, the Authority has stated as below with respect to the projections of O&M
Expenses:

BIAL’s Response

Operating expenses at an airport are largely driven by the size / scale of infrastructure being
managed and the volume of traffic handled at the airport. An increase in operating
expenses is justified wherever infrastructure and passenger traffic increase. While the
Authority has acknowledged BIAL’s clarifications / justifications, it has unfortunately taken a
position merely based on the fact that iﬁ‘!ﬁﬂ'ﬁ has. estimated a material increase in O&M
expenses. |
BIAL would request the Authority to cons.‘der @&M expenses based on legitimate technical
justifications provided by BIAL thoh include aspects such as increased wear and tear of
airside and terminal assets and gfnc_regas&,d.._cg:l;nsumabies expenditure on account of higher
utilization of assets; use of techn@‘oéy.;such" -as ATRS, se!f-baggoge drop to meet traffic
services/experiences. The Authqr _:y may nﬂte t'hat number of aeronautical assels including
runway, taxiway, passenger termin a!,buﬂdmg are opera ting above capacity and hence wear
and tear is expected to be much higher. Tms would require more preventive and scheduled
maintenance of such assets and hence higher maintenance costs.

Increase in Minimum wages (~ 20%) and its impact on O&M costs

Also, it may be noted that costs towards AMCs have already increased significantly and
these are further expected to increase on account of higher labour / manpower costs
(maintenance requirements of airside"/ landside assets are labour intensive). During the
previous year -thg minimum -wqges have increased by.more than 20% thus increasing the
cost base, which would have a significant impact on maintenance expenses. Further,
additional expenses like license fee for ICT services payable to DoT (under discussion by
Ministry) have not bgen accounted currently and hence may have an impact on the
expenses. ' i i

Additionally, BIAL would like to highlight to the Authority that the mechanism of true-up
these expenses at the time of determining tariffs for the Third Control Period is available to
the Authority in the event that BIAL’s actual expense is lower than that estimates considered
in the tariff order. Not considering such expenses can have significant fmpﬁcdtfons on the
cash flows of BIAL. Accordingly, BIAL requests Authority consider the O&M costs proposed

for the Second Control Period.

BIAL’s Submission
BIAL requests the Authority to considgf BiAl s estaftesqf 08&M Expenses for the period FY
2017-18 to FY 2020-21 towards theCqfterrglisig N/ tariffs for the Second Control
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Period based on the size / scale of infrastructure being managed and the volume of traffic
expected to be handled at the airport and true-up these expenses on actuals at the time of
determining tariffs for the Third Control Period.

Approach towards projection of Power and Water charges

AERA’s Treatment

As per the CP, the Authority has stated as below with respect to the projections of Power
and Water charges:

BIAL’s Response Ay Py Er o ¥t

Power charges have increased at a:‘CAG‘R Qf‘?_%;gover the last three years, which is in line
with BIAL’s estimates of 7% for the Sei:o“n_'ﬁ'- Control Period. Further, the per unit power
charges increase annually. Ther%éfo*re,' BIALS estﬁmates for increase in power chargeé by 7%
is in line with the above, ! ]

Based on the historic trend, wqter'éhﬁrgési' have increased at a CAGR of 7.26% over the last
five years from FY 2011-12 to-#?_go;,&-iﬁz,_-whféb-!g_ in line with BIAL’s estimates of 7% for the
Second Control Period. Furthe'r;,';efije'-pek u,mt _:ﬁiq-_ter charges are increased once in a period of
two-three years. The last revisrfgﬁ .'.Whigﬁ'};gp:pqngd in FY 2015-16 resulted in these charges
to increase by ~20%. Thereforé‘,. B!AL’SZ és.ffr%‘hdtés for increase in water charges by 7% is in
line with the above.

In addition, as per contracts, various third-party concessionaires are obligated to pay BIAL
for the usage of infrastructure for utilities in addition to the cost of utility charges as levied
by various utility providers. We would like to highlight that the charges reduced from
operating expenses-by the.Authority. pertain to.the rharge-fof-,proﬁfsion of infrastructure
infrastructure and not on account of utilities usage. Further, as per para 4.24 of ICAO’s
Economic | Manual (Doc 8562), payments received for services such as heating, air
conditioning, lighting, water, among others: afe all- non-geronautical in nature (Refer to para
10.2.1 for a detailed explanation on treatment of utility recoveries from concessionaires).
Also, the Authority in its Consultation Paper for the Second Control Period of HIAL has
provided a one-time increase in water charges by 25% acknowledging the fact that water
charges do increase by such disproportionate amounts every two to three years. An extract
from the aforementioned Consultation Paper of HIAL is presented below:

“However, Authority proposes to allow for a one-time escalation in the unit rate by 25% in
FY 2018-19 (mid-year of the current Control Period) to compensate HIAL for increasing
water tariffs.”

BIAL’s Submission
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BIAL requests the Authority to reconsider its proposal to increase power and water charges
by 7%. Further, in case power & water charges do not increase in line with BIAL’s estimates,
the Authority may true-up the excess expenditure allowed to BIAL at the time of
determination of tariffs for the Third Control Period.

Approach towards projection of General Admin Expenses

AERA’s Treatment

As per the CP, the Authority has stated as below with respect to the projections of General
Admin charges: ~ia

“10.3.37 The Authority nolfeS_é‘#héf- _t?‘?e past frgnds on increase in General Admin and
Maintenance costs are f!ucéuqtfng_; TheAuthonty proposes to moderate the r‘ncreasé in
General & Administrative expehd.f‘wre ‘to 10% per annum and proposes to recalculate the
expenses accordingly.” A

BIAL’s Submissions

BIAL would like to highlight rhqrz g;ven. the increase in traffic at the airport, there are
growing business requ;rementfs To approprfgteﬁy ‘address these requirements, the estimates
for Consultancy for FY 2017-18 \is shgbtfy higher mainly towards various new digital
initiatives / other business reqwemenfs and Fhere after annual increase of 10% considered
for Consuitancy & Legal, Travel costs and Ofﬁce costs as per the past trend. The Authority
may note that office costs which are the largest contributor to General Admin Expenses, and
the key driver for the same is again manpower / labour cost. As highlighted earlier,
minimum wages have increased sfgnfﬁcanﬂ y (over 20% last year).

Approach towards allocation of Personnel Costs and General Admin Expenses

AERA’s Treatment ™ ,

As per the CP, the Authority has stated as below with respect to the allocation of personnel
costs and general admin expenses: “10.1.14 Recomputed Aeronautical Ratio of O&M

expenses is as given below:

BIAL’s Response

No basis for re-allocation of expenses by Authority _
The Authority has recomputed the allocation ratio of personnel cost of BIAL based on the
department-wise details of personnel cost submitted by BIAL. The Authority has taken its
position based on the allocation of commercial, operations, business development,
marketing & strategy and engineering & maintenance employees. The Authority has not

considered a specific allocation ratio for the support service costs, which is approximately a
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BIAL however, has submitted an auditor certfﬁcaté to the Authority, which takes into
account all the departments while allocating personnel costs between aeronautical and
non- aeronautical. The certificate infers that 95% of personnel costs should be treated as
aeronautical expenses. A similar department-wise allocation was done for the purpose of
general administration cost. The results of the allocation were that 99% of the general
administration expenses were found to be aeronautical.

Accordingly, the Authority must consider the allocation ratio keeping in account all the
departments of the airport for personnel.and general administration costs towards the tariff
determination. R

BIAL’s Submission

While we appreciate that the _A-ut'h,t_:_)ﬂfy / :ﬁﬁ?d-\_ﬁndertake a study to assess the allocation,

BIAL reserves the right to re vfeW'ﬁn‘dé’i’&ié‘éhd:f@ the study outcomes. In the meantime, BIAL
requests the Authority to consider BIAL’s submission on the allocation ratio (based on the
auditor certificate) for personnel and’ jgéneral administration costs towards the

determination of final tariffs fo; the Sécﬁhd é‘oﬁtrof Period and true-up these expenses on

actuals while determining tariffs far the T .-,gro* Cantrof Period.

Treatment of Corporate Social Respons:bmty ( "CSB ‘) Costs

AERA’s Treatment iy _

As per the CP, the Authority has stated as below with respect to the CSR Costs:

BIAL’s Response

BIAL wishes to submit that the requirement to spend CSR amount is as per the Companies
Act 2013. The Ministry of Corporate Affairs-while :ssumg clarifications to the Companies Act
2013, has through FAQ held that CSR is to be calculated by taking Profit before tax. The
same is reproduced for reference:

Based on the above, gs the requirement to spenﬁ‘ CSR amount is before tax and is a
mandated as per Companies Act, we request Authority to consider CSR for similar treatment
to tax. Further if the Authority believes that it has to be spent out of return on equity
allowed then the return on equity is to be grossed up to include the amount of CSR as it is
not an appropriation of profits and spending is to be made before tax. Thus, it is clear that
spending for CSR is not an appropriation of profits but it is an item wﬁ:’ch is in same line of
tax, therefore we request Authority to kindly consider this for grossing up of equity return as

it is not an appropriation of profits.

nses as not related to Airport activities is

@ ffy,

wal ST ies of the Airport operator is to make
wledged by the ICAO Doc 9968 —

The Authority approach of considering

not in line with ICAO principles. On @@’r :
o

good the impaft on the environ
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Report on Environment Management System (EMS) Practices in the Aviation Sector —
following points can be noted from the Doc 9968:

There is pressure on the aviation industry to balance increasing global demands in air travel
with environmental protection is at an all-time high.

Local air quality, ambient noisé levels, water quality, energy use, etc., are some of the most
prominent impacts of concern. '

On average, the majority of respondents communicated environmental performance
through a corporate social responsibility (CSR) report or through their organization’s
website. _ SAGLATe ’

44% use CSR Reports as a orf'}e‘ afm‘éthods for communicating environmental performance
by Airports. %) _‘

Based on the above para, CSR .'fﬁc!ude&?mahy dttfvitr‘es and one of the important activities
being the environment impact:’-:a.:*;iﬂ% 'i.!dg,cg; area development, and BIAL is also under
obligation to comply with ICAQ.po'fféfé§ (gsper the CA. Therefore, it is an. ancillary activity,
which BIAL has to carry on aiqny_wifh' A-_mpm activities.

BIAL’s Submission : N bYs
BIAL requests the Authority to Ilr':on_sf'g;\'”'}? CSRcostsm the nature of statutory costs to be
incurred by the airport operat:bf*'“and fénS‘r‘def the same while determining final tariffs for
the Second Control Period. _

On truing up the operating expenditure for the current control period, at the time of
determination of tariff for the next control period

BIAL’s Submission

BIAL submits. that.the Qperating Expenditure for.the current.control period may differ from
the projections considered:for the determination of tariffs on account of factors such as
changes in passenger traffic, capital expenditure, scale of bfrport Operbtions etc.
Accordingly, BIAL is in agreement with the Authority’s proposal to true up the Operating
Expenditure for the current control period, at the time of determination of tariff for the next
control period.

On carrying out a study for allocation of expenses between aeronautical and non-
aeronautical and consider the results of the study, at the time of truing up.

BIAL’s Submission

BIAL has noted the Authority’s proposal to carry out a study for allocation of expenses
between Aeronautical and Non-Aeronautical and consider the results of the study, at the

time of truing up. At this stage, since we are not aware of the terms and scope of such
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12.7 Authority’s examination of Stakeholders’ comments on Operating Expenditure

12.7.1 The Authority has carefully reviewed comments from Stakeholders and BIAL on elements of
Operating Expenditure.

12.7.2 The Authority notes comments from BIAL and certain stakeholders that CSR expenditure
should be allowed as a mandatory cost of the Operator and since return at determined rate
is to be provided to the Operator on RAB, these costs should be allowed as é part of
Operating Expenditure. The Authority notes that the Authority reviews and evaluates costs
relating to Aeronautical Operations of the Airport Operator and considers them
appropriately in computation of Aj%{'B;le'*rej-'ﬁqthg}%iw would not be in a position to consider
costs that are mandated which are outside ::‘__the;':fjurview of the Aeronautical Operations
carried out by the Airport Operator. Also, these expenditures may not be considered as part
of Business Expenditure in the computptibnrfdf'fsusiness Income for the purpose of Income
Tax. J \

12.7.3 The Authority has reviewed subm15310ns ma'd'e by BIAL to consider the cost estimates
relating to Personnel, Operatid_h;_j& M%mfg_n_-ah_cé etc. as proposed by it. The AUthority notes
that it has considered reasona,blli'e'::_f:"q'si increasas in estimating the Projections and detailed
the same in fhe Consultation Pa\mejr._ TTIEAuthmr}ty notes that these would be reviewed and
trued up based on actuals, considering evaluation of the reasonableness of the costs
incurred.

12.7.4 On allocation of expenses between Aeronautical and Non-Aeronautical, the Authority has
considered the allocation percentage based on its estimated computations and noted that a
study will be conducted to-evaluate the same which will be consmlered for the purpose of
true up of the'costs consmiered g |

12.7.5 The Authority had noted BIAL'S submissmn of Utility récovery accounted as part of Non-
Aeronautical Revenues and that these are part of recovery towards Infrastructure facilities
provided. Similar to consjdering ‘lease rentals from Aeronautical Concessionaires as
Aeronautical Revenues, the Authority has considered Infrastructure recovery for utilities
from Aeronautical service providers as Aeronautical and has considered this as deduction
from Utility costs. '

12.7.6 Based on the above analysis, revised operating expenditure is calculated by the Authority as

under:

Table 49: Recomputed Operating Expenditure decided to be considered by the Authority for computation of ARR
for the second control period (Rs. Crore)

2020 | 2021

Personnel Expenses 164.60 193.92
Operations & Maintenance 95.14 109.41 | 125.82 144.69
Lease Rent 13.42 13.83 14.24 14.67
Utilities 42.77 48.88 51.40 60.32
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(isuranee = 354 | 45 481 | 6.08 8.86

Rates & Taxes (other than IT) 8.72 : 8.87 8.96 9.40
Marketing and Advertising 7.58 3 9.83 11.12 12.58
CSR

General Administration Costs 19.66 10.56 23.79 26.17 28.78
Total Operating Expenses - Aero 283.67 | 312.64 366.11 | 408.38 | 473.23
Less: Disallowance - Interest/ Hotel cost etc. -0.20 -0.28

Concession fee 39.89 44.89 29.48 35.20 42,03
TOTAL OPERATING EXPENDITURE - AERO 323.36 357.26 395.60 | 443.58 515.26

Decision No. 9. Regarding Operating Expenditure

9.a.Based on the material bef(-_n:fe_,_:_'_'i_t'.and ftsanBIVSIS, the Authority decides:
i. To consider Operaﬁﬁgj;tﬁﬁ;éﬁ&itgre under Hybrid Till as detailed in Table 49
Para 12.7.6 above for deter}hfnaq:lon of tariff for the second control period.
ii. To true up the Qi‘._ié.i’.afin'g- Eg_ﬁ.éﬁ'a_iﬁgre for the current control period, at the

time of determirifgﬁbﬂ of tatiff for the next control period.

iii. To carry out a study for allocation of expenses between Aeronautical and
Non-Aeronautical services and: consider the results of the study, at the time

of truing up.
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13 Non Aeronautical Revenues

13.1 BIAL’s submissions on Non-Aeronautical revenues

13.1.1 BIAL had submitted details of Non-Aeronautical Revenues in its MYTP submission as follows:

”..4.9 Non-Aeronautical Revenues

BIAL has entered into Service Provider Right Holder Agreement (SPRH) with service providers
wherein BIAL is entitled for agreed percentage of revenue share on gross turnover or
Minimum Annual Guarantee {MAG}, Whtchever is-higher.

4.9.2 Treatment of Non-aeronautical Revenue fNAR)

As per Article 10 of the Concession A'g_ﬁeeh?é_nt (CA) read with Schedule-6, Regulated
Charges i.e., Landing, Parking, Housing, PSF and UDF are only to be regulated. Further, as
per Article 10.3 of the CA, BIAL is freg w:éhour any restriction to determine the charges to be
imposed in respect of the facilities and se-lrw‘ees-prowded at the Airport or on the site, other
than the facilities and services Ef;r-»ﬁemeg‘t_ Qf‘@ﬁf{;ﬁ ‘Regulated Charges are levied.

As per Order No. 8/2014-15 ofAERA, ffh&ﬁufﬁoﬁty had also considered the Cargo, Ground
Handling & Fuel (CGF) throu_thut Revenues, ICT Revenues and Common Infrastructure
Charges (CIC) as Aeronautical Serwces However as detailed in Section 3, BIAL has contested
this Order No. 8/2014-15 with the Hon’ble Appellate Tribunal. As a result, for the purpose of

this submission, BIAL has considered CGF as Non-Aeronautical Revenues.

There are basically two? potent:a! revenye streams to BIAL from the concessionaires, i.e. {a)
fixed percentage revenue share, and (b) Minimum Annual Guarantee (MAG). BIAL realizes
whichever of these revenue streams is higher. As per previous experience, projections for
most components have begn made on fixed percentage revenue share.

As in the previous submission, the projections are majorly based on the business plan
projections submitted Ib’y the concessionaire as per the agreement entered into with BIAL for
a tenure ranging between 1 to 15 years.

The profile of the consumers plays a vital role in terms of actual realization of the non-
aeronautical revenue. The trend of the last couple of years shows that the major traffic
increase is in the domestic traffic, while International traffic growth is as per estimates.
Furthermore, the major growth of the passenger traffic (within domestic traffic growth) was
observed from the increased share of LCC passenger as against FSC passengers.

Traditionally, LCC passengers have a lower ap etfte for spending on non-aeronautical

revenues such as retail and F&B. This, | :{‘HBQ@ onsrdered while arriving at the

projections for Control Period 2 for NAY.

Order No: 18/2018-19 Page 165 of 264



Order No: 18/2018-19

Non Aeronautical Revenues

‘Terminal 1 was planned for a capacity of 20 mppa. However, BIAL is currently handling a
traffic of 23 million, which is further expected to increase to over 32 million before Terminal
2 is commissioned. In order to accommodate this traffic, BIAL has introduced a host of
temporary measures to sweat out the current Terminal. This has been done to increase the
passenger area. movement, check-in counters and security counters. Consequently, there
has been a reduction in the space for retail and F&B outlets. On the other hand, while
number of passengers is increasing, the capacity of existing NAR services will remain the
same.

Considering all these factors BIAL ?has aéisumed a growth rate of NAR correspondmg to CPI

growth rate,

The below mentioned are the _Q‘dﬁdus-..cémp.gﬁ?ents of NAR along with their respective

drivers.

. Landsrde Traff‘c

1

2 Retail/ Duty Free

3 Food & Beverages

4 Advertisement & Promg;jgi')}__.; b Revenue share
5 Rent & Land leases | ERERNIE Space

6 Utility charges Consumption
7 Flight Catering MAG

8 CGF Revenue Revenue Share
9 Others (Lounge Revenue, Terminal Entry) CPI

The major line items of (evenue streams, wh:ch constitute NAR and its percentage share to

the total, NARJs ﬁetan‘ed‘ below: ‘ : P | BN

] Control Period

: Landside traffic - i - 350.0

" Retail ' AW BN 582.0
P00 8 Baverdes & — — . .\ o ; 176.2
Advertising and Promotions | i . 373.5
Rents and Land leases 140.4
Cargo 237.7
Fuel Farm 456.3
Ground handling 249
ICT (including CIC) 285.7
Other Revenues ) 223.6
Total 2850.3
Others includes Lounge Revenue, Terpa nd Utility charges

4.10 Other income

Page 166 of 264



Non Aeronautical Revenues

Apart from the NAR discussed above, BIAL would also earn income from two other sources —

Interest income on Cash balances and on DSRA balances as shown below....”

13.1.2 BIAL had submitted that under Shared Till, 30% of Non-Aeronautical revenues were

considered for adjusting against ARR to determine the tariff. BIAL had submitted details of

the above revenue earned for Control period 1 and projected revenue for Control period 2

in their submission. A summary of Non-Aero revenue for first control period and revenue

projections for Control period 2 is detg._i_:{ed.

Table 50: Summary of Non-Aerona&ﬁ_’ébi -_Re?éﬁﬁ:és: fo

" Landside Traffic

below:

13

29.27

73092 |

)’ﬁs’ge(,‘dp}roi period as submitted by BIAL (Rs. Crores)

37.66 |

Terminal Entry/Miscellaneous Incétﬁe{i r.;. ) Q’f?ﬁ 0.25 0.24 0.23 0.23
Retal IRV EE 3392 | 4162 | 6142| 8860
Food & Beverage 1343 13.96 15.35 19.01 25.18
Advertising & Promations 3&@‘" 36.95 37.64 46.69 53.32
' Rents and Land Leases 9.94 20.47 21.25 2268 | 26.05
| Lounge Revenues - ‘597 6.40 4.88 12.02 14.72
Utility Charges Hed o 31588 5.29 5.37 5.52 6.01
Flight Catering 5.22 5.65 6.11 6.61 8.26
Non-Aviation Revenues - Others 93.91 92.55 98.77 120.60 155.20
Total Non-Aero Revenues 229.03 244,72 262.15 332.43 422.03

Table 51: Summary of Non-Aeronautical Revenues for Second control period projected by BIAL (Rs. Crores)

“Landside Traffic” | 63.34 1 69.83 73.33 | 77.00 |
Terminal ‘Entry/Miscellaneous alt B

Income 0.18 0.18 0.18 0.18 0.18
Retail 1710532 |, 110.59 116.12 121.93 128.02
Food & Beverage k! 1 3188 133,48 35.15 36.91 38.75
Advertising & Promotions 7177 | 70.00 73.50 77.18 81.03
Rents and Land Leases 25.42 26.82 28.02 29.29 30.89
Lounge Revenues 19.76 20.75 21.79 22.88 24.02
Utility Charges 5.55 5.55 5.55 5.56 11.08
Flight Catering 845 9.25 10.10 11.01 11.94
Non-Aviation Revenues - Others 179.14 190.84 202.73 218.21 243.17
Total Non-Aero Revenues 510.82 533.96 562.97 596.46 646.09

13.1.3 BIAL had considered Cargo, Ground handli
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“..BIAL has conducted studies through International Property Consultants to understand the
possible land uses for commercial exploitation, given the conditions provided in the
concession agreement. The studies indicate that there will be a sustained demand over a
phased period for different asset classes such as commercial office spaces, hospitality —
hotels and service apartments, MICE combonents — exhibition and convention centers,
shopping malls, food and beverage, education institutions and hospitals among others.

Furthermore, BIAL has identified 462 acres of land from the total land pbrcef of 4,009 acres
for commercial real-estate deve!ogmeﬁt; The land has been leased to the airport and
therefore any further transfg{.ﬁf}b}jﬁif@f.qliéygi‘fq}jm_ent can be on a sub-lease basis only. The
land allocated for the commé’kdf;tz:g_}‘_ deve!@pmentf.?prcscn tly not serviced. A large investment

— upwards of INR 500 crores rsneea'ed to- alge- the land serviceable by provision of roads,

power, water, IT etc. BIAL is curren ﬂji éé}s'frﬂfhed to allocate resources for the development
of airside infrastructure given the rapfd fiaté é)f increase in passenger and cargo traffic. Real
estate development will havﬂ to wa;r for .resource allocation for any meaningful

development to happen. In dfdér No _8" 'j4‘~15, AERA proposes to consider income from

leased land utilized for non- a;‘rpm‘,t;. ptMﬂ‘E___“ Q!“”the purpose of tariff determination, on the
basis of recommendations fro,gf_:;_ ﬁpﬁ .n-&{A-,L_fbag;-_?ppea!ed to the Hon’ble Appellate Tribunal
and the matter is pending for further hearing. BIAL has not considered any real estate

development activities during Control Period 2 for the purpose of MYTP submission...”

13.2  Authority’s analysis on Non-Aeronautical revenues detailed in Consultation Paper

13.2.1 The Authority had carefully evaluated the submissions made by BIAL relating to Non-
Aeronautical Revenue Autharity s analysis.of mdiwdual heads was as gwen below.
13.2.2 Authority noted the trend of revenue grbwcth in key heads of Nan Aeronautucal revenue as

follows:

Table 52: Revenue per passenger analysis by Authority: for key Non-Aero Revenue heads

Reven.fe Hed(Rs. Core) -

Landside Traffic 22.63 29.27 30.92 37.66 44.47 63.34
Retail 28.73 33.92 41.62 61.42 88.60 | 108.32
Food & Beverage 13.43 13.96 15.35 19.01 25.18 31.88
Flight Catering’ 5.22 5.65 6.11 6.61 8.26 8.45
Lounge Revenues 5.97 6.40 4.88 12.02 14.72 19.76

Growth Rates (Value terms)
Landside Traffic
Retail

5.65% | 21.77% | 18.10% | 42.43%
22.71% | 47.59% | 44.24% | 22.27%
9.94% | 23.84% | 32.44% | 26.63%
8.19% 8.16% | 25.03% 2.26%

Food & Beverage

Flight Catering
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"Partléu[ars A I e Fgveithr R £ 2016 ¢
Lounge Revenues 7.32% | -23.78% | 146. 31% 22 39% 34 31%
Average Revenue per passenger )

Total Passengers (Mn.) 12.71 11.99 12.87 | . 15.40 18.97 22.88
Revenue per passenger (Rs.) '

Landside Traffic 17.80 24.40 24,03 24.45 23.44 27.68
Retail 22.60 28.28 32.34 39.88 46.70 47.34
Food & Beverage 10.57 11.64 11.93 12.34 13.27 13.93
Flight Catering 4.71 475 | . 4.29 435 |  3.69
Lounge Revenues 4 _ 5 34 3.79 7.81 7.76 8.64

A

13.2.3 Landside Traffic: - Landslide Trach CDI‘LS[Stﬁ-‘O,f re\rEhue from parking, taxi & limousine. The
Authority observed that BIAL had pro;ectesl* revenues from each of the service with

downward trend in revenue per ﬂgss_quen: Sqm'mary of the revenue per PAX and % change

U Yl

was as listed below. I}

Table 53: Landside traffic trend gna,'y%fs% Rev ’

Revenue Shar

Parking Services S R 234 d20.35 19.57 18.85 18.26
% Change in revenue projections -13% -4% -4% -4% -3%
Taxi Services 29.12 27.92 26.84 25.86 25.05
% Change in revenue projections 41% -4% -4% ~-4% -3%
Limousine 4.89 4.69 4,51 4,34 4.21
% Change in revenue projections -12% -4% -4% -4% -3%

13.2.4 Authority sought ;_;Ila;:ifica.ﬁ_f_b_n:éhd basis for consid-eriﬁ@-ﬁaIlni_n—_r_ggvgﬂue per passenger through
the Control period 2. " .

13.2.5 BIALs response was as given below:

“..Parking - The growth opportunities in parking:is constrained on account of landside
expansion works - MLCP,.roadways, others." 5 :

Taxi - The Airport taxi operators’ business has fe"duced because of competition from App
based taxis. The parking space is constrained and not able to accommodate complete
requirements of App based taxi.

Limousine - This business is in MAG and may opt out of the Airport. Hence, annual increase
in revenue estimated at 5%.

The passenger has option to take private vehicle, bus or other modes for transport. The

entire passenger increase will not result in higher parking/taxi/ limousine revenue for BIAL.

"
.
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13.2.6 The Authority noted BIAL submissions above on Non-Aeronautical Revenues, the constraints
faced in the Terminal Building and the change in profile of passengers. While it may not be
possible to project a higher growth at revenue per passenger level, the Authority proposed
to consider an increase in revenue by 12.5% per annum from FY 2018 onwards, broadly in
line with the increase in volume of passengers and proposed to recalculate the revenues
accordingly.

' 13.2.7 Retail: - Retail business of BIAL includes domestic, international, Forex & Others. The

Authority noted that BIAL had project_ggu,gwer revenue growth on a year on year basis per

passenger. Summary of the revgn_{j;e--:,ang_-e%'](;:fﬁ;:;lgé&jﬁg was as tabulated below:

Table 54: Retail revenue trend analysis = Revenue per passeriger (Rs.)

Revenues Summary = Retall Bt
Total Revenues - Retail-Domestic ) 1835 | 17.59 16.91 16.29 15.78
% Change in revenue projections h -4% -4% -3%
Total Revenues - Retail-Int'l. ' 380.00 366.05 354.24
% change in revenue projections 1 | % -4% -4% -3%
Total Revenues - Retail-Others - = 147 1.41 1.36 1.32
% Change in revenue projections «- | ©14% | | -4% -4% 4% | -3%
Total Revenues - Retail-Forex 31.90 30.51 29.34 28.26 27.35
% Change in revenue projections 14% -4% -4% -4% -3%

13.2.8 Authority sought clarification and basis for considering fall in revenue per passenger through
the Control period 2.
13.2.9 BIAL response was as below::._

“..While there is. growth in 'ﬁ&ssengers; the Retail space is not increasing. The Terminal is
congested and passenger is constrained for space and time. Heﬁ'ée, we are not expecting

more revenues and thus an annual increase of 5% has been assumed...”

13.2.10 The Authority noted BIAL sﬁ'b'missit;‘n-s..abdve ‘on No r)-fsﬂ;eronautical Revenues, the constraints
faced in the Terminal Building and the change in profile of passengers. While it may not be
possible to project a higher growth at revenue per passenger level, the Authority proposed
to consider an increése in revenue by 12.5% per annum from FY 2018 onwards, broadly in
line with the increase in volume of passengers and proposed to recalculate the revenues
accordingly. _

13.2.11 Food & Beverage: - F&B business of BIAL is classified under 3 categories. i.e. domestic,

International & Others. The Authority noted that BIAL had projected lower revenue per PAX

-

for all the 3 categories of service for ém;% . Summary of the revenue and %
3
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Table 55: F&B Revenues - Trend of revenue per passenger (Rs.)

RevenuesSummary F&B

Total Revenues - F&B -Domestic 15.20 14.57 14.01 13.50 13.08 |
% Change in revenue projections 9% -4% -4% -4% -3%

| Total Revenues - F&B - Int'l. ©20.18 19.35 18.60 17.92 17.34

% Change in revenue projections 0% -4% -4% -4% -3%

Total Revenues - F&B -Others 11.82 11.33 10.90 1050 | 10.17

% Change in revenue projections f e, -4% -4% -4% -3%

; Ihg fall in revenue per passenger through

the Control period 2.

per pax cannot increase contlﬁu' ?rent constraints like competmon pricing,

s I

,ff[ae revenues from Kerbside outlets will get
; R
we are not expecting more revenues and thus an

etc... Also, due to various exbﬁns
impacted in the next 3 years. Hen

annual increase of 5% has been“é&sdmbé

13.2.14 The Authority noted BIAL submissions above on Non-Aeronautical Revenues, the constraints

faced in the Terminal Building and the change in profile of passengers. While it may not be
possible to project a higher growth at revenue pér passenger level, the Authority proposed
to consider an mcrease in_revenue by 12.5% perannum from FY 2018 onwards, broadly in

i N
line with the incr&ase in’ ’volume of passéﬁgers al‘i_ jpropdﬁeﬁi’ to recalculate the revenues

accordingly.

13.2.15 Advertising and Promotions: - BIAL had entered |nto contract with Advertlsement Company

with minimum Guarante_g,q revenue plus % of revenue share. BIAL had projected fall in
revenue for 2018 by 25%fr0m the previous year and nominal growth thereon at the rate of
5% while the historica’l'*-:trend-'sﬁowéd" vé%'iar on year growth of 13.52%. Summary of the

revenue with % Increase / decrease was as tabulated below:

Table 56: Trends in Advertising and Promotions (Rs. Crores)

RevenuesfromAdvtig& Promotions 33.6 : ; _. i . 53.28

% of Increase /Decrease in revenue 38% 10% 2% 24% 14%
Revenues from Advertising & Promotio - 70.00 73.50 77.18 81.03
% of Increase /Decrease in revenue -2% 5% 5% 5%
/s : |
/& 3
Y ]
{5
e £ |
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13.2.16 Authority sought clarification on negative projections for 2018 and reasons for considering
growth of 5% for 2019 to 2021.
13.2.17 BIAL had responded as below:

“..Based on higher actual turnover of concessionaire for FY 2016-17, BIAL has considered
35% hike for FY 2016-17. This is not a regular phenomena and we .don't envisage such
higher turnover for subsequent periods. Also, the landside expansion (wr'dening of roads -
Main access road, approach roads, forecourts and taxi holding areas) projects will have
huge impact on outdoor adve(tiseméh?tﬁéiﬁenues. Hence, the revenue estimate for FY 2017-
18 is revenue share to BIAL based 6n broje[cté@_myenue as per agreement and thereafter
growth of 5%...”

13.2.18 The Authority understood that dutﬂddr ajd'\';_'Erfis.ément revenues for BIAL could be impacted
considering landside expansion. Nence, t_l:ne'Authority proposed to consider the revenues
estimated. by BIAL and true up ,.tﬁe'itg&enh'e_gs .ib.ased on actuals at the end of the current
control period. by 69 '

13.2.19 Rent and Land Leases: - Rent and Lease ' "'d..éonmst of rental revenues from Airside /

Landside, PTB — Office, PTB - Storage 7GSE 'Cargo Warehouse / Offlces Land Lease & AAIl.

BIAL had projected expected rentals with the area available and occupancy.

13.2.20 Authority had reviewed the computations and sought clarification from BIAL to explain the
reason for significant fall in price for FY-2015 on Airside/Landside, PTB - Storage / GSE, &
Cargo Warehouse / Offices. Also, the Authority noted that BIAL had considered conservative
increase of 5% on year on year basis. '

13.2.21 Authority also\._.nm_:ed that.rentals were received fﬁdrﬁ various.service prbviders who provided
Aeronautical services. Authority pr—-op‘o_‘séd. to consider revenue from Aeronautical service
providers as Aeronautical Revenues. o |

13.2.22 Lounge Revenues: - Lounge revenue consists of rentals derived from domestic, international
& day hotels. Authority observed that BIAL had projected revenues per passenger in
decreasing trend on a.year on.year b.a.sisl;Surh.maw of the revenue and with % Increase /

decrease was as tabulated below:

Table 57: Lounge Revenue - Trend analysis of revenue per passenger (Rs.)

e e o s | 20
Revenues Summarv - Lou nge

Revenues

Domestic Rental per PAX 8.31 797 7.66 7.38 7.15
% Decrease in revenue projectiow 27% -4% -4% -4% -3%
International Rental Per PAX,#xa M0 | 5969 |  57.40 55.29 53.51
% Decrease in revenue prﬂg@t/s g -4% -4% -4% -3%
Day Hotel Rentals per P% [ @ 0.50 0.48 0.46 0.45
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% Decrease in revenue projections -20% -4% -4% -4% -3%

13.2.23 Authority sought clarification and basis for considering fall in revenue per passenger through
the Control period 2.
13.2.24 BIAL had submitted as follows:

“..There is a constraint in seating capdcity for lounges during peak period and this impacts
revenue. Also, the lounge caters to niche travellers and does not increase proportionately
with traffic. Thus, an increase in annual growth of 5% revenue is estimated for CP 2.

The day hotel is in MAG with, a. 5%'year on year increase as per Agreement. The higher
passenger growth has resuétéd"‘tn a dec ;::.? in -_gr depax revenue. Hence, it is estimated
'.%&,‘Qr;ow at5%...”

that annual increase in revemres will caﬂr_ At

13.2.25 The Authority noted BIAL submlsﬁlans abgve orb:Non—Aeronautlcal Revenues, the constraints
faced in the Terminal Building andj the ¢hange) in profile of passengers. While it may not be
possible to project a higher growih tareve,thqe per passenger level, the Authority proposed

*ngr annum from FY 2018 onwards and

to consider an increase in r&vgnun "y_
proposed to recalculate the rexfe '

13.2.26 Utility Charges: - BIAL had consudered revenue coliected from concessionaries on electricity,

potable water and waste managementi sém‘cés as part of utility revenue under Non-
Aeronautical Revenue. The Authority had carefully examined the same and proposed to
consider these recoveries as a reduction to utility cost (Operating Expenditure) and
therefore consider the net costs relating to Utilities as Aeronautical after set off.

13.2.27 Flight Catering: - BIAL had forecasted revenue considering higher of following

(i) Estimated E&Xexpectad to. use serw.éias &.expected revenue per passenger
and . | &
(ii) Minimum Annual Guarantee.

Authority observed that B___lA,L had considered lower utilization of services of flight catering
considering its double-digit 'gﬂp_owﬁh-in- past; analysis was as tabulated below:

Table 58: Projected PAX expected to utilize services of flight catering (Rs.)

No. of ssengers expected to avail C
service 2.42 2.55 2.99 3.64 4,57
% Increase /(Decrease) in Revenue 33% 5% 17% 22% 25%

fl
No. of passengers expected to avail FC
6.03 6.58 7.17 7.78
10% 9% 9% 8%

service

% Increase /{Decrease) in Revenue
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13.2.28 Authority sought clarification and basis for considering lower passenger base while the past
trend revealed continuous increasing trend in volumes.

13.2.29 BIAL had submitted as follows:

“..The flight catering revenue until FY 2014-15 was in MAG, hence the past trend shows
higher revenue per passenger growth. There on they are on revenue share for FY 2015-16
and we don't anticipate higher growth on account of passenger growth as we observe there
is higher increase in LCC model as against FSC model. Hence, the same revenue per

passenger of FY 2015-16 is considered for:entire CP 2...”

13.2.30 As detailed above, while it m_ay=nof*5é, péé-s_ibié""fp_ project a higher growth at revenue per
passenger level, the Authority proposed to consider an increase in revenue by 12.5% per
annum from FY 2018 onwards, broadly in iin.e with the increase in volume of passengers and
proposed to recalculate the revenUes accordlngly

13.2.31 Non-Aviation Revenues — Others; - 'RevenuES from non-aviation includes revenues from

'-'ﬁtCT .CIC charges, Reception desk, Qil Spillage,

Cargo services, Ground handling; Fuel f_a_r Y
infra services etc. : |
13.2.32 Authority noted that revenue fr&rﬁ:.-(:ér;go-i Ground Handling, Fuel Farm, ICT and CIC charges
were considered as Aeronautiiia]\'#e\#ejn-ijes'ilbv-\;élAL. This was analyzed in detail by the
Authority in MYTO-CP1 and Authority had elaborated its reasoning and analysis for

considering these revenues as Aeronautical Revenues, as detailed below:

“...Decision No. 16 Treatment of Revenue from Ground Handling, Fuel throughput and
Cargo Services

The Authority.decides: . = -

To note that the Fuel Farm Facrhty is operpted by: !OSL and the assets of this facility are on
the balance sheet of IOSL. To further note that IOSL is paying Airport Operator Fee
(commonly understood as Fuel Throughput charge) of Rs. 1067 per KL to BIAL. Accordingly,
to consider the Throughput Fee revenue from fuel. f‘alfm service concessioned out by BIAL to
I0SL as Aeronautical Révenue in the-hands of BIAL,

To consider the revenue from Cargo Facility, Ground Handling and Into Plane services
(provided by third party concessionaires) accruing to BIAL as Aeronautical revenue for

determination of tariffs of aeronautical services for the current control period....”

13.2.33 Accordingly, the Authority considered these revenues as Aeronautical Revenues.

13.2.34 The Authority was aware that in certain cases, the Non-Aeronautical activities were

out certain business ventures (ei i Sa cﬁmpany or through a controlled

subsidiary), which are not allied
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results of the operations would reflect in the financials of the Operator/ controlled
~ subsidiary entity.

. 13.2.35 The Authority noted that BIAL has a subsidiary BAHL, which runs the hotel at the Airport.
Revenues earned from the Hotel operations were reflected in the income statement of
BAHL. The Authority understood that BIAL does not earn any revenues out of leasing out
space to the Hotel.

13.2.36 The Authority had detailed its policy on consideration of Non-Aeronautical Revenues and
decision to treat revenues ansmg out of monetlsatlon of land development activities by
considering 30% of the revenues as subsgdtsatlon towards Aeronautical charges.

13.2.37 The Authority had sought for detalls of the Ineome statement of the subsidiary, which had

been submitted by BIAL. Summary mformatl" i presented below:

Table 59: BAHL Financials and pro;ecnons‘supmftrled by BIAL (Rs. Crore)

Revenue from Hotel -6'1'5':"'_ 70.17 80.61 88.59
Room Income 16 319 36.69 40.00 4293 |
F&B Income 9f49( - 27.52 33.60 37.84
F&B - Others “Dpgl Vv iMs 1.32 1.60 1.85 |
Other Income 0.52 4.12 4.65 5.41 5.98 |
Total Revenue 27.84 61.10 70.17 80.61 88.59
Personnel 6.35 13.14 14.19 15.32 16.55
Raw Materials 2.91 5.92 6.81 8.32 9.37
Utilities 3.60 7.52. . 7.41 7.31 123
Rates & Taxes ¢, o 024 {026 0.27-|. 0.29 0.30
Management Fée 0:37 239 2.94 | 3.55 4.01
Consultancy & Legal 0.44 0.49 0.54 | - 0.59 0.65
Others 6.94 14.22 15.35 16.58 17.41
Net Operating Expenses 20.85 43,94 47.52 51.96 55.51
" EBITDA 6.99 17.16 22.66 28.65 33.08
EBITDA % on revenue 25% 28% 32% 36% 37%
Financing Costs 18.28 35.80 34.20 31.67 29.02
Earnings before depreciation (11.29) (18.64) (11.54) (3.02) 4.06
Depreciation 15.08 31.00 31.12 31.21 31.31
PBT (26.37) (49.64) (42.67) (34.23) (27.25)
Taxes - - - -
Profit/(Loss) after tax (26.37) (49.64) (42.67) (34.23) (27.25)
PAT % on revenue -95% -81% -61% -42% -31%

13.2.38 The Authority noted that the actual and projected results of the Hotel Operations incurred a

loss. The Authority also noted that t w&@dﬁnﬁf_ome accruing to BIAL, even on the land
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area given on lease to the Hotel Operator, for the purpose of this control period, considering
the losses in the Hotel. This would be reviewed again based on the changes in scenarios.

13.2.39 The Authority noted that BIAL had not carried out any other land development activities.

13.2.40 The Authority had also obtained the details of Security deposits raised by BIAL. The
Authority understood that BIAL had obtained Security Deposits from Parties, which could
also be used to fund the project expenses or reduce Non-Aeronautical Revenue. An amount
of Rs. 148.34 crores as of 31st March 2012 and Rs. 208.08 crores as of 31st March 2016 was
appearing as Security Deposit. _

13.2.41 These Security Deposits could -r'n.eg_rﬁ;a--re'dqqt.ip_ln_*i'r,_in,the rentals/ charges collected from the
respective users. The Authorit\,? accérdinig’_ly?pr’:qp'dééd to consider notional revenue on the
Security Deposits collected from Non-Aertina_u{_ical service providers.

13.2.42 The Authority was also cognizant of 't'hjé large-scale Infrastructure development activities,
which necessitated changes/ alternaﬁo.ﬁs‘tf&:-itl?'né space utilisation with fhe Terminal Building
and possible change in landséapé t’o.:the_'.?ff_ifré{;burts and the access roads, which could all
impact the Non-Aeronautical eafnmg’s efthE,,Air‘qort Operator. Hence, while certain drivers
or growth rates had been chaﬁlé‘;b@ﬁ=!.f-f§"r':-i";1.’-:ﬁ$.jp;r_dtéss of estimation, the actual results might
vary from the estimates consid\e_rgd-w tj-grein,; Hehge, the Authority proposed to review and
true up the Non-Aeronautical Re.vén-ue. Eased onl actuals at the end of the current control
period while determining tariff for the next control period.

13.2.43 Recomputed Non-Aeronautical Revenues as computed by the Authority was as follows:

Table 60: Recomputed Non-Aeronautical Revenues detailed in Consultation Paper 05/ 2018-19 (Rs. Crore)

Landside Traffic . . 6384 | 71.26 | 80.16 | 90.19 | 101.46
Terminal Entry/Miscellaneous Incotte | 018 |~ 018 | ~018| 018 018
Retail 108.32 121.86 137.10 | 154.23 | 173.51 |
Food & Beverage _ - 31.88 35.87 40.35 45.39 51.07
Advertising & Promotions ~ | 7277 | 7000 | 7350 | 77.18 | 81.03
Rents and Land Leases ) . o, 292 W 4.32 5.52 6.79 8.39
Lounge Revenues 19.76 22.23 25.01 |, 28.14 31.66
Utility Charges 0.00 0.00 0.00 0.00 0.00
Flight Catering 8.45 9.50 10.69 12.03 13.53
Non-Aviation Revenues - Others : 0.00 0.00 0.00 0.00 0.00
Total Non-Aero Revenues 306.62 | 335.22 | 372,51 | 414.12 | 460.82
Add: Revenue considered for'Land Lease - Hotel Q.26 9.26 9.26 9.26 9.26
Add: Revenue considered for Security Deposits 3.70 3.70 3.70 3.70 3.70
Total Non-Aero Revenues T o=219.58 | 348.18 | 385.47 | 427.08 | 473.78
Add: Interest Income on EStimated‘pfgiﬁj‘_;‘;—q.Em& 9.63 9.67 4.80 1.36
Total considered for computing 1&3«/ ; 431.87 | 475.14
Notes: fg

Order No: 18/2018-19 \?z . Page 176 of 264



13.3

Non Aeronautical Revenues

/J{r}lf I : h;)n I Jl}llL

1) Rent and Land Lease is reduced from BFAL est:matmn as ba[ance is cons;dered as Aeronautical to
be considered as reduction in ARR for determining charges viz. Landing, Parking etc.

2) Utility income reduced from Qperating Expenses hence no income

considered

3) Non-Aviation Revenues projected by BIAL was towards Cargo, Ground Handling, Fuel Farm, ICT
and related services which are considered as Aeronautical, hence are to be reduced from ARR while
computing charges viz. Landing, Parking etc.

Stakeholders’ comments on Authority’s analyms of Non-Aeronautical revenues

13.3.1 APAO has stated as follows:

“..We have observed thul mqt Autfhonty hp; pr@posad to consider notlonal revenue on the
Security Deposits coﬂected from non—aeronautrca! service prowders

We would like to h;ghhght that -secumty deposfts are a usual feature in commercial lease
agreements, which are to protec{ the feksor against damage caused to the lessor's property
or to ensure timely payments from ;tﬂe fassees They are not a compensatron against rent,
most certainly so in cases where rients tre benchmarked to comparable contracts in the
region and are to address owsérs’rfikﬂfnﬁn-p&j{ment of rents.

We would like to highlight t‘!iqtéfAL’ssewnty deposits are in line with the prevailing
business practices and rates fq;_ﬂa,gjm_gffo,qgﬁqu? region which eliminates the possibility of
them being supplementary non-aeran auh‘c&f re\:fenues.

In light of the above, we would request AERA to re-examine the manner in which notional
revenues has been applied in the case of BIAL and yet not consider them for tariff

determination...”

13.3.2 BPAC has stated as follows

13.3.3 CIAL has submitted as follows:

Order No: 18/2018-19

«.KIAL has submitted to AERA that, its 100 per cent subs:drary, BAHL, has estimated to
undergo losses all through the second control period. The request of KIAL to take cognizance
of the above fact that BAHL has be_en in losses since its inception while issuing the tariff
order should not be considered. This:is a n.en-_aero-qr_cﬁwty and if KIAL cannot find a way to
make the hotel profitable, AERA sheuld direct KIAL to find other suitable investors who have
specialized skills and can manage this profitably. Further, we would also like to highlight
that the hotel occupancy can be increased when the surrounding areas of the airport are
developed. Hence the KIAL needs to develop the unutilized land, which would also bring in
investments for the state while increasing the occupancy of the hotel and benefitting the

hotel establishment...”

“..Treatment of interest Income

AERA’s Treatment
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“Authority proposes to consider Interest Income, without any exclusions as Non-
Aeronautical Income” _

The interest income is primarily generated out of the company-wide surplus fund
management activities of the company, which has no specific relation to any aeronautical or
non- aeronautical services, rendered by the Airport operator.

It is exclusively an activity falling under the investment activities of the company and carried
out as per the approvals granted by the respective Board of Directors from time to time.
Hence, it may be considered as an activity-autside the purview of regulated activities.
Considering Notional Revenues fré’fnis‘e@ﬁﬁfy@epqsits

The security deposits collected. from .aNbﬁ-.'A-“.éfOﬂthﬁCUf service providers are refundable by
the Airport Operator at any point _o}f time, either on expiry or termination of the contract
whichever is edrlier. Hence there Will:riot be any case of reduction in the rentals/ charges
through security deposits. Ruvl

Further, these security deposits; wh'f_cjﬁ"-';arg Qeen_fin vested in airport related activities shall be

treated as an equity capital in 'nature, as there #sian opportunity cost associated with these

security deposits.

Moreover, in the recent TDSAT ;_O._rder mthe case of DIAL, it was held that refundable
security deposit cannot be thsidereﬁ‘ as a zero-cost debt and its cost needs to be
ascertained and made available through appropriate fiscal exercise at the time of next tariff
determination. Hence, in view of the above facts, it is requested that Authority may consider
security deposits as quasi equity and cost of equity may be allowed on the security

deposits...”
13.3.4 Consumer Carg SQtie}iy (6@3)' has stated the following:

“..To reconsider lounge and fﬁght catering services in the light of the fact that property
development activities will now fall within the ambit of non-aeronautical.

Tariff based on 30% hybrid till = but considering. property development activities as non-
aeronautical — Would be beneficial if this can be considered as a set off and the same

reflected in reduced tariffs such as lounge services and utility services...”
13.3.5 HIAL has commented as follows: -

“...Notional Income on non-aero deposits:
With respect to the deposit received by the airport operator from non-aero concessionaries,
AERA in its order has considered notional revenue. Same has been considered as aero/ Non

— Aero in line with the nature of servicg-provided. Authority while considering notional
TN s, '

e

revenue has stated following view: /s

/6 v f;::_\"-\
Lol
 F i
§
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The security deposits could mean a reduction in the Rentals/ Charges collected from the
respective users. The Authority also proposes to consider notional revenue on the Security
Depusit collected from Non-Aeronautical Service providers.

The consideration of Airport operator from Non-Aeronautical contract is mainly revenue
linked & rental being charged at the standard prevailing rates. The Airport Operator
considering the Securlty & performance aspect, which Is of utmost importance in case of
Airport, has taken security deposit. By taking Security Deposit the Airport authority ensures
that there is adequate stake involved and.in case of any default the Security Deposit gets
forfeited. This obligation leads 'the;reé,bonﬁiﬁ!e opemtr‘ons by the concessionaires.

Also, as per the AERA G wa‘ehnes for the A:rport @pemtors AERA has to consider only 30% of
Non-Aeronautical revenue. Th.fs does nat include any notional revenue over deposits.
Deposits are capital receipts & taken‘by Airport operator for specific reason for securing the
cashflow. It does not reduce rentafs or ?a'ﬁry" other related Non-aeronautical revenue. The
artificial revenue considered by AERA ﬂom thekse deposits is beyond its jurisdiction.

This is clearly biased approach»of AER‘A;

\:ta[qg notional income over deposits from Non-
aero. One side the deposit pa?df,by th & p&ﬁ.léberators as part of acquiring airport rights
has not been considered in tanff determmanon & other side AERA considering notional
income from the deposit recewed by the Airport operator from the Non-aero
concessionaires. This will adversely affect airport operator to recoup its investment from the
project. Rather these deposits in case-used in airport project should be eligible for adequate
return. '

Further, it is pertinent to note that the working capital requirement of the airport operatbr
has been reduced:to rﬁe é}q_tgnt of the amog;ntl__ of Deposits; benefit of which has been
reflected in the calculations. of the Authqrity. '

Accordingly, we request AERA not to consider any notional return on Non-Aero deposits.
Interest income being considered for cross subsidy purpose:

AERA in case of BIAL considered notional interest income on surplus cash available with the
Company. Interest income relate to investment of interim surplus funds & retention of the
shareholders’ funds in the business till the same are paid out as dividends. Such incomes do
not form part of either aeronautical or non-aeronautical revenues. Accordingly, this is
outside regulatory purview.

Temporary surplus is primarily retained in the business for redevelopment at an opportune
time. This is kept in the business by depriving the shareholders (without paying dividend) to

meet future capital requirements. Hence taking away 30% of income from investment is

It is in the part of Airport O,c:f(;v‘q ement process. This revenue is neither

generated from non-aeronauti
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efficiency brought in by the airport operator in managing working capital. It is very unlawful

that the airport operator is being penalized for efficient operation...”
© 13.3.6 IATA has stated the following:

“..We agree with AERA’s amendments. However, AERA may need to consider adding an
inflation adjustment to the percentage increases (i.e. 12.5% + CPl) since it would be
reasonable to assume that the revenue growth would be driven by passenger growth as well

as inflation...”
13.3.7 SanjeevV Dyamannavar as sta;te.d:__t"_h?'e-fﬂz'[-lgwim’gz o

“..Commercial Activities Dei?elopme'ﬁt’l at Airport: It's also heartening to know from the
BIAL management that, even after geft_-}_ng;-_sqm‘{,‘}'ent land (4000 Acres) which was given way
back in 2005 when Airport constkUcﬁO'ri érb?ted they have not come out with any real estate

plans to generate sufficient mcofnej s non-aéronaut.'caf This is sufficient period of Twelve

years where any big players m ‘this

‘—'busin_" S wth‘ have good strategy how to develop the land
around airport and generate ‘m;:ome out of y Wh.tch is close to the Airport Terminal...

Hotel BAHL at Airport Losses shamfd not be abnsrdered by AERA: KIAL munagerment has not
made any serious efforts from the .t.'mi* ‘ggréement signed for the Hotel. Dispute started
because AA|l has not approved the height of Hotel as KIAL Management did not take
permission on height of the Hotel building before the agreement signed. Even though KIAL
had an option to give extra land of 4/5 acres from 4000 Acres to solve the dispute. In fact,
KIAL management acted irresponsibly by refusing to allocate the additional land and kept
400 Acres of land at Airport-non-utilized for 10 years and also no plans for next 10 years. On
these, facts,, AERA-Esho"L}_.‘fd‘_ not consider the :fosses fromjfhe Hotel. In fact, AERA should
consider 10% from the Hotel Turnover as income to be addéd into Non-Aeronautical
revenue.

Similarly, Non-Aeronautical Income projects dre almost flat like Flight Catering, Terminal
Entry, Food & Beverpge-"s, Rents & Land Lease. Request AERA to relook into the

projections...”

13.4 BIAL's response to Stakeholders’ comments on Authority’s analysis of Non-
Aeronautical revenues

13.4.1 On CCS’s comments, BIAL has submitted as follows:

“...BIAL is unclear on CCS’s submission to “reconsider” lounge and ﬂfght catering services as

property development activities will now fall within the ambit of non-aeronautical activities.

wfl.prc)perry deve!opment and lounge and flight

There is incoherence between the |

catering...”
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13.4.2 On Sanjeev V Dyamannavar’'s comments, BIAL has submitted as follows:

“..1) Respondent has inferred based on the perusal of the CP that the promoters of KIAB
have not shown ade'quate interest in developing economic activities around the airport
terminal which could have generated additional revenues to expand the airport.

2) The above submission of Respondent has been addressed above in point 78 para 5 to 8.

3) The Respondent has raised a similar concern stating that even after having sufficient land
of approximately 4,000 acres, BIAL has not come out with any real estate plans to generate
non-aeronautical revenues.

4) BIAL would like to reiteraté »thdt it Was: prov.fded; with approximately 4000 acres of land to
cater to the demand and growth: requ.'remsnts durmg the entire concession period of 30
years. KIAB’s development is dk:(-;ordmg to th.ev-Master Plan, which gets updated periodically
based on the traffic demand and growfh." The Authority has been constituted as per the
AERA Act to regulate only aeronaytical 'sé;:uif:es provided at the airport and BIAL submits
that real estate devefopments are to remafn outs.'de the purview of regulation. Without
prejudice, BIAL submits that Cornme:*cfal exp.-*of!:aﬁ.'on of unutilized land has to be evaluated
on the basis of investments, retu-rn--_g_ndémpnket_‘con ditions.

A detailed response in this regqrd:hqs_‘g{qen.proéip‘ed in BIAL’s response to the CP.
Respondent has requested the Authority to re-look into the projection methodology for
flight catering, terminal entry, food & beverages, and renis & land lease as the projected
increase in them are “almost flat”. _

BIAL would highlight that it has already submitted a detailed response on the constraints on
the growth of NAR such as-£&B and flight catering.in its response to the CP...”

Respondent hos suggesféd that the. Authority must not cohsider the losses of the airport
hotel but consider 10% of the hotel’s turnover as revenye to Ibe'added into non-aeronautical
revenues of BIAL while determining tariffs.

BIAL submits that as per Schedule 3 Part B of its CA, commercial property development
including hotels has clearly been defined as @ non-airport activity. Further, the CA, LLD and
other project agreements provides that non-airport activities of BIAL Wom‘d continue beyond
the concession period. The Clause 4.1 of the LLD clearly permits BIAL to undertake both
airport and non-airport activities without seeking prior permission. The LLD does not
envisage any form of cross-subsidization of airport activities and doing so will go against its
principle objectives. Accordingly, the risk & rewards of the real estate business is to BIAL.
The treatment of real estate as per the CA and other project agreements is detailed in BIAL’s
response to the CP and accordingly, hotel is to be treated as a non-airport activity and kept

outside the regulatory purview.
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notional lease rental from the hotel as nonaeronautical revenue in the hands of BIAL, 30% of
which is used to cross subsidize aeronautical charges. BIAL submits that notional lease
rental should not be considered for cross subsidization as the same is outside the regulatory
framework.

However, BIAL submits that property development (including hotel) its corresponding
income should be kept outside the purview of regulation and not be subjected to 30% SRT to
respect the provisions of the CA and LLD, and commitments made in other project

agreements......
13.4.3 On BPAC comments, BIAL has statei:l as below

“..1) B.PAC has stated that a s:gmf.rcant pomon of land parcel is lying unutilized and BIAL
has not taken any steps to monetize. the: Iand despite having the potential to do so. This has
led to severe loss of revenue to the excheqyer and is placing huge burden on the passengers
via higher UDF and PSF for meetmg the a’ever’dpment needs of KIAB.

2) The land was provided to BJAL 50 as. to cater to KIAB’s requirements for the entire

concession period of 30 yem‘g Fﬁé’ i

irport Master Plan considers the entire demand
potential for 30 years and provfﬁ'é’s fora’phased development of the airport so as to meet
the future demand. Ac_cordr'ngﬂy,.fﬁe utilization 'of land will not happen completely during
the initial phase and will spread across different phases of the concession period.

3) F&rther, BIAL has made detailed submission as part of the response to the CP wherein it
has reiterated that the land utilization towards real estate and the corresponding income
and losses are outside the purview of regulation by the Authority. Further, it is reiterated
that the CA does not prowde for cross subsidization of any income from Non-Airport
activities and hence, does hot impact the aeronautical ch argés like UDF/PSF.

B.PAC has requested that the Authority should direct BIAL to find other suitable investors
who have specialized skills to profitably manage the Hotel, which has been making losses
since its inception and is  estimated to-cq,gitinhe to do so all through the Second Control
Period. BIAL needs tq-_devé‘fnp th‘.e unutilized '-'faad, which-would also bring in investments for
the state while increasing the occupancy of the hotel and benefitting the hotel
establishment. BIAL once again submits that the issue of commercial utilisation of land is
not within the purview of this regulatory exercise. Likewise, BIAL submits that profitability or
otherwise of the hotel, which is a non-airport activity is also beyond the regulatory ambit.
B.PAC’s request to the authority to exercise the jurisdiction in respect of these two issues
may kindly be refused as the same are beyond the jurisdiction of the authority.

BIAL would like to point that Hotel is part ¢ of.nan~arrport activity, as per Schedule 3 Part B of

£
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services and, therefore BIAL submits that real estate activities are outside the purview of
regulation. '
Without prejudice, BIAL submits that commercial exploitation of unutilized land has to be

evaluated on the basis of investments, return and market condition....”
13.4.4 On |IATA’s comments, BIAL has stated as follows:

“...|IATA has requested the Authority to consider adding an inflationary adjustment to the
percentage increases in NAR, since it js.driven by both passenger growth as well as inflation.
BIAL disagrees with IATA’s su_gg'es_ﬁdh,r@a:-fh‘c;easfng NAR by inflation and passenger growth
in light of certain constraints di;'é to which BIAL’s ‘NAR may not be able to reach the levels
provided by the Authority. A detailed response provided in BIAL’s response to the CP
highlights these constraints, which include a possible reduction in areas given out on
terminal concessions due to eg(pwnantfa?;tj:ufffc growth, a probable reduction in passenger

dwell time in security hold areq;ﬁmpmfthjg}{\fﬁﬁ. plc,..”
13.5  BIAL's comments on Author‘_fﬁ,‘ﬁ analysis on‘Non-Aeronautical revenues
13.5.1 BIAL has commented as follows: "'

Treatment of utility recoveries from concessionaires

AERA’s Treatment

As per the CP, the Authority has stated as below with respect to the treatment of utility
recoveries:

BIAL’s Response: - We would like to.submit that.as-part -oﬁqgnqontrdcts with various third-
party concessionaires, BIAL charges the Concessionaires for the provision of infrastructure
for utilities in addition to recovering the cost of utility charges as levied by various utility
providers. Accordingly, the amount of revenue recoveries & recovery of charges to the
Concessionaires are as below: |

Revenue recoveries for the provision of infrastructure for utilities

'Recovery of cost of utility charges as levied by various utility providers. These are in the
nature of pass through charges

As part of its tariff filing, BIAL had already considered the net cost of utilities as part of its
Operating Cost projections after deducting any recoveries of pass through charges from the
third-party Concessionaires.

BIAL would like to clarify that the recovery of revenues reduced from operating expenses by
the Authority pertain to the charge for provision of infrastructure facilities as mentioned

above. These are revenues earned by B,

n account of the utility infrastructure provided
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BIAL would like to highlight that even the Statutory Auditors have confirmed and accepted
that utility recoveries towards provfsfonfhg of utility infrastructure is revenue in nature and
instead of reducing utility recovery from operating expenses, the same needs to be
accounted as revenue. Further, BIAL has been apportioning a concession fee on these
recoveries. Hence, we submit that the categorization of the utility recoveries as revenues is
the appropriate and consistent approach in terms of genémﬂy accepted accounting
principles and also in the given general business / commercial practices. _

It is also pertinent to note that such tﬁt!-Ht-y infrastructure has been set up in those areas of
the terminal building, whrchrare occup.red by cenqesstona;res, and are hence considered as
non- aeronautical asset basé far the com,@utfatton of RAB. Therefore, setting-off such
recoveries from aeronautical expenses wowd bﬁ inconsistent.

Further, as per Para 4.24 ICAO-S_Econgmrc-l Manual (Doc 9562), payments received for
services as heating, air conditioning, f‘rg‘m;‘ng, water, cleaning and telephone use are non-
aeronautical in nature. An extract of the manyal has been reproduced below:

“4.24 Other revenues from npna‘c&e;rqgaut'fﬁqf ;alg':-__q_i._vftfes. All other revenues the airport may

derive from non-aeronautical activitfe ould also include payments received by the

airport for such services as heating; gir qopq.it?p_m_fng, lighting, water, cleaning and telephone
use, provided they are not incfuded in th;ﬁrer;.-t'al or concession fees, and for any services
provided to non-aviation entities outside the airport.”

Accordingfy, BIAL requests the Authority to treat these revenue recoveries from van'ou$
concessionaires as non-aeronautical revenues instead of reducing these revenue recoveries
from utility expenses.

BIAL’s Submission; - BmL requests the Authority to consider the recoveries from third party
Concessionaires on account of provision of irgfrd_&truc;:ture as non-aeronautical revenues.

On Authority’s consideration of notional revenues from Security Deposits

AERA’s Treatment

As per the CP, the Authority has stated as. bef‘ot_&. with respect to the consideration of
notional revenues from security deposits: '

BIAL’s Response: - BIAL would request the Authority to have reference to its Airport
Guidelines on the matter of Revenues from services other than aeronautical services (NAR).
Para 5.6.1 of the Airport Guidelines prescribes the manner in which NAR needs to be
reviewed, and an extract of the same has been given below:

“5.6.1. The Authority's review of forecast of revenues from services other than aeronautical
services may include scrutiny of bottom-up projections of such revenues prepared by the
ﬁiﬁf@"feﬂlﬁ%\cemm.'ss;omng experts to consider where

Airport Operator, benchmarking o,

O
opportunities for such revenu qﬁsh
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forecasts for operation and maintenance expenditure, traffic and capital investment plans
that have implications for such activities.” _

The Airport Guidelines as given above do not mention the concept of notional revenues.
Therefore, the Authority’s consideration of notional revenues while reviewing the forecast of
non-aeronautical revenues is not in accordance with the prescribed procedures given in the
Airport Guidelines.

BIAL would like to submit that the reasoning provided by the Authority that the security
deposits could have led to a reduction:in.the rentals/charges from respective users has no
rationale and is not justf_'ffe_d.' -The'f:__ -Ié’dse' rentals of BIAL for various third-party
Concessionaires are behchﬁ#ﬁﬂ?\ed and hence security deposits from non-aeronautical
concessionaires are not being accepted:in Héu. df rental revenue.

Further, these deposits amount: to approximately three months’ rent, which is @ common
practice in the real estate busin"e:?ss .and»ffs'_?'ir_;rended to protect BIAL against defaults, bad
debts and damages caused to zp’lrgpéﬁty.;slféicdﬁ\t_y deposits have been used in the ordinary
business operations or have -ﬁgen :placed:qu ﬁXﬁd deposits with banks and such fnterekt
income is already considered aé‘z&bﬁ—deﬁp ] ﬁ_#&-i@?"?even ues.

Impact of Security deposits in terms of .fqdu:c__ihg the reqﬁfrement of working capital

While BIAL has obtained seci}}f\ty dépb§ft$ as"a prudent business practice, it is worth
mentioning that by investing the proceeds of security deposits into the airport business, BIAL
has reduced its requirement for working capital. Accordingly, BIAL is already saving on
interest, which would have been incurred on working capital loans, which the airport users
would have otherwise had to bear in the form of higher aeronautical tariffs. Despite the
above, the Authority has proposed te.considera notional interest on security deposit as NAR
resulting in a two-fold setback to BIAL.

Impact of TDSAT Order — return to be provided on Security deposits

BIAL would like to draw the Aurhorit:y-’s attention:towards the TDSAT Order, which has
allowed the airport operator a return on deposits of ~ Rs. 1,471 crores used for funding
aeronautical assets, which were earlier given zero return while computing aeronautical
charges by the Authority. Vide the above judgment, the Hon’ble TDSAT has upheld that
security deposits should be treated as funds of the airport operator, and in the event these
deposits are invested in the aeronautical business, the airport operator should be allowed to
recover a return on such investment, as part of its aeronautical tariffs. The Hon’ble TDSAT
ruled “Its cost needs to be ascertained and made available to DIAL through appropriate

fiscal exercise at the time of next tariff redetermination.”
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security deposits and treat the same as non-aeronautical revenues of which 30% is used to
cross- subsidize aeronautical operations is completely contrary to the TDSAT Order.
Inconsistent treatment by Authority

BIAL submits that the Authority’s treatment of notional revenues has not been considered in
tariff determination of other airports. BIAL requests Authority not to go ahead with above
inconsistent approach and any contrary approach will result into discriminutory Lrealiment.
Further, BIAL requests the Authority to not consider notional revenue on security deposit but
to allow a return on the proceedé of secyrijty deposits, as these have been invested in airport
projects. ' ac )

BIAL’s Submission: - BIAL réqﬁeS-ts the_ A_qthvfﬁ:’y’ffb adopt a consistent approach across all
airports and to not consider a notional fevgn ,ﬁe ‘on security deposit but to allow a return on
the proceeds of security deposits, as these. have been invested in airport projects.

On Authority’s consideration of -bo'?tiaf;;dﬁ ién,r__b‘ lease rent for the area given to the Hotel
Operator as non-aeronautical income . 1N
AERA’s Treatment A A e ,
As per the CP, the Authon'tj?ﬁ_-'ﬁﬁ&i_'&f@fé :af; below with respect to the consideration of
notional land lease rent for the area 'g'n)eh’.'.to the hotel operator as non-aeronautical
income: e =

BIAL’s Response: - BIAL would like to reiterate, and adopt, its response to Propdsm‘ la for
Property Development in Para 3.2.2.1. Hotel is part of Non-airport activity, as per Schedule 3
Part B of the CA. It is reiterated that CA does not provide for cross subsidization of any
income from. Non-Airport activates. and..also CA. prou."des_, f.gr non-airport activities to
continue Jtneyom.ir the expiry of the concession period, thej‘:/ fall outside the purview of
regulation. Therefore, any income from property development should not be considered for
tariff determination.

The Authority has congi_deﬁed a notienal lease reh_._tdb‘ from the hotel as non-aeronautical
revenue in the hands of BIAL, 30% of which is used to cross-subsidize aeronautical
operations despite acknowledging the fact that the hotel subsidiary is currently in losses and
such revenues are not accruing to BIAL. The approach of Authority to assume property
development business will always generate profits and to assume notional revenues in
absence of profits is not prudent. Such an approach affects the internal accruals that are
available to BIAL.

In light of the above, BIAL requests the Authority not to consider notional lease rentals from

the hotel while determining aeronautic, the Second Control Period.

part of CP
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BIAL submits to the Authority that either basis or methodology of arriving at notional
revenues with respect to land utilized for Hotel being provided in the CP. The potential of
rentals from the utilization of the land can be varied depending upon the nature of the non-
airport / RE business. It may not be prudent to assume rentals of an arbitrary nature and
consider the same for Hotel.

Treatment of Interest earned on Security Deposit received from Hotel

BIAL would like to submit Authority that a Security deposit of Rs. 76.5 crore received from
Hotel. An interest income of ~ Rs. 55, cmrss was earned from the above deposit. The interest
income earned on this security denqs:t Was conﬂdered outside the requlatory purview in the
first control period but howeue’r the ent:rg mterest income generated is proposed to be
considered as non-aeronautical revenue-and «t_h,ereby 30% of same was considered for cross
subsidization by Authority. AR

BIAL’s Submission: - BIAL requeé;ts .',t;h",e A‘uifho,rity to consider any revenues and costs from
the Hotel business outside the régtt!a'tbﬁ)‘/ purview in line with the provisions of its CA and

not to consider any notional|lease: re dls from the hotel while determining aeronautical

charges for the Second Controf | \..er :
On Authon’ty s treatment of non-aeronautical revenues

AERA’s Treatment i e

As per the CP, the Authority has projected a few non-aeronautical revenues to increase by
12.5%, which is in line with passenger traffic. The position of the Authority in each of them
has been reproduced below:

BIAL’s Respon.se :

Regarding Retm}' F&B and Lounge Reven ues _

BIAL notes that the Authority has considered a substantial increase in the revenues
pertaining to Retail, F&B-and Lounge services as compared to the revenues projected by
BIAL. _

However, while BIAL would idedlly like to-enhance such revenues as much as possible, there
are a number of constraints due to which our revenues may not be able to reach the levels
provided by the Authority.

Significant impact on provisioning of Non-Aeronautical services due to exponential traffic
growth

Firstly, BIAL has witnessed a substantial growth in passenger traffic over the last few years.
While BIAL is currently designed to handle 20 million passengers per annum, it is already

handling close to ~27 million passenge,

7-18. Based on the projectfons of the
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the aeronautical area and consequently the areas given out on terminal concessions may
have to be reduced. This is expected to result in a lower increase in select non-aeronautical
revenues including retail, F&B and lounge revenues.

Reduction in Dwell time in Security Hold Area impacting Non-Aeronautical revenues
Secondly, as BIAL’s infrastructure gets stretched more number of passengers would have to
be processed through the existing terminal areu. With constraints on check-in area /
security processing area etc., the passenger queuing / processing time is likely to increase
and hence, passengers would take foﬁ;ger time to reach the security hold area.
Consequently, passengers spend fe?:‘Ser me in. the security hold area where they are most
likely to spend on retail, F&B ant;! foynges Afsa, ithere would be constraints on the kitchen
area, back of house/warehousmg areas Whrch ‘would also have an impact on sales.

Certain business are continuing in MAG

Thirdly, there are a number of con e;sgfo o

igg Sim cards, forex & duty free business, which
have Minimum Annual Guarant’ee! “N

performing at MAG levels. Add;‘noﬂuﬂm

'_.f‘}-;.éirmngements with BIAL Airport and are still

'-hef{_f;fon from e-commerce platform is making

the business proposition tougher fér Ihe_ ;&n.&é'SSf'onafres and thus, these concessionaires
are forcing BIAL to bring down the MAG. - :

Short term closure of Business to change in C ontracts / Concepts

Additionally, current lounge contracts are due to expire by March 2019. This will require
fresh tendering process for selection of a new concessionaire. The on-boarding of a new
concessionaire for lounge through market d."scdvery and creation / implementation of new
concepts by the new concessionaire is expected to have impact on regular operations of the
lounge for aperiod of 6-; 9'moenths'and hence 'imp_a';:'t on the non“aero revenue.

In view of above, the.Authority.is requested. to consider growth in retail, F&B and lounge
revenues at 5% p.a. based on estimates of BIAL. In case BIAL is able to achieve higher
revenue than estimates, the same is available for true up based on actuals at the time of
determining aeronautical famffs_ for the Third Control Period.

Landside Traffic reveﬁ.u.es — Severe Conrfrafn'té' impacting the growth Impact on Landside
parking revenue — Severe constraints on park."ng slots

BIAL as part of its responses has already shared certain practical considerations regarding
revenues from parking, taxi and limousine service. The growth opportunity in the parking
revenues of BIAL would be constrained on account of the landside expansion works such as
the multi-level car park, roadways, others projects which are projected over the Second
Control Period. It is likely that more than 50% of the parking slots maybe lost during T2

expansion (flyover proposal). Moreover, ed relocation of parking areas will be far

from the existing terminal, which lihood of passengers opting for other
é&\
&
&
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modes of transport due to inconvenience. Additionally, increase in city traffic is also likely to
discourage passengers from travelling to the dirport using their own vehicles.

Impact on Landside taxi revenue — Impact due to app taxi and public transport services
Further, the business of airport taxi operators has decreased due to competition from App
based taxis and aggregators. The parking space at BIAL is constrained and will not able to
accommodate the complete requirements of App based taxi service providers as well. Also,
taxi usage is likely to be adversely affected by rising cab fares (due to State government
regulations) and competition from public,transport systems such as BMTC-buses and direct
fly buses. _ oy

Impact on Limousine revenue — Continuing to bem ‘MAG since inception of Airport

The limousine concession is cuk?en'tfy 'run'nmg-ﬁn the MAG and may decide to opt out of the
Airport. Hence, BIAL’s est:mate of an annuaf increase in revenues of 5% p.a. in these
revenue streams is @ more appropnpte estfmqte of the likely result as compared to a 12.5%
p.a. increase considered by the Authgfity In.case BIAL is able to overshoot this estimate, the
Authority would have recourgse to aftruﬂ‘ up bﬂsed on actuals at the time of determining

aeronautical tariffs of the Third: Cont,c

Flight catering business not expected to mcrease due to higher growth of LCC airlines

BIAL does not anticipate hrgher growrh on accdunt of passenger growth, as there is higher
increase in LCC model as against FSC model. Passengers flying on LCC have the option of
consuming or not consuming a paid mea.‘, which is not available to passengers flying on full
service carriers, where the cost of meal is included within the ticket. This is likely to reduce
the growth rate of the airport’s revenues fro_m flight catering services. Accordingly, the
same revenq_eg.pe;-.-passéhger of FY-2015-16 has-been considered by BIAL for entire Second
Control Period. The Authority is requested to eonsidér the s_arﬁ? towards determination of
aeronautical charges for the Second Control Period. In case BIAL is bb,‘e to overshoot this
estimate, the Authority would have recourse to a true up based on actuals at the time of
determining aeronautical tariffs forithe Third: Con trrof. Rerf'od.

BIAL’s Submission:- The Authority is requested. to consider the revenues projections from
non-aeronautical services as per the submission made by BIAL and to review and true up the
non-aeronautical revenues on actuals, at the time of determination of tariff for the next
control period.

On Authority’s treatment of interest income as non-aeronautical revenues

AERA’s Treatment

As per the CP, the Authority has considered the following approach for interest income,

Aeronautical Income”
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BIAL’s Response: - Interest income is derived when surplus cash available with the airport
operator is invested to earn interest income. Such investments have no relation with non-
aeronautical or aeronautical services provided by the airport operator. Given the above
premise, such interest income should belong entirely to BIAL and should be outside the
regulatory purﬁiew. Therefore, it would not be appropriate to treat the same as non-
aeronautical income and subject it to 30% SRT.

Authority may note that BIAL has been able to generate the surplus cash through better
cash flow management. Such better.cash management and surplus cash has facilitated
Airport not to avail Working. Cup;tai Loan . thereby avoiding the requirement of
reimbursement of interest on: Wgrkfn.g capital from the Authority.

BIAL would like to submit that on mu!tipfe prfbr occasions, the Authority has treated interest
income for the airport operator. afs revenue‘ to be kept outside the regulatory purview. For
e.g. in the case of Airports Authority ofl Indla (AAl) airports, any interest income has not
been considered as non-aeron aut:(.‘ai" revenues.

BIAL’s Submission: - BIAL requests the Autﬁorfﬁy to ensure consistency in its treatment of
various building blocks of tunﬁ‘ determfnat:on gcross airports. As has been the treatment of
interest income in the case of grher_mrgprt operators, and considering the manner in which
interest income is earned, BIA Lsubm:ts to the A“u'rrh ority to remove interest income from the
regulatory purview and consider it outside the 30% SRT.

On review and true up of the Non-Aeronautical Revenues on actuals, at the time of
determination of tariff for the next control period

BIAL’s Submission: - BIAL submits that the non-aeronautical revenues for the current control
period may «differ .-from;.th.é- projectiens considered for-the-determination of tariffs on
account of factors gu_cjh. as changes in passenger traffic, passenger spending and
consumption patterns, scale of airport operations etc.

Accordingly, BIAL is in .agreement with the Autherity’s proposal to true up the non-
aeronautical revenues for the current cof-}rroﬁ_ period, at the time of determination of tariff

for the next control périod...”

13.6 Authority’s examination of Stakeholders’ comments on Non-Aeronautical
Revenues

13.6.1 Authority .has carefully examined the comments made by BIAL and stakeholders on Non- '
Aeronautical Income. Authority’s analysis on regulatory principles relating to manner of
treatment of Land Develop.ment, Lease rentals from Aeronautical Service providers and
Cargo, Ground handling and Fuel Farm revenues are detailed in Section 4 above. Other

matters are being examined here.

Consideration of Interest Income as Non-A
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13.6.2 The Authority has carefully reviewed the comments from BIAL and other stakeholders that

the Interest Income earned out of cash surplus should not be reckoned as “Non-
_ Aeronautical Income”,

13.6.3 The Authority notes that BIAL, in its MYTP submissions for the first control period and
second control period has considered the same as “Non-Aeronautical Revenue” and seems
to have, as an afterthought submitted that the same should not be considered even as Non-
Aeronautical Revenue.

13.6.4 The Authority notes that the cash surplus-generally generated by the Airport arises out of
the Airports operations —~ which. :Gotr-t-piri‘éé:éé-' of.'the Aeronautical and Non-Aeronautical
activities. The cash surplus a‘ISp_ is g’é.h‘erigted_-ba:sed on collection of determined ARR as
charges and also where the collections of-"ﬁiérdha"jutical charges are beyond the estimated or
eligible ARR due to increase in traffic v‘o_L’atﬁ‘é& and other reasons.

13.6.5 The Authority notes BIAL's com mé‘ht that this t_reatment is not consistent with what is done
in AAIl Airports. The Authority notes-. 'fl%at.'ié'\ter:\-in AA| Airports, Interest Income has been
netted off from Corporate Expenses before ailoca‘umg the Net expenses to different Airports.

13.6.6 The Authority also notes that 'a |

_h s___;_plus generated remains-as Profit of the entity
thereby adding the same to the ”Resert;es and Surplus” resulting in the same being
considered as part of "Shareholder funds" for the purpose of computing the Equity and Debt
gearing which is used to compute the Weighted Average Cost of Capital/ Fair Rate of Return.

13.6.7 Whére the cash surplus is generated from Airport Operations and the incremental profit is
part of the Shareholder funds used for computing FRoR, it is incorrect to exclude the income
earned from them. The Authority proposes to'cons_ider such Interest Income only as part of
Non-Aeronautical Income, -cons'_!dering- that-money-is fungible-and it could be difficult to
segregate the césh on_hand ‘between surplus ge_nerét_e,d from ;Preronautical Revenues and
Non-Aeronautical Revenues. |

13.6.8 Considering the above, the:Authority. decides to consider Interest income as part of the

“Non-Aeronautical Revenues”.

Notional Interest on security deposit collected from Concessionaires

13.6.9 The Authority has reviewed the submissions made by BIAL and the details provided by BIAL
on the concessionaire wise Security Deposit. The Authority notes that these are general
deposits kept as part of regular business in the nature of caution deposit. Accordingly, the

Authority decides not to consider Notional Interest on Security Deposit for the present.

Utility recovery from Concessionaires

13.6.10 The Authority has carefully reviewed submissions made by BIAL on the nature of revenue

that has been included under “Utilit & %Tib} uthority notes that these are akin to

Infrastructure support provided i ith th I?,L ner of treating the Lease Rentals
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from Aeronautical Concessionaires, the Authority decides to consider the revenues from
Aeronautical concessionaires included in the Utility Recovery {Approx. 60% of the total) as

Aeronautical and adjust the same from Utility expenditure.

Hotel Project — Consideration of Notional Lease rent and Interest income earned from Deposit

13.6.11 Authority’s principles on manner of treatment of Land monetization income is detailed in
Para 4 above. Accordingly, revenue earned as Interest on cash being the deposit received
from Hotel is treated akin to Non-Aeronautical Revenue and 30% Income considered on the
same. Also, the Authority noted_thg; E!;{AL: ha‘s not earned any revenue from the Hotel. If the
same facility viz. lease of Iar'n__ﬁ_‘_i is pfdvidjéd_s_.to a third party, land lease rentals are the
minimum value collected. According'h,-{,,,t:hen@.ﬁt'hoiri'ty has considered a notional lease rental
and taken 30% of the same towéﬁr_d_sfjil,ahdf--lea':sfe{'r_ehtals, considering that the hotel operations
currently indicate a loss. 1 al

13.6.12 In case of BIAL, the Authority had! p.r'épéséd .t_t_i_at since the hotel operatioﬁs are currently a
loss and there is no income earhed by BFAL Pﬁ:-the land given on lease to BAHL. Normally a
tenant would have to pay rent;,f%gr.- the':!andi'i:eésléfiﬁ in by him. Therefore, the Authority had
proposed to consider a notiona'l”.""lé'é'-s'e"-‘ ri-é'ﬁ’tg'l.-fé't frates charged to other similar tenants in
determining the ARR. The Authority Hetes comients from certain stakeholders complaining
about the non-monetisation of the excess land available to BIAL for Commércial
Development. While t.he land monetisation and the activities relating to the same are not
regulated by the Authority, the Authority notes that there has to be income earned by BIAL

_ on such Land monetisation activities which would subsidize the Aeronautical charges.

13.6.13 The Authority notes that/in line with the above approach, any income earned from Hotel
project, includ:il’ig Interest earned on deposit ﬁéc_eivégld from: the Hotel Project, would be
considered for cross subsi’disi'n‘g considering a deduction of 30% of such income from the
computed value of ARR. The Authoritv_notes that in the order for the First Control period,
income earned viz. Interest on Deposit was set aside pending final decision on manner of
treatment of revenues frdm Land D__e\;e_lopment activities. Since these are now decided to be
treated akin to Non-AéronauticaI Revenues, Interest Income earned on deposit is also

treated as part of income for cross subsidisation.

Incremental revenues considered by Authority in certain streams of Non-Aero Revenues

13.6.14 The Authority has noted comments from BIAL on the changes in Airport layout, re~alignment
of space in Terminal Building area and expansion plans, which could impact the Non-

Aeronautical Revenues. It is after considering the possible impacts of these that the

3
I% e considered by the Authority is
2

fisider exactly the specific factors
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detaﬁéd by BIAL. Hence the Authority decides not to consider changes to the estimates
detailed by the Authority in its Consultation Paper.
13.6.15 Based on the analysis of the above comments, revised Non-Aeronautical Revenues

calculated by the Authority as under:

Table 61: Non-Aeronautical Revenues recomputed by the Authority for the purpose of adjustment to the ARR for
the second control period (Rs. Crore)

| Particular: .I 2019 | 2020

Landside Traffic rfe3.34 71.26 80.16 | 90.19 101.46

Terminal Entry/Miscellaneous Income . [, 08| 018 | 0.18| 018 0.18 |
Retail T 40832 h21se | 13710 | 15423 | 17351
Food & Beverage S 31188 | 35.87 | 4035 | 45.39 51.07
Advertising & Promotions L izaar| 7800 | 8190 | 86.00 90.29
Rents and Land Leases U017 1817 | 23.01| 2439| 25.83 27.62
Lounge Revenues Dol Vage | 2223 | 25.01| 2814 3166
Utility Charges Tl Ghim s 2.22 2.22 2.23 4.25
Flight Catering 9.50 10.69 12.03 13.53
Non Aviation Revenues - Others BRI U o 17.89 5.89 5.89 5.89
Total Non Aero Revenues T 300,08 | 382.02 | 407.80 | 450.10 | 499.46
Add: Revenue considered for Land Lease~| | 1|

Hotel 9.26 9.26 9.26 9.26 9.26
Total Non Aero Revenues 339.24 | 391.28 | 417.15 | 459.36 508.72
Add: Interest Income on estimated cash 21.41 42.17 17.98 11.14 .28
Total considered for computing 30% for

adjustment 360.65 | 433.45 | 435.12 | 470.49 514.00
Notes: '

1) Rent and Land Lease is reg.y‘g_éid{-fr\om BIAL estimation as balance is considered as Aeronautical
to be considered as reduction inARR for determining ¢harges viz. Landing, Parking etc.

2) Non-Aviation Revenues mainly:-projected by BIAL was towards Cargo, Ground Handling, Fuel
Farm, ICT and related services which are considered as Aeronautical, hence are to be reduced

from ARR while computing other charges viz Landing, Parking etc.

Decision No. 10. Regarding Non-Aeronautical Revenues

10.a. Based on the material before it and its analysis, the Authority decides:

i. To consider Non-Aeronautical Revenues as detailed in Table 61 Para 13.6.15
above for determination of tariff for the second control period.
ii. To review and true up the Non-Aeronautical Revenues on actuals, at the

time of determination of tariff for the next control period.
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14 Cost of Equity, Cost of Debt and Fair Rate of Return
14.1 BIAL’s submissions on Cost of Equity, Cost of Debt and Fair Rate of Return

Cost of Equity

14.1.1 BIAL had submitted that Cost of Equity had been computed considering the Capital Asset

Pricing Model. BIAL's submissions are detailed below:

“..Cost of Equity for Control Peﬁod 2 has been computed using the Capital Asset Pricing
Model (CAPM). For the purpose @ﬁ3;th£§f"_§ubmfssfon, BIAL has prepared the foﬂowr’ng
scenarios using the same app_g@@?'ch"af'uséd'g;y AERA in Order No. 8/2014-15.

5.5.3.1 Approach considered for éabmissfb'r}i \I_t'ga'j'bg';in-ﬁne with Authority’s approach as per
Order No. 8/2014-15 - RRERVRN IS | |

The values used for each of the pa’rqmgt?._'r.s:'in_. CAPM and the corresponding logic/source are

summarized below: j
Component of CAPM Value. | na Logic/ Source
Rf (Risk free rate) 7:86% ‘ dew fuspoge of 10-year bond yield (2005 -
Equity Risk Premium 8.01% Revised ERP for India as per Aswath Damodaran
(ERP) for India approach (July 2015)
Asset Beta (Ba) 0.51 As suggested by NIPFP and AERA in Order No. 8/
2014-15
Debt (D) 70, ‘L E{(p_eqte_d Ueb_.t.. Equity :Rat_i{g }Epr BIAL
Equity 30 . Expected Debt Equity Ratio for BIAL
D:E 0.7 Expected Debt Equity Ratio for BIAL
Equity Beta (Be) & B/ {A=RsE)
E i q *\':-_-. i _- T
Ke (Cost of Equity) 21.48% Rf + Be*(ERP({India))

Risk Free Rate (Rf)
As shown above, the Risk-Free Rate (Rf) has been considered as an average of 10 year bond
yield of the past 10 years (01 January 2005 to 01 January 2015). This is the same as the
methodology used by AERA and NIPFP in Order No. 8/2014-15. The Rf works out to 7.86%.

The Interest rates on Central and State Government Dated Securities — RBI have been
provided in Annexure 6.

Equity Risk Premium (ERP)
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As per Aswath Damodaran (2005), the Equity Risk Premium (ERP) of a developing/emerging
market (EM) is calculated using the following formula:

ERP (EM) = ERP (Developed Market) + Default Risk Spread (EM)

This is the same formula as has been used by NIPFP and AERA in Order No. 8/2014-15.

Using the upddted estimates by Damodaran (July 2015), the following is the revised
calculation:

ERP (India) = LRP (US) + Default Risk Spread (India)

ERP (US) Is 5.81% and Default Risk Sp_;f:.aq,for India is 2.20% (given Moody’s rating of Baa3).
Thus the ERP (India) is consfdgre___c_!;as:& &19&

The revised estimates of LRP-as per As.wa_th -‘qua&amn are provided in Annexure 7.

Asset Beta (Ba) : NoRY;

As per Order No. 8/2014-15 fb# B!AL,;. AERA has used the Asset Beta of 0.51 based on a
report prepared by the Strategié?FrlﬁrdIéc% ,(;rpfup (SFG) for Air New Zealand. Hence for the
purpose of this analysis, asset beta (Ba) Hbﬁ been considered at 0.51.

Debt: Equity Ratio 4 oo

As part of its analysis, AERA had used Ehe foﬂamhg formula for estimating the leverage
Leverage (D:E) = Debt / (Debt + Equrty)

The Debt Equity Ratio in the Contro! Perrod 1 Wrzs 70:30 and the same has been considered
in Control Period 2.

Equity Beta (Be)

Using the same approach as used by AERA in Order No. 8/2014-15, the asset beta is re-
levered using the Debt Equity Ratio as follows:

Equity Beta (Be).=-Ba/ (1-D:iEJ,

This gives an Equity Beta of 1.7.

Cost of Equity (Ke)

Using the above inputs and the CAPM model, the Cost of Equity for BIAL is calculated at
21.48%. The following )form_ufa i5 ysed for 'th-fs--ca!culaffon:

Ke=Rf + Be * (ERP (India))

BIAL’s eligible cost of equity

The Cost of Equity was also computed considering the latest available Equity Risk Premium
and Asset Beta as per NIPFP April 2012 Report and the Cost of Equity has been arrived at as
24.66% as explained below.

Equity Risk Premium

Using the updated estimates by Damodaran (11 February 2016), the following is the revised

calculation:
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ERP (US) is 6.25% and Default Risk Spread for India is 2.44% (given Moody’s rating of Baa3).
Thus the ERP (India) is considered as 8.69%.

Asset Beta _

In April 2012, in its paper titled “Cost of Equity for Private Airports in India — Comments on
DIAL’s response to AERA Consultation Paper No. 32, and the report by SBI Caps”, NIPFP
calculates Asset Beta for selected airports. This is the same sample as was considered by the
SFG Report for Air New Zealand, which was used by NIPFP for suggesting asset beta as per
Order No. 8/2014-15 for BIAL.

The table below is extracted ﬁrﬁm&hf&Aan‘?Gﬂ&pGper of NIPFP

..As seen above, the wer‘ghf'é'df b’vgrdge"'f the Asset Beta, when Debt Equity Ratio is at

market value of equity is 0.61. Fu‘rfh‘er-,' ‘Wﬁé"'_.-aebt Equity Ratio is at book value of equity,
asset heta is 0.58. When the nf_e"d:{'qn-.._is :5'f¢tken, asset beta is 0.58 for both cases of Debt
Equity Ratio. Hence for this comp?téiiﬁgn,!_bg i%.;considered as 0.58.

The NIPFP Response to DIAL fo:_f:AT's,.set Beta -Qg_fgu,{ations — April 2012 is provided...

With these two changes, the revised Cost of guflty for BIAL becomes 24.66%. However, for

the purpose of this submission;:
' 21.48%...”

( :e-ihuthorfty to consider the Cost of Equity as

Cost of Debt

14.1.2 BIAL had submitted details of the loan taken for the initial project, T1 Expansion and other
works and the proposed loans for the next phase of works. BIAL had submitted that initially
a portion of funding was obtained through rlupee loans with a small portion of the
remainder amount from External Commercial Borrowings (ECB) loan from ICICI Hong Kong in
USD. This USD-loan-had been.-fully hedged-until ﬁ_na'l' repayment.in 2018 to take care of the

" exchange and in’t'e.._re'st rate fisks associated with it. THE T1'expansion loan was raised in INR

only. ' '
BIAL had proposed an Interest rate of 11.5% on the Rupee Term Loans proposed to be taken
during the second control period for the future expansion works.

Fair Rate of Return
14.1.3 BIAL had computed Fair Rate of Return by considering Cost of Equity and Cost of Debt as

above along with considering the State Support Loan as a source of funding.

14.1.4 As per BIAL, the basis for estimating Fair Rate of Return is as follows:

“..4.5.3 Fair Rate of Return (FRoR)
Based on the projected Cost of Debt and Equity as detailed above, a combined weighted
average is computed. Borrowing received from Government of Karnataka, as a State

Support Loan has been considered as part of Debt.
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FRoOR is computed as - mentioned below:

FRoR = (WG (Debt) * Kd) + (WG (SS) * Ks) + (WG(Equity)*Ke)

where,

WG (Debt) — Weighted average gearing of Debt to Total Debt + Equity

WG (5S) - Weighted average gearing of State Support to Total Funds

WG (Equity) - Weighted average gearing of Equity to Total Debt + Equity...”

Accordingly, the FRoR computed by BIAL as part of the revised Business Plan submitted in
April 2017 is as follows: Yy

e

Ke
Ks
Kd
Weighted average gearing (WG) oﬁéqu:tyﬁ
Weighted average gearing (WG) of:$$,

21.48% | 21.48% | 21.48%
0.00% 0.00% 0.00% 0.00%
11.47% | 11.47% | 11.47% | 11.47%
60.33% | 60.33% | 60.33% | 60.33%
. : 3.57% 3.57% 3.57% 3.57%
Weighted average gearing (WG) of debt 36.10% | 36.10% | 36.10% | 36.10% | 36.10%

Total 1T 151 100.00% | 100.00% | 100.00% | 100.00% | 100.00%
 FROR 17.10%

14.2 Authority’s analysis of Cost of Equity, Debt and Fair Rate of Return detailed in
Consultation Paper '

14.2.1 An overview of the shareholder’s fl_Jnds and loan funds of BIAL as of March 2016 was as

o

below:

201415 |

Share Capital ! 35@_@ 384.60 ' 384.60 384.60 '
Reserves & Surplus —lsgijl \ 59 %}fﬁ?{i - 32467 467,09 904.72
Shareholder Funds 2;{4529 17 31200 | 44479 /60495 | 70927 77638 | 851,69 | 1,28932
Secured Loans 1,40896 | 1,379.91 | 1,285.63 | 1,128.02 | 1,816.27 | 1,911.10 | 1,641.88 | 1,349.02
Unsecured Loan - State

Support 330,52 333.50 333,50 | 333.50 333.50 333.50 332,50 332,50
Others 3.04 1.76 0.13 003 | = 0.03 0.03 0.03 10.03
Loan Funds 1,74252 | 1,71517 | 1,619.26 | 1,46155 | 2,149.80 | 2,244.63 | 1,974.41 | 1,69155
Total Funds 1,976.81 | 2,027.27 | 2,06345 | 2,066.50 | 2,859.07 | 3,021.01 | 2,826.10 | 2,980.87

Cost of Equity

14.2.2 Authority noted that BIAL had considered Co

¢ ty at 21.48% in its MYTP computations
i -,mlwx

""‘?f-‘)-.l_:"\‘ .
e #g'Cost of Equity to be 24.66%. The
2

and as per the submissions made, BIA
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Authority understood that BIAL had applied the Capital Asset Pricing Model (CAPM) to arrive
at the Cost of Equity values.

- 14.2.3 The Authority noted the request for a higher % of cost of equity as computed by BIAL. The
Authority also noted that BIAL had established and had been running the airport for 10 years
with consistent trend of profits. The Authority also noted the increase in Passenger base of
BIAL and the growth in passenger traffic in the past 3 years.

14.2.4 The Authority had elaborated its detailed considerations on the risk assessment of
Kempegowda International Airport in.its:MYTO-CP1. The Authority noted that there were no
adverse scenarios affecting the--*ri'é_,!é-;aSﬁé;%merit of BIAL airport, on the contrary, very
favorabie traffic and profitability. had --b_een witnessed over the last 3 years from the time of
issue of MYTO-CP1. Considerin_g the ,past:'__q_péra'tions, profitability and established traffic
base, the Authority proposed td'-tpnéid.er return on equity at 16% for BIAL for the second
control period, in line with the deci'sic_jin %I'_c_aken q_':n Cost of Equity in the first control period.

14.2.5 The Authority also proposed to earfy; out a.'jsht_,udy-on Cost of Equity for Airports and consider

the results at the time of true upbased on actuals for the second control period.
i d i i

Cost of Debt

14.2.6 With respect to Cost of Debt, the Authority’ had sought clarifications and details from BIAL
on whether the funding had been tied up for the expansion project and the rate of interest
at which loans are tied up. BIAL had submitted to the Authority that the funding for the
planned expansions were yet to be tied up.

14.2.7 The Authority also noted that while BIAL has proposed Interest rate of 11.5% in its
submissions, financial statements for the year 201617 indicated that the existing loans had
been refinance._d-mfith SBI with Interest rate of around 9.9%.

14.2.8 Also, the Authority noted that Reserve Bank of India had issued guidelines for setting lending
rate of loans under the name - ma rginal cost of funds-based lending rate instead of the base
rate from April 2016. _

14.2.9 Considering the above; the Authority proposed to consider an interest of 10.25% for the
second control period. |

14.2.10 The Authority understood that the funding for the Initial project and Terminal 1 expansion
happened through Equity and Debt. The Authority also understood that an unsecured
Interest free loan had been given by GoK called as state support loan, which was also used
to fund the Initial phase of project.

14.2.11 The Authority also noted that the state support loan has been taken from GoK at no interest

and accordingly, BIAL had consideerﬁ:s part of funds at zero cost.
e farom,
o A e !\”:}‘G’/.}.
)

Fair Rate of Return
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14.2.12 The Authority understood that BIAL had invested in subsidiary Bangalore Airport Hotels
Limited in December 2013, From the Balance sheet of BIAL as of 31st March 2016, the
Authority noted that BIAL had invested an amount of Rs. 2 Crores in Equity of the entity.
Also, an amount of Rs. 220.27 crores appeared as Long-Term loans and advances as being
givén to BAHL under “related party disclosures” in the Financial statements. The Authority
noted that BIAL had invested funds as Long-Term Investments in other businesses not
relating to Airport Operations.

14.2.13 The Authority proposed to re-compute | FRoR .considering the below factors:

14.2.13.1 Exclude Investments in other busmessas for gomputlng Equity for FRoR.
14.2.13.2 Compute FRoR con5|der|ng Sharehoh:ler funds, Debts and Interest Free State Support
Loan. 2 y
14.2.13.3 Considering changes in gear'l'rl'g!‘iih-'fhe Business plan to utilise debt drawings to the
“maximum. (The Authority noted that th‘e Business Plan projected Debt and Equity and
Gearing based on the changes rﬁade to ARR}
" 14.2.14 Based on changes to other factors ofethe Rg;gu latory Building Block (Changes to Capex etc.)

" C of Funding Sources

Ke 16.00%

Ks P | 0:00%

< v .' % + 10,25% 1: :

Weighted average gearing {WG)of Equity ‘ 37, 92% *
" Weighted average gearing (WG) of SS 5.17%

Weighted average gearing (WG) of debt 66.91%

FRoR j '_ . N 11 33%

14.2.15 The Authority noted that the loan- taken by BIAL carries a floating rate of Interest. The
Authority was also aware that the actual Equity and Debt balances may change from the
estimates based on various factors including Capital Expenditure, Revenues collected and
other components of the ARR. The Authority accordingly proposed to true up the cost of
debt, changes to cost of equity based on results of study, if necessary and the FRoR based on

change in gearing, during the current control period.

14.3 Stakeholders’ comments on Authority’s qnalysis of Cost of Equity, Cost of Debt and
Fair Rate of Return
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”...Capital mix for the funding of future expansion of the airport including additional

runways should be more debt based...”

14.3.2 APAO has submitted as follows:

14.3.3

14.3.4

14.3.5

Order No:

“..The Authority has reduced BIAL’s investment in its hotel subsidiary BAHL from BIAL’s
equity while computing a fair rate of return to be allowed on BIAL’s aeronautical RAB. While
on one hand the Authority has treafed the revenues from BAHL as non-aeronautical
revenue, on the other hand it has n'ng fenced the investment in Hotel which is contrary and
inconsistent in nature. Accordmgfy, We woqid request the Authority to consider the capital
structure of the entire a.'rport eﬂtrty as a who."e rather than dividing the same into multiple

fragments, to avoid such complexities and to maintain consistency across airports...”
IATA has stated the following: '

”..We note AERA’s proposed cos;r of cap;tdf being for the second control period. While we
agree that this could be used pfb.\?i'sibhﬁ‘ﬂyj we'believe necessary for AERA to outsource a
study on cost of capital items_‘(ﬁ:ﬁt-iﬂétﬂ cost -;éJf-té}qmty, but also gearing, asset beta, etc) and
make the necessary amendme.f’ll'tr"s_-.}fﬁ. tﬁerrex __.f@‘?‘ftrof period.

Separately, we see the cost of debr agswwedby, AERA of 10.25%, and that it will true up this
cost with actual cost of debt. We suggest that a ceiling it also implemented by AERA, as

otherwise, the airport may not be incentivised to look for the most efficient cost of debt (as

it would know that whatever rate it achieves it will be trued up)...”
Sanjeev V Dyamannavar has stated the following:

“..Interest Free loan from.GOK: We would like to.bring to. AERA’s attention that Karnataka
Cabinet took ae'cfsfén on Ju_ne" 22, 201 8'to put off the foon'-fep.aym ent of interest-free loan of
INR 333.50 Crore, which was given by GoK to the BIAL as part of SSA during 2005. The
repayment of this loan was supposed to start during 2018 and the same has been put off by
another 10 years. Effectively GoK has given interest free loan of INR 333.50 Crore for 20
Years period. We request AERA tocensider this while truing up of funds requirement for the
current fiscal year and for subsequent periods totalling to next 10 years while fixing the
tariff for second and third control periods. |

Payment of Dividend: Already AERA has made provisions for return on Capital and Equity
investment, AERA should allow Dividend payment to shareholders after ensuring UDF is

ZERO so that passengers are not burdened...”

FAIRFAX has stated the following:

premise.
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The success of PPP to a large extent depends on optimal risk allocation amongst
stakeholders, robust enabling ecosystem, sound regulatory and arbitration framework to
ensure smooth implementation of projects. It is important to note that the Concession
Agreement has. elements to protect the economic interest of shareholders and.lenders
investing in the airport project. The shareholders/lenders committed their investment in the
project based upon the financlal model, which reflected an internal rate of return of 21.66%.
The Regulatory approach of providing 16% return on equity. investments in aeronautical
assets has translated into an even f,o,we"ﬁ return on equity, which does not reflect the risks
involved, and the high uncertainly in these projects.

We request the AERA to look a't-'-.dﬂowing-.feas.anﬁba‘e returns, based on Capital Asset Pricing
models, and recommend a fair rate of refum to the airport investors.

In order to attract the requisite sum af in vPsI‘mPnrs and to ensure that the sector is poised
towards a compelling future, rf]e regufafory framework must adhere to the Concession

Agreement and other allied agme_m_ent,..”

Siemens has stated the follovwmg

depends on optimal risk ah‘ocahbh amofrgst sfdkehofders robust enabled ecosystem, Sound
Regulatory and arbitration framework to ensure smooth implementation of projects. It is
important that the concession agreement has the elements to protect the economic interest
of the shareholders and lenders investing in the airport project, the shareholders/ Lenders
committed their investment based on the financial model, which reflected an internal rate
of return of 21.66%.. The r_eg-uiatory appreach of. prb\?idfng-lﬁ%:. return on Equity investments
in aeronautical assets has translated into an even lower return on equity, which does not
reflect the risks involved, and the high uncertainty in the projects. '

We request AERA to look at allowing reasonable returns, based on capital asset pricing

models and prescribe g fair rate of return to the airport investors...”

14.4 BIAL's response to Stakeholders’ comments on Authority’s analysis of Cost of

Equity, Cost of Debt and Fair Rate of Return

14.4.1 BIAL has concurred with the comments submitted by GoK and APAO.

14.4.2 On comments from IATA, BIAL has submitted as follows:

Order No: 18/2018-19

“..1) BIAL has made a submission of Cost of Equity at 21.48% in accordance with CAPM
methodology and the same approaches used by the Authority for the First Control Period
vide Order No. 08/2014-15. While the Authority has considered Cost of Equity at 16% for CP,
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Order directing the Authority to improve their estimation of Cost of Capital through a
scientific and objective exercise.

2) We also concur with IATA’s view that based on the findings of such a study, the Authority
shall accordingly true up during tariff determination for the Third Control Period. However,
as has been pointed in BIAL’s response to the CP in the absence of details on the terms and
scope of such study, BIAL reserves its right to respond to such a study at a later date.

3) Finally, in the context of truing up the cost of debt, BIAL wishes to submit that BIAL has
proposed a rate of 11.5% p.a. against-which the Authority has considered a rate of 10.25%
p.a. in view of the guidelines jssued by -_tHéj-'Resewg Bank of India for setting lending rate of
loans under the marginal Coéi“-_gf funds-based -I.{efnd."ng rate instead of the base rate from
April 2016. IATA’s view of fmpf‘emeritjng-d '&:dp E'n the true-up owing to interest rates being
uncertain and prone to market- based: ffuetuatfbns are completely outside BIAL’s control. In
such a scenario, proposing to cc‘gp ﬂhe fr‘ué up of cost of capital may lead to the airport
suffenng undue losses. In a regu{atgd..gn.wrt_)nmgnt, the proposed cap on true up is neither

justified nor fair....” it

14.4.3 On comment by CCS, BIAL has submittedasfolioms

“..Infrastructure lending by batiks' aire bdséd on RBI guidelines, loan structuring, credit
rating, and profitability of the Company among others. Also, banks would require for BIAL to
maintain certain minimum financial covenants including:
Interest coverage ratio,
Debt service coverage ratio and

Fixed asset coverage ratio.
And the Autherity has already cons;dered a high gearing of 74% for future expansion
projects while the possrb!e debt funding by banks will be in the range of 70%....”

14.4.4 On comments from SanjeevV Dyamannavar-(Respondent), BIAL has submitted as follows:

"’.'..Respondént has commented that basw_‘ed' on.the manner in which GoK and Gol have given
concessions in terms of land, inré’fé’st"fréé loan, wavier of taxes during construction among
others it appears that both the state and central governments would like KIAB to be
developed and operated efficiently as a self-sustainable venture without being a burden on
either the government or the airport users.

BIAL submits that KIAB is a PPP project and is governed by the CA and other project
agreements and operates within the regulatory framework as prescribed by the Authority
and other government agencies. All the concessions that were provided as part of the award

of the airport project have been reco taken into consideration in terms of running

i Fm%

the PPP project appropriately.
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Respondent proposes that the Authority must allow dividend payments to shareholders only
when there is zero UDF at the KIAB. BIAL submits that the declaration of dividend is a
decision of the BIAL Board in consonance with the Companies Act 2013 and as per the
provisions of the Shareholders Agreement as well.

However, 92% of the internal accrual generated by BIAL is ploughed back into the airport
business for capacity expansion, servicing debts or running the airport. Only 2% of the
internal accrual generation has been disbursed to the shareholders as dividends.

Further, BIAL would like to submit that.it-is entitled to collect various aeronautical charges,
including landing, parking, hqu”simg:_aﬁ.'& UDF c‘harg.es. The Authority determines the ARR for
the given control period and Ip}'ovfdés:ﬂex?_ﬁfﬂ-ty to the airport operator to determine the
revenue to be collected in terrﬁg»of- tllari.;aqs.\ chdrges as explained above. At the end of control
period the Authority Ca!cu.-‘ateé the éf‘-f“gfb-.-‘é revenue and the actual revenue collected
(including UDF) and any surplus'/ deﬁc.rt @f revenues will be trued up while determmmg
tariff for the subsequent controhpemod

In lieu of the above, BIAL subm?ts that 1) 're .'s nq; .coherence between payment of dividends

and ensuring zero UDF. Any fmkage;, -be_ een paymenrs of dividends and UDF charges

appears to be a misconception, s T

Respondent has requested the AI'Uthlor:‘vtj/ fb" consider the Karnataka Cabinet’s decision on
22.06.2018 to defer the loan repayment of interest-free loan by another ten yéars while
determining tariffs. .

As per the Authority’s working in CP, BIAL would require an equity infusion of approximately
Rs. 413 crore for future expansion and Opération_q! requirements during the Second Control
Period. In supportyof BIAL's current-capital- expansionsand-funding requirements, the
repayment of -interest free loan has been deféerred for a further period of 10 years (vide
Government Order no. IDD -111DJA 2017 — dated 29.06.2018). The safne is to be considered
by the Authority for tonff determination...

14.5 BIAL’s comments on Authority’s analysis on Cost of Equity, Cost of Debt and Fair
Rate of Return

14.5.1 BIAL has submitted as follows:

“..Cost of Equity being considered at 16% instead of BIAL submission at 21.48% as per
 CAPM approach”

AERA’s Treatment

As per the CP, the Authority has stated as below with respect to the cost of equity:
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need to submit an assessment of cost of equity based on Capital Asset Pricing Model
(CAPM) with supporting evidence including:

The risk-free rate

The equity market risk premium

Equity beta

BIAL has gone precisely by the requirements of the Authority and computed its Cost of
Equity using CAPM and submitted the same along with all supporting information. A

summary of BIAL’s computation of CestrafEquity is as given below: -

0 DO D 0 0

RI (Risk free rate) r average of 10 year bond yield (2005-2015) _

s

Equity Risk Premium
(ERP) for India

""ﬂ;‘a‘\ﬁs"ed ERP of India as per Aswath Damodaran

“AssetBeta (Ba) | 051 ||| | AS suggested ational Institute of Public Finance:

Debt (D) 1070 | Expacted Debt Equity Ratio for BIAL

Equity (E) 1153067107 Expedted Debt Equity Ratio for BIAL
D:E / --’.Expe ed Debt Equity Ratio for BIAL
_Equity Beta (Be) ' ' e-d i

“Ke (Cost of equity) magsrw R pe*{&ﬁpﬂ (.l-ndia))

As BIAL’s approach to computing its Cost of Equity is exactly as per the approach adopted by
the Authority, there is no reason for the Authority to deviate from its guidelines and propose
a lower Cost of Equity for BIAL. Accordingly, BIAL request the Authority to allow it to
consider 21.48% as it Cost of Equity. ' '

BIAL’s Submission:.» BIAL reQuests the Aython&y to@on&dﬁr the Cost of Equrty at 21.48%
based on the justgf:cat.'on prowfded by BJAL i

On Authority’s proposal to commission a study on Cost of Equrty and cons.'der the results of
the same at the time of trumg up.Second.control permd revenues.

BIAL’s Submission: - BIAL has nbted the Aurhe:“fty’f proposa," to commission a study on Cost
of Equity and consider the resufts of the same at the t:rrie:pf truing up Second Control Period
revenues. At this stage, since we are not aware of the terms and scope of such study, BIAL
reserves its right to respond to such a study at a later date.

Further, till the time such study is completed, BIAL requests that the Cost of Equity as per
BIAL submissions above is considered for the determination of aeronautical charges. Any
surplus or deficit resulting from the proposed study may be considered at the time of true
up.

On Authority’s proposal to consider the Cost of Debt at 10.25%

AERA’s Treatment
As per the CP, the Authority h P as.be ""i&)\respect to the cost of debt:
~ M (o)

Order No: 18/2018-19 Page 204 of 264



Cost of Equity, Cost of Debt and Fair Rate of Return

BIAL’s Submission: - BIAL would submit to the Authority that interest rates are uncertain
and fluctuate based on market factors. BIAL assures the Authority of its best efforts of trying
to confine its interest outflows to a rate below 10.25% p.a. However, in case the interest
rates for BIAL ﬁarden over time, BIAL requests the Authority to be considerate on that
account and allow a true up while determining tariffs for the Third Control Perlod.

On Authority’s proposal to consider the FRoR as detailed in Table 61 Para 12.2.14 of the
Consultation Paper for the purpose, Qf e;amputmg ARR for the second control period and
Ring-fencing BIAL’s mvestme,jt m rhg._, )
AERA’s Treatment N e

r the.purpose of FROR

As per the CP, the Authority hasstatedﬂsbe w with respect to the determination of Fair
Rate of Return (FROR): g

------

BIAL’s Response
Contradictions identified in th &
The Authority has treated hotg: %

nent
Bl '
eraﬁbutfca! activity but ring-fenced / excluded

equity investments into the hote." whf!e compunng Equity for FRoR. As discussed earlier, the

Authority considered revenues from prd,berty deve:‘opment as non-aeronautical revenues in
the following ways:

Security Deposit of Rs. 76.5 crore received from hotel is considered as part of tariff
determination. A notional interest on these security deposits have been factored in as a non-
aeronautical revenues and SUb}E‘Cfed to 30% SRT.

A notional lgase rental: has. bsen considered ﬁam hotel, «gﬂd stfeated as non-aeronautical
revenues. The -A{;thbr_r_ty has ﬁever-__cons;dered such.a notfané:‘ r‘enta! in any of the previous
exercises of tariff determinations.

In the normal regulatory-practice; investments in non-aeronauticu! businesses were never

ring-fenced /excluded f;om Equ:ty while camgatm g FR@R

Further, equity investments of BIAL it the hote! are'ring :fanced for the purpose of computing
FRoR. However, the basis for such treatment not explained by Authority in the Consultation
Paper. BIAL may have to interpret that investments were excluded from Equity computation
as hotel is a non-airport / RE business. The treatment of considering hotel revenues as non-
aeronautical and not considering investment in hotel business is a contradiction and
inconsistent. Such an approach is to the detriment of BIAL. ...

It is worth mentioning that while BIAL's investment in the hotel has been ring-fenced from
Equity for the purposes of computmg FBQR,.,Q."F the beneﬁts of the hotel, i.e. cashflow

:Fr

support on account of security depdst; ik é@mﬁzn security deposit, notional lease

BIAL would like to highlight that
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this position of the Authority is despite the fact that funds collected from the security
deposit of the hotel has also been deployed back into the airport business. Such a treatment
is inconsistent and to the detriment of BIAL.

Arbitration award involving the hotel

BIAL would like to highlight that it had to adhere to arbitration award under which it had to
acquire hotel Bangalore Airport Hotel Limited (‘BAHL'). The Authority is requested to take
cognizance of the fact that BAHL has been in losses since its inception before finalizing its
regulatory treatment while issuing a tgrgff Qrder

--'aév

BIAL’s submission: Based on/ the -BfA{.;;__;equests the Authority to consider the

investment in the hotel subsn?:a s.a non ;{;ﬁbrt activity and outside the regulatory

On true up of the Cost of Debt based Gherhges to Interest rate and to true up the Fair

Rate of Return based on changes fo fpe gmndg hetween Equity and Debt considering actual

position for the control period, at ﬁk m’:b of determination of tariff for the next control

period.
BIAL’s Submission: BIAL subfaﬁﬂ‘s-' hat ithe (;Q\,gg, f Debt and FRoR for the current control

period may differ from the pro_jec ons cons.'dered for the determination of tariffs on

account of fluctuations in mtéfést rbtés and‘ "changes in capital structure respectively.
Accordingly, BIAL is in agreement with the Authority’s proposal to true up the Cost of Debt
and FRoR for the current control period, at the time of determination of tariff for the next
control period...”

“..BIAL request Authority to ring fence the Non-Airport activities and not to consider the
notional lease.rental. an&‘-ir.iﬁé;&est income.from, HateJ .-Furthgﬁ_;r,be Aufhon‘ty may ring fence
the net investments in Hotel after reﬁuéfhgf- the 'siec:;ﬁ‘l";y_ dep_offt (Rs. 76.5 crore) and interest

(Rs.55 crore) while adjusting Equity investments for a'rn'v'ing at FRoR...”

14.6 Authority’s exammatlop Qf Stakeholders comments on Cost of Equity, Debt and
FRoOR

14.6.1 The Authority has carefully re\newed comments from BIAL and other stakeholders

14.6.2 The Authority notes that BIAL has submitted that the Cost of Equity may be considered as
per BIAL submission. The Authority notes that the Authority had considered cost of equity at
16% in the Order of the First Control period. BIAL has used the same formula and considered
the current Risk Premium for India and Equity Beta and computed the Cost of Equity.
Authority notes that there are no adverse changes to the risk profile of Indian Airports; in

the contrary, the current traffic scenarios ar .fa»owable to Airport Operators. Considering

\l"'d.‘Ji -fd? Ty,
that the study was done earlier in time D osed to carry out a study on cost
of equity and true up the ARR base ;\\de Accordmgly, the Authority
R
i
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14.6.4

14.6.5

14.6.6

14.6.7

14.6.8

Order
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decides to consider Cost of Equity on the same basis as that proposed in the Consultation
Paper.

The Authority notes BIAL's request for true up of debt based on actuals. The Authority will
review the reasonableness of the cost of debt contracted by BIAL and based on the
evaluation, true up the same.

The Authority also notes that BIAL and other stakeholders have indicated that since the
income is considered as “Non-Aeronautical Revenues” the investment in such operations,

which was excluded from Equity for. the.purpose of computing the Gearing, should be

considered as part of the Equitydeployed.in Airport Project and not excluded. The Authority

notes that for reasons stated inPara 4'_'a'b' e/l éel"the land was given on lease to BIAL with

a clear purpose and objective ahd..BIAL,.Iannot be expected to earn more than reasonable

return from a land given at ver?llow* éntals income from such activities is being
considered for cross-subsidising fhe Aﬁerhrfautacal charges. This does not mean that any
investment made by the AprOFt Qﬁrd‘bér in, other than Airport Business, would be
*g-,-j_dg-?mwdmg return on Airport Assets/ RAB.

’ -Egh'['i:ghted that in carrying out the adjustment,

at Bl

“net invested value, after adjustln_g the deposn recewed from Hotel” was not considered but

considered for computing applia

However, the Authority notes

the gross value was considered. Tfis has beeh Taken note of by the Authority and only the
net value is taken into consideration by the Authority in the final Order.

The Authority, during reconciliation of model for Final Order with BIAL had noted that the
cost of debt in 2016-17, before re-financing was higher at éround 11%. The Authority has
considered the actual cost of debt for 2016-17 and 2017-18 and trued up the cost of debt.
The Authority, has also Gﬂnﬁldered the aetual ﬁb&ltvls“h of: Beb!: and Equity in 2016-17 and
2017-18 based en updatlon df actua} reWenues and prﬁjectlbns based on projected revenues
for the balance years in the control period and computed the Equity Debt Gearing.

Based on the examination and above analysis,revised-FRoR calculated by the Authority is as

under:

Table 65: FRoR computed by the Authority for complting returh on RAB-

Fair Rate of Return as computed by the Authority Percentage

Cost of Funding Sources
Ke 16.00%
Ks 0.00%
Kd 10.39% |
Weighted average gearing (WG) of Equity 37.06% |
Weighted average gearing (WG) of State Support (Soft Loan) 5.23%
Weighted average gearing (WG) of debt 57.71%

| FRoR 11.93%
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Decision No. 11. Regarding Cost of Equity, Cost of Debt and Fair Rate of Return

1l.a. Based on the material before it and its analysis, the Authority decides:

i. To exclude “net investment” made by the Airport on Projects other than
Airport as a reduction from Equity deployed for Airport Project, for
computing gearing used to calculate the Fair Rate of Return.

ii. To consider Cost of Equity at 16% for computation of Fair Rate of Return.

iii. To commission a studvﬂ_gn Cost of Equity and consider the results of the

same at the time of trui
Jor 2

cond control period revenues.

iv. To consider the. FRORHS n' Table 65 Para 14.6.8 above for the
purpose of com puﬁngARR fo h:e-zé.:econd control period
v. To true up the COst"-t'if Q a‘éé‘fd]iin any changes to Interest rate and to true

up the Fair Rate of Ii'etig
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15 Taxation matters

15.1

15.1.1

i51.2

15.1.3

BIAL's submissions on Taxation matters

BIAL in its submissions had stated that they were entitled to a tax holiday under Section 80
IA of Income Tax Act for 10 years in the period of first 15 years of opérations. During this
period, they were required to pay the Minimum Alternate Tax on the Book Profits of the
company. BIAL had submitted that they propose to avail this tax holiday from the Financial

Year 2012-13 for a period of 10 years, During the 5 years of the control period, BIAL

L %

proposed that they would be P_agfmg.-:’Blf'i‘lyifﬁué.‘mﬁﬂi_[pum Alternate tax (MAT) as applicable.

The company had considered f-’.&_}f_éi_
BIAL had submitted as follows: -

0% plus surcharge for the control period.

“..Direction No. 5/2011-12 detqils it _Ihf;;,s"-;i'}bctuaf tax payments projected for tariff
W 88N -
computations will be allowed as?a ‘;l'éémrbﬂ%'sement in arriving at the Aggregate Revenue
L A R

Requirement.

i

‘qyﬁaé its has been made based on the prevailing

i

The computation of projected_,é"

1

Income Tax laws and rules.

WLAL

Tax Computations also considﬁg%l?d

A

ar Logpt e

r?u ns and 80IA of Income tax act. BIAL is
e f

T

eligible for Income Tax holiday for a continuous 10-year period, starting FY 2012-13, in the

first 15 years since AOD. BIAL plans to avail the benefit during the second control period
also. Accordingly, the tax payment projections for the second control period is based on

Minimum Alternate Tax computed on Book profits, as given below...”
Accordingly, the MAT paymeénts proposed to be included as part of the Aggregate Revenue
S ST cbeRe S S I'w\“s.‘»‘ TRLLEEI
Requirement, as submitted by*BIAL uhder Hybrid TnuWe re as d_gtéTled below:

Table 66: Tax outffow c&ns."dered as pdrr of ARR computations under Shared Till by BIAL for second control
period (Rs. Crores)

Aero PBT VY EFRY im BE 1,360 | 1,287
Effective Tax rate 21.41% | 21.43% | 21.45% 22.10% 22.95%
IT Reimbursement 205.85 241.47 256.32 300.46 295.29

15.1.4 BIAL had also submitted as follows:

Order No: 18/2018-19

“..As the financial projections are based on Indian GAAP, the tax computations are also
based on the same income base with adjustments required under the Income tax provisions.
However, impact due to application of IND AS and Income Computation and Disclosure

Standards (ICDS) is yet to be ascer
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15.2.1

15.2.2

1523

15.2.4

15.2.5

15.3

15.3.1

Order No: 18/2018-19
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Authority’s analysis of Taxation matters as detailed in Consultation Paper

The Authority noted that Minimum Alternate Tax (MAT) was the minimum tax outflow that
the company had to make, on the book profits. The Authority also noted that MAT paid
could be carried forward and be adjusted against the normal tax payable by the entity on
the tax computed on profits from the year after the tax holiday period.

The Adthority noted that the Authority’s guidelines detailed that tax payments would be
considered for ARR computations. Accordingly, the Authority considered the tax outflow
projected based on the Aeronaut‘l__i..pq‘llffﬂ'j.;a(s\ vhe J;ax cost to be added to the ARR.

Tax numbers projected by BIA‘Iﬁ&é imp: J,‘Qld--lbv Gther changes in the ARR and prcuected

| IT Reimbursement

“The Authority noted that similar to other numbers, the tax cost estimate also had to be

trued up based on actuals, which would be carried out by the Authority at the end of the

current control period.

BIAL’s comments on Authorlt\f s analysis on Taxation matters

»-.\

BIAL has subn’utteg a&fol[@m-

“..0n tax outffow estfmate {MAT) for cen}pumneh of Aggregate Revenue Requirement
AERA’s Treatment

c ___‘,th _,_Author.'ty BIAL would like to submit
that it is covered under sect‘!bﬁ 8’0*!;4 m’tome “of the Income Tax Act, 1961. Accordingly,
Minimum Alternate (MAT) payable on reported profits will have a matching MAT credit
(asset) creation available for set off in the next 10 years as per the current applicable
provisions of Income Tax Act, 1961.

On Authority’s proposal to true up the projections based on actuals, at the end of the
control period, in computation of tariff for the next control period

BIAL Submission: - BIAL submits that the taxes paid for the current control period may differ
from the projections considered for the determfnatr‘on of tariffs on account of various

factors.
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Accordingly, BIAL is in agreement with the Authority’s proposal to true up the Taxation for
the current control period, at the time of determination of tariff for the next control

period...”

15.4 Authority’s examination of Stakeholders’ comments on Taxation

15.4.1 As part of updation of the actual revenues for the year 2016-17 and 2017-18, Authority
noted that the Aeronautical P&L resulted in Profits for the year 2016-17 and 2017-18. The
Authority decides to consider the actual MAT based on Aeronautical P&L for 2016-17 and

%
-

lated by the Authority as under:

15.4.2

IT Reimbursement

Decision No. 12. Regarding Taxatio

12.a. Based on the material it
i. To consider tax o&{ﬁﬂ&iﬁms{irﬁﬁtﬁiﬂm&ﬂ as detailed in Table 68 Para 15.4.2

above for computation_of Aggregate Revenue Requirement.
ii. To true up the projections based on actuals, at the end of the control period,

in computation of tariff for the next control period.

: P
vic Rogule\*}

Order No: 18/2018-19 Page 211 of 264



Working Capital Interest

16 Working Capital Interest

16.1 BIAL's submissions on Working Capital Interest
16.1.1 BIAL had submitted the following, in case of Working Capital Interest:

“..Working capital requirement is considered and the cost of funds is estimated at 12% per

annum...”

Table 69: Working Capital Requirement projected by BIAL (Rs. Crores)

Par;;cular.sﬁ(ﬁs. c:lore)‘ ﬂb‘ﬂﬂ . FY20174 [ FY,: O{'Sl;.‘-'f;_ 'fZF?f?}-Ji:‘J-' _-'__..‘- ! F‘f'iﬂzl
Worklng capital Requirement = | 56,68 145.14 | 150.19 152.36
Interest on WC borrowing 5.75 17.42 18.07 18.28

16.2  Authority’s analysis of Workmg#tiﬁl ] i|§| er
; Al

16.2.1 The Authorlty noted that BIAL had*

16.2.2 The Authorlty proposed to corﬁp* _ W’@’»Ih
Model at 9.5% from 2018-19 oﬁﬁa‘fﬂ@ ’ﬁctﬁ?ﬁjnkiy, the recomputed fee/ Working Capital

was as detailed below:

, st on the funds estimated as per Financial

Table 70:Working Capital Interest/ Lender Fee estimate considered by the Authority in Consultation Paper 05/
2018-19 (Rs. Crores)

WC Interest « . 8| z g
Total wEH W 9 SN ® Ry738 W F133H W .13.59 12.98i

© 16.2.3 The Authority noted thafth.e acitsal Worléin;"'caplt_
could vary considering tFyé- cash ﬂQW of the entity. Th ‘,

the actual borrowing and Interest at the end of current controi period, based on actuals.

16.3 Stakeholders’ comments on Working Capital Interest
16.3.1  IATA has stated the following:

“.JATA commends AERA for recognizing the need to adjust the WC Interest from the
current 12% to 9.5% from 2018-19 onwards...”

16.4 BIAL's response to Stakeholders’ comments on Working Capital Interest

16.4.1 On comments from IATA, BIAL has sufbrg'{tfé'é'f v
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“..BIAL observes that while IATA has commended on the Authority’s proposal to revise the
working capital interest from the 12% p.a. submitted by BIAL to 9.5% p.a. starting from FY
2018-19, it has not provided any justification for the same.

BIAL does not support IATA’s submission and would like to reinforce its submissions made in
its response to the CP. In its response, BIAL has highlighted that while typically, interest
rates on short term financing (workling capital) is higher than on long-term financing, the
Authority’s proposed interest rate for the former is even lower than that allowed in case of

the latter...”

.'J\ y

16.5 BIAL'S comments on Authoﬂtv”s‘g‘—dhﬁ] 5is uh Weirklng Capltal Interest

16.5.1 As per the CP, the Authority has: stated a&-hfeflow:'wnth respect to the interest on working

capital:

On Authority’s proposal for treatrifie{fi of }_‘hf_ér'e};sr-on Working Capital AERA’s Treatment

---------

) "'.f'ty s statement that these working capital

BIAL’s Response: BIAL ackno\ée!edges
limits have not been availed. 'N'Jﬂ ;me Strg grséfposed by the Authority on working capital
loans i.e. 9.5% p.a. We would Mgg t;g h(gbjfgﬁ_t mgt the interest rate considered by Authority

is lower than the interest ra?e a.-'fowed on fbng term finance viz. 10.25% p.a. As the
Authority would be aware, interests on short term financing (working capital) are always
higher than long-term loans. Considering this, we request the Authority to consider working
capital interest rate at more than 10.25% p.a. and accept BIAL’s estimate of ~12% p.a.

BIAL Submission: - BIAL requests the Authority to consider 12% p.a. as the cost of working
capital loansgfor th?remmnmq years: af the Seco?‘rd Controiwﬂencd

On Authority’s proposal to true up rhe pra_;_.ectrons ‘based- on agtuafs, at the end of the
control period, in computation of tariff for the next control period

BIAL’s Submission: - B.-'AL..S._ubmr'ts ithat the ugqu."ng_f-capf‘tai requirement / interest for the
current control period maj;*;iiffeﬁ;fﬁom r,‘h.jé:--pfdfect}_'@h&considered for the determination of
tariffs on account of fé‘t:tokss"uch' as'-chaﬁges-:fn ‘passenger traffic, O&M expenditure, non-
aeronautical revenue etc.

Accordingly, BIAL is in agreement with the Authority’s proposal to true up the working
capital interest for the current control period, at the time of determination of tariff for the

next control period....”

16.6 Authority’s examination of Stakeholders’ comments on Working Capital Interest

16.6.1 Authorit\) has carefully evaluated comment made by BIAL. Authority notes that the working
capital loan draw down and Interest raté'/mu'ln'r*ﬁe;g imated currently and would need to
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be based on actuals. Accordingly, the Authority decides to consider working capital based on
its estimated in the Consultation Paper and true up the same based on actuals.
-16.6.2 Based on the analysis of the above, revised working capital/lender fee is calculated by the

Authority as under:

Table 71: Recomputed WC Interest / Fee considered by the Authority for computation of ARR (Rs. Crores)

Working Capital/ Lender Fee | 2016-17 2017-18 2018-19 2019-20 2020-21
Lender / Engineer Fee 21.54 2.73 273 2.73 2.73
| WC Interest 0005k, 0.00 10.75 11,03 10.37

| Total 215 2.73 13.48 13.76 13.10

Decision No. 13. Regarding Work__'ifd_g?:_@g_'@;f;q ntare;t

13.a. Based on the mateﬂailﬁefbra* and its analysis, the Authority decides:
I RIRIT

i. To consider Working}lcﬁ"péﬁal-ﬂiﬁ%dr’est / Fee as detailed in Table 71 Para 16.6.2

A T

above for compufcﬁ‘ n te Revenue Requirement.
M :

ii. To true up the projections based.on actuals, at the end of the control period,

in computation of tariff forthe next control period.

et id ] Svivd e
IO TG
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17 Wholesale Price Index
17.1 BIAL submission on WPI

17.1.1 BIAL has submitted as follows:

“..The WPI and CPI projections are based on a review of two key government sources -
namely the Reserve Bank of India (RBI) and the Office of Economic Advisor, Ministry of

Commerce and Industry.

Using the above data, the Gepmetrrc. Mean
as 5.78%.

the-WPI over the last nine years, is calculated

17.2 Authority’s analysis on WPI/ Inflatlnn'ﬁ " *in Consultation Paper

17.2.1 The Authority had reviewed BIAL’s llsubmismqh Qn CPI and WPI. The Authority noted that CPI

".'L'

has been used by BIAL in forecastilii

-inﬂﬁea§ét lh cost/ revenue etc. where relevant and WP

was used in forecasting target rg\(é‘pu_ i) Ylﬁld computations.

17.2.2 The Authority proposed to con§[ Y
by the RBI in January 2017. As per h

gg‘é’sts as per the quarterly survey conducted

esui s of the Survey of Professional Forecasters on

Macroeconomic Indicators — Round ﬂd""thé‘ mbHuan percentage change in WPI over the

succeeding five years is projected at 3.9% p.a.

17.3 BIAL submission of Authority’s analysis of WPI

17.3.1 BIAL had submitted as follows:

“..BIAL submits thgt qcrua) WP! may. QQ‘fer _f,f:dm the proj ct.tons considered for the
determination of tar.;ffs Fu,nther BML as part of MYTP subm:SS ns requested for true up of
WPI as well, while determining actuof performance by the end of tariff period. Accordingly,
BIAL requests the Authority to consider the truing up of WPl to actuals at the time of

determination of tariff far the next.con tréléperf_é’d... i s
17.4  Authority’s analysis of Stakeholder comments on WP

17.4.1 The Authority had reviewed the comment submitted by BIAL.

17.4.2 The Authority had also noted that as per RBI issued results of the “Results of the Survey of
.Professional Forecasters on Macroeconomic Indicators — Round 45”, the mean WPI inflation
is forecasted to be 4.2% for the next 5 years. The Authority has proposed to revised WPI for

the 2" control period to 4.2% and true up the same based on actuals.

Decision No. 14, Regarding Wholesale Price Index

14.a. AedglbEToretitarlNEs analysis, the Authority decides:
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i. To consider Wholesale Price Index at 4.2% for all the years of the 2" Control
Period based on the results of the latest survey by RBI.

ii. To true up the projections based on actuals, at the end of the control period,

in computation of tariff for the next control period.
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18 Quality of Service

18.1

18.1.1

18.2

18.2.1

18.2.3

BIAL’s submissions on Quality of Service

BIAL had not made any submissions related to Quality of Service as part of its MYTP

submission dated 25.03.2016 and its revised submission in April 2017.

Authority’s analysis of Quality of Service detailed in Consultation paper

Authority had, in MYTO-CP1 noted the provisions of the Concession Agreement with respect

Y s,

to performance standards (par,tiey__la?rl' tticle~-9 and Schedule 9 Part 2 thereof). The

Authority noted that these sténdards we _.dfon IATA Global Airport Monitor service

standards. The provisions of thé.éoﬁ’éeés’i' n A resﬂment also indicated the consequences of

not coming upto the prescribed::'i-j:le\;{é] of parfomance standards. Therefore, the Authority

felt that the scheme of performaﬁj;:e.;_étar}g:lgl s as indicated in the Concession Agreement

‘would be reasonable for this purpose:

Concession Agreement of BIAL stated as follows:

“...Monitoring of Performance Standards
9.2.1 Throughout the term of this Agreement the Airport’s performance shall be monitored
by passenger surveys in accordance with this Article 9. The criteria used to measure the

Airport’s performance sh:aH be the IA TA Global Airpert Monrtor serwce standards set out in

Schedule 9, Part 2 r:f‘r suah crrtena as ma _i;e hﬁ)waﬂy ag}%eﬁ upon from time to time (the
Standards).

9.2.2 BIAL shall participate in IATA surveys and shall ensure that a survey is conducted each
year in accordance with '-'M"?'A’s 'r?gqﬁfren&eh'ts to def“ermine the A:‘rport’s performance. The
9.2.3 If three (3) consecutive surveys show thar the Arrport is consistently rated in respect of
the service standards under BIAL’s direct control, as lower than IATA rating of three and a
half (3.5) (in the current IATA scale of 1 to 5), BIAL will produce an action plan in order to

improve the Airport’s performance which must be implemented within one (1) year...”

18.2.4 The Authority understood that BIAL had got an ASQ rating of 4.85 in the year 2016 and 4.83
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in the year 2017. Hence, the Authority was of the view that BIAL was meeting the required
performance standards and there wa&W for any penal provisions to be apphed on
BIAL.
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18.2.5 Similarly, for the 2™ Control period, the Authority proposed that BIAL should ensure that

service quality at Kempegowda International Airport, Bengaluru conformed to the

P

erfarmance standards as indicated in the Concession Agreement.

18.3 Stakeholders’ comments on Quality of Service

18.31

18.3.2

18:3.3

Order No:

IATA has stated the following:

”...IATA’s best practice approach to quality of service is summarised in our “Airport Service
Level Agreement — Best Practice” paper wand recommends quantitative, objective measures

rather than qualitative, p,er@epﬂ,m

ed’, measures referenced in the Concession

Agreement.

This ensures that actual perforsmav e Qf ' ‘ir,dort is measured, and the quality of service

agreement or Airport SLA prowdes.tfhe'Ajrpqrffwrth a clear understanding of the levels of
service and outcomes required f\ﬂ @réier -a mheet Users (typically the Airline Community)
expectations, in return for the cmf" rtcha ,'eis‘-fhey pay.

Levels of Service should be olnt]

establishment of a best practicé:

greéed  bBetween Users and Airports, while the

%
|f

Airport and its Users should be based on an

Between,
approach of openness, tranqucenﬁx anqi coﬂaborat;on to promote a culture of continuous
improvement. R —

Unfortunately, these best practice elements have not been included, and a total lack of
transparency regarding objective meoeurement is @ major concern. These issues need to be

resolved to ensure the airport is held to account and users need delivered...”

BPAC has stated the follgwmg

. B

“..We request AE RA to appomt a ansumer Ombu@sman to rmprove the quality of service in
KIA and provide a pfatform for consumer gnevances. AERA may also direct KIAL to publish
quarterly data on consumer grievances This will enhance the transparency in the
operations and quality of service prawded ;by !?!AL

In the best interest of‘a]‘nzéns @fﬁengaiu;u Who use t&e airport services, we request AERA
to guide KIAL to nominate an eminent well-respected citizen of Bengaluru as an
independent member to the Board of KIAL. Inducting such an eminent person on to the
Board will help in ensuring service delivery at the most optimal cost which is in the best

interest of the air commuters and the development of the city...”
Consumer Care Society (CCS) has stated the following:
“..There must be a number of parameters to assess QoS. No such parameters nor any

numbers associated with the paramety;&uﬁvgbaen provided. AERAI have concluded that no

penalty needs to be imposed on ,BML y with their concession agreement

(CA) and AERAI’s analysis appea{s”t ha to determine whether penalty is to

.t
I
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be imposed or not. Perhaps it may not be wrong to say that in the minds of the public and
customers QoS determines the reputation of a service entity such as an airport even more
than cost. It is not also not clear whether during the years that BIAL has been in operation,
BIAL’s QoS has shown an upwards trajectory or not and whether further improvement is
possible or whether BIAL has reached the pinnacle. Here again how does the QoS of BIAL

”

compare with other airports nationally and internationally?....

18.4 BIAL’s response to Stakeholders’ comments on Quality of Service

towards the need to move away frorﬁ QU@hmt{?e perception-based measures as provided in

the CA to quantitative, objectfve mea&we‘s -tp\estgmate QoS at the airport.

”"'na!s (’ACI’) comprehensive initiative to
é?'Issemge_’.t's with participation of over 321
airports in more than 50 countn These 3 usveys seek to measure passengers’ overall
satisfaction with an airport by?’ahk%’né !ts per)‘brmance against other airports in terms of
various aspects of an airport’s services. The survey is circulated to departing passengers and
asks them to complete it based on their exp:erfence at the airport.

The CA mandates the maintenance of a minimum rating of 3.5 on a scale of 5. BIAL has

been consistently scormg over 4.5, ensuring the quality standards/ service levels are

maintained. Fyrtheﬂ, the: Autéwnty cans;dered thﬂ AL shgl} ensure that service quality at

KIAB conforms to the perfprmance stanﬁ‘ards as'/‘: d;eated .l’n the CA over the Second Control
Period. Lastly, KIAB has been ranked second in the hst of 2017 ASQ Award winners for “Best
Airport by Size: 15-25 Million Passengers?’ w;th Denpasar, Haikou and Sanya Airports tied in
first place. Also, Section 13(1) (d) .‘.-;enw‘s&be;_p-.ﬁm__fi‘éd role of monitoring of performance
standards that have o’fféadyc.ﬁeéé set: The C)Il'-:'-‘h.a"s?ifsef/ﬁ'ﬁescrfbed quality standards, which
BIAL is adhering to. In that light, IATA’s comments travel beyond the jurisdiction of the
authority...”

18.4.2 On comments from B.PAC, BIAL has submitted as follows:

“..BIAL notes B.PAC’s request to the Authority to appoint an independent Consumer

Ombudsman, which will help in enhancing transparency in operations and improving the

redressal.
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BIAL submits that the AERA Act does not have provisions for appointment of independent
Consumer Ombudsman. Further, the monitoring of performance and customer satisfaction
is undertaken by BIAL as provided by the CA and the same is being shared with the
Authority.

Further, BIAL observes B.PAC’s suggestion to the Authority for directing BIAL to nominate an
eminent citizen of Bengaluru as an independent member to the Board. BIAL submits that .the
Appointment of Directors is governed by the Companies Act 2013 and the same has been
duly complied with by BIAL. '

their website and requested the Atﬁ homy-.-wwdfféct BIAL to make the same available.
The annual report containing the j,.audfgéﬂ fmanc;aa’s of BIAL will be up!oaded on the

18.4.3 On comments from CCS, BIAL-hég'm mitted:

“..CCS has mentioned that whiié ‘there must Bé.a number of parameters to assess QoS, no
numbers associated with any such parameters have been provided by the Authority (while
analysing the QoS of KIAB). Accordingly, CCS has commented that it is not clear whether in
the years BIAL has been in operation, its QoS has shown an upward trajectory, whether any
further improvement is possible or whether it has reached the pinnacle. CCS has also raised
mtemat;onaﬂf .

BIAL would like to hiéﬁh’ght that its .CA rhafisb‘ates maintaining a minimum Airport Service
Quality (ASQ) score of 3.5 on a scale of 5. BIAL has}___been consistently performing over 4.5
and above, ensuring that the quahry standards/ semce levels at KIAB are maintained.
Further, the Authority, t_rus pq_opes_.@d,-m the CP that B!AL._s_:haH ensure that service quality at
KIAB conforms to the performance standards as indicated in the CA over the Second Control
Period. Finally, on comparative performance with other airports, BIAL would like to submit
that KIAB has been ranked second in the list of 2017 ASQ Award winners for “Best Airport by
Size: 15-25 Million Passengers” with Denpasar, Haikou and Sanya Airports tied in first place.
Therefore, the airport is continuously wining accolades for its quality of performance and

customer satisfaction...”

18.5 BIAL's comments on Authority’s analvsi‘f UII‘Q-uaIlty of Service

18.5.1 BIAL has submitted as follows:
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“.0n Authority’s proposal that BIAL shall ensure that service quality at Kempegowda
International Airport conforms to the performance standards as indicated in the CA over the
2nd Control Period

AERA’s Treatment

As per the CP, the Authority has stated as below with respect to service quality:

“16.2.4 The Authority understands that BIAL has got an ASQ rating of 4.85 in the year 2016
and 4.83.In the year 2017. Hence, the Authority is of the view that BIAL is meeting the
required performance standards and-there-is no need for any penal provisions to be applled
on BIAL. S

16.2.5 Similarly, for the 2nd Cantro! ﬂermd tbé A>uthonty proposes that BIAL shall ensure

that service quality at Kempegowdia Instematwnaf Airport, Bengaluru conforms to the

performance standards as in dfcdt'e inEh hcessfon Agreement.”
BIAL Submission: - As Authority h,asfné,téﬁe B!AL continues to comply with the requirements
of ithe Control Period has exceeded the ASQ

s t q,marter of 2018, ASQ score of KIA was 4.89.

of the CA and over the first _th'-'”:Ea._.
requirement (2016 — 4.85, ZO,II' -*4?88 )‘n
It can be seen that BIAL continl " y

";53 m’i‘mmum reguirements and is undertaking all
necessary steps to ensure that.it. com{ny.eg to:meet the performance standards including
making necessary capital :nvestmeﬁf;s,l f;"n,dlémé;mng digital initiatives including D:gf Yatra
etc.

The inability to take up capital investment due to cash flow issues may hamper operations
and ability to handle such high growth in traffic, which may impact the service quality

levels...” _

18.6 Authority’s éxamiq;tid.b, Qf&takehaldgrs' commﬂhts oh Qu%gllty of Service

18.6.1 The Authority has carefully evaluated the comments from Stakeholders and BIAL on Quality
of Service. - ;

' 18.6.2 The Authority notes thatl:-'Blli-_L is egnst_rpci;i_hg,_.as-:_lg'few;'ﬁunyvay and the Authority expects that
the same will be put to .;ise*fr;a'@ the time it is cgmmgisﬁﬁn:gd.

18.6.3 The Authority is in the process of establishing methodology for evaluating Quality of Service
and in the first phase will collect the data on defined performance parameters from the
Airports and after due analysis, will take the process further.

18.6.4 The Authority notes that the existing resources have been fully stretched at Bengaluru
Airport and expect BIAL to take all necessary steps to ensure that service quality level

conforms to the levels indicated in the Concession Agreement.

Decision No. 15. Regarding Quality of Serwca' -

15.a. Based on material bef l:,g*/td i sis,sthe Authority decides:
T
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i. That BIAL shall ensure that service quality at Kempegowda International
Airport conforms to the performance standards as indicated in the
Concession Agreement over the 2" Control Period. |

ii. Not to levy any penalties / rebates against BIAL for the 1st Control Period as
BIAL has managed to ensure prescribed levels of service quality during the

review period.

HAHT S

gy
an I'q[:-rar

—h"'—\fi'e.
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19 Aggregate Revenue Requirement (ARR)
19.1 BIAL’s submission on Aggregate Revenue Requirement (ARR)

19.1.1 BIAL had submitted its total Aggregate Revenue Requirement for the second control period,
under Shared Revenue Till as follows, based on the submissions on various building blocks

discussed in earlier sections.

i

Table 72: Aggregate Revenue Requirement as per BIAL under Hybrid Till (Rs. Crores)

Total

" 90005 |

'3603.2
Average RAB
1 5 1
FROR 17.10% | 17.10% | 17.10%
1539.0
Return on RAB 616.12 | 827.26 , | 387210

Depreciation 271.92 | 335.26 | 465.31 | 1519.44

Operating Expenditure

512.23 | 587.81 | 766.39 | 2645.98
Concession Fee
Working Capital Interest/ Fee R By 20.15 20.80 | 21.01 91.98
Tax 1o ]. 205,857|241.47 | 256.32 | 300.46 | 295.29 | 1299.40
Less: Non-Aero Revenues -158.75 | -166.48 | -174.55 | -179.86 | -194.78 | -874.42
. 1021.0 | 1247.2 | 1502.1 | 1891.7 | 2892.2
Aggregate Revenue Requirement 8554.47
5 4 9 3 6
Add: Shortfall recovery for Pre-Control and First Control period 2121.02
' 10675.4

Total Requirement as pergw.'

S 3
T 9
'i‘.\_

w =
E {' .....

19.12 Accordingly, thewy eld conﬁ;i‘;j e’d per msséhger*

Control period.

(‘@PT was. 5%2 20 at the beginning of the

19.2 Authority’s analysis of

Aggreggte Reg(anug, Re%yrement detailed in Consultation
Paper '

19.2.1 Authority’s analysis on indiviHual"'buﬂdm%gﬁ blocks of ARR were detailed in the individual
sections of this Consultation Paper.
19.2.2 Based on the individual analysis detailed above, the recomputed ARR for the second control

period under Hybrid Till was as given below.

Table 73: Recomputed Aggregate Revenue Reqwrement under Hybrid Till detailed in Consultation Paper 05/
2018-19 (Rs. Crores) i

¢ 1266045 | 3061.86 | 4054.27 | 5430.66

IDS3% N 11.33% | 11.33% | 11.33%
\

301.48 1 \846.96 | 459.42 | 615.39 | 1976.71

Average RAB
FRoR
Return on RAB

of Indig
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jr‘[] ]l‘\ hi

Depreuat:on 188.44 215.31 417.76 323.59 358.61 | 1503.71

Operating Expenditure 308.02 351.72 | 406.60 | 450.47 523.30 | 2040.11 |
Working Capital Interest 21.54 278 13.32 13.59 12.98 64.15 |
Tax : 0.00 290| o000| 0.8 0.00 3.08
Iiess: Non-Aero Revenues -102.30 -107.34 | -118.54 | -129.56 | -142.54 | -600.29
agf‘;‘?rg:;ee:f"e“”e 669.15 | 766.79 | 1066.10 | 1117.69 | 1367.74 | 4987.47

Add: Shortfall / (Over) recovery for Pre-Control and First Control period -618.34
Total ARR recalculated by Authorlty g 4369.14

19.23
19.2.4

19.2.5 The Authority noted that two years m qhe ﬂrqt control period was over and the tariff that

would be determined would be appJﬁcpble fo’l‘_ the balance 3 years in the current control

19.2.6 The Authority proposed to consid r-and-ap Ue tariff for the balance years in the control
period along with the Multi Yeaﬁ%ﬁiﬁ"ﬁgdéfﬁdﬁ{iggregate Revenue Requirement, together
and not have an individual assessment year wise.

- 19.2.7 The Authority noted that BIAL had not submitted the Annual Tariff Plan for the years in the

second control period. BIAL had stated as follows:

..Annual Tariff Plan
Clause 3.4 of: Ebe«Bugecn&n—Na 5/2010«&1 ,stvata.ﬁ tba ft@; f,ssugnce of the Multi Year Tariff
Order, the concemed Afr,dbrt Ope‘rator(sﬂ shaH subm:t te téwe Authonty its Annual Tariff

Proposal(s): Provided that an Annual Tariff Proposal shall be subm:tted at least 105 days
prior to the start of the Tanff Year BIAL requests the Authonty that the ATP submission be
allowed to be done aftgrfthe Auth@rfty rssge,s the M,W‘ gfirder for Control Period 2,

Variable Tariff Plan w M b, A :
In the Control Period 1, BIAL had proposed the Variable Tariff Plan (VTP) which was

accepted by the Authority and the Tariff Card for the VTP was approved by the Authority.
However, for Control Period 2, BIAL proposes that it should be allowed the option of filing
the VTP along with the Annual Tariff Plan, after the Authority has issued the MYT Order for
Control Period 2...”

19.2.8 The Authority also noted that, it would be necessary to have the individual year wise tariff
card laying down the different Aero autm‘é‘l ( ﬁl‘quﬂnd the workings for the Aeronautlcal

Revenues, in order to have a dlscussmn and hence BIAL was
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expected to submit the detailed Annual Tariff proposals in line with the ARR and Yield

arrived at by the Authority within 7 days of issue of the Consultation Paper.

'19.3 Stakeholders’ comments on Authority’s analysis of Aggregate Revenue
Requirement (ARR)"

19.3.1 AOC has stated the following:

”...We welcome proposed reduction in landing and parking fees...”

“..To ensure that capacity canstra;nt&atm do not adversely affect the growth of air traffic

and subsequently the growtb p}aﬂs__ J‘hes apemtmg out of the airport, we would
request AERA to support the auport{ S ( ol

We also request that tariffs be: _cons | rQS's control periods without the need to levy an

inflated figure in the third contr;;ﬂ perfa 1L proposed reduction in landing and parking

fees is also very much apprec:ated b g cﬁ’( memépm airlines...
19.3.2 10SL has stated the following:

“...Indian Oil Sky tanking is pré_!l'di Ul Fi wlnd ITP services at Bangalore International
Airport (BIAL). ”' '
AERA has projected the trafﬁé‘i“jé?éﬁ?fﬁ%f‘igg"%ﬁi%’ﬂion by March 2021 in the Consultation
Paper. This is much more that the existing terminal capacity and there is an urgent need for
airside and terminal expansion.

Currently, the parking spaces for the Airlines are not sufficient to meet their increasing

demand. Further, to take care of the increase in passenger trafﬁ‘c the requisite

expanded urgenqu Withaut fhE’ expans on of ;rzfrdstructuﬁe t‘he Afrport would slowly reach

to a stagnation point which would lead to compr'ete chaos at the airport and also the Airport
would miss the ensuing growth opportunities.

Indian Oil Sky tanking is 'mj_c_urr'.fﬁig._.h,ugé:--.myégfmeﬁts_._igjefyf‘ng upon the promising growth
projections of air trafﬂt: at tﬁ'é .gangégorégﬂ_irﬁaﬁj These measures and investments,
however, will only yield results if the Airport is able to achieve the projected traffic. The
investments in airport infrastructure by BIAL is critical for the growth of the entire value
chain in the region and the service providers investments are directly dependent on the
expansion by BIAL and resultant growth in Air Traffic.

As presented in the Stakeholders’ presentation by BIAL the total projected Capital
expenditure by BIAL is Rs. 10,556 Crs and cash shortfall of Rs. 1489 Crs. You would
appreciate that no infrastructure expenditure is possible without Funding & any negative
cash flows would have adverse impact - q& 10SL as’ weH since I0SL’s projects are in line with

BIAL expansion plans.
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We would thus request AERA to consider the above submission so as to ensure that
sufficient cash flows are available to BIAL for the timely expansion of the airport’s capacities
through a cash flow support by considering BIAL’s submissions on revenue equalization
across regulatory periods. Further the possible impact of the investments on the next control
period also needs to be taken into consideration...

.. As a service provider at Bangalore Airport, we support BIAL’s submission for continuing
the same tariff to meet their expansion plans, in the overall interest of the airport and

dependent service providers...”

19.3.3 BSSPL has stated the followmg

..We would make a humble suﬁmtsswn tfp'AERA thot BIAL’s capacity is nearing saturation

and there is urgent capacity expansjm req

ment and AERA should consider allowing BIAL

to continue the existing tariff as a cafsh._. _ﬂqw_mﬁchanfsm to help fund the expansion...”

19.3.4 APAO has commented as follows:::

"..It is understood that as pé uf ; }‘fﬁyﬁ'

negative cash flow by the end Bj":—"ﬁﬁ‘é’:&é olyleie _ﬁi‘rbf period. With 92% of the internal accrual

generation of BIAL having afré;dﬁyﬁ%ﬁ@ reiny \ ted for improving the airport capacity to

ﬁ:«roposals BIAL is likely to end up w:th a

handle the increasing demand of passengers and cargo growth, and in the absence of any
further equity. infusion, BIAL may face severe constraints with respect to funding its
proposed airport expansion project during the second control period. Given the escalating
traffic at Bangalore Airport it is pertinent to note that any deferral of the airport’s

expansion plans to the: t‘hr‘rd control period would choke the Airport due to capacity

constraints and f'ead to d‘etenoranon in th& a.'rpertfs serwcg{ levels.
To highlight the sanétity of thé CbnceSs:on Agreements for tariff determination of PPP
airports. We would like to submit that in 2004-05 when the Concession Agreements of BIAL
and GHIAL were signed,l_ -{nb*ja's ‘aviation industry !afc}k}ed a defined regulator mechanism to
determine aeronautfcg{'.cfal'_zjr:ge:s‘:;"' !n the absence: of @ defined framework, Concession
Agreements alone with discussions with the Concessioning Authority were the sole premise
for all financial analysis and corresponding investments decisions taken by bidders. The
Authority was subsequently established in 2009, after the projects were awarded for
development and operation of these airports.

In this context we would request the Authority to take into consideration an understanding
of the importance attached to Concession Agreements while determining the tariffs for such
airports. From an industry perspectrve the Au[hontys positions in the above consultation

on. Agreements takes the sector by surprise

- paper, which are incongruous wrth,the*(‘.’“ .

going forward...”
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19.3.5 BAOA has stated as follows:

“..As regard FTC, airport operators do not provide any facility directly to oil companies other
than merely allowing access into airport. The land usage charges are separately paid by the
oil companies.

FTC is just a fee for the right to sell or distribute aviation fuel and lubricant at airport. Before
2000, AAl used to charge only land rentals from oil companies. In 2001, a very small amount
of Rs. 50/ KL was levied. Since this has not been regulated in the past, und beiny considered

non-aeronautical services earher, the

.'ﬁ?’“"gf.’% got escalated as per mutually negotiated

The oil companies should be
through charge and bill it to{" rcra; irlines do not enjoy the same monopoly

position as the airport operator and to ernt even the oil companies...

19.3.6 SanjeevV Dyamannavar has submitted aS“foHé\A%\"

“..KIAL has not furnished the Aeronautica! revenue in the Consultation paper. Request AERA

to provide the same....”
19.3.7 BPAC has stated the following

“..KIAL's Prof:tqb:f.rty & F?OE is abnormal; - Bac,keﬁ by it healthy growth in passenger

traffic and mcreasmg Non*Aeronawﬂcaf“ retyenues» KFAL has been extreme!y profitable since

2014. Their Revenue from Operations grew 2X from 2014 to 2017 while the costs only
increased by 1.46X. ... KIAL has grossed 45% Prof.-t After Tax (PAT) Margins for the current
: %_ RGJE for. F?”d&l? Cle' rly, the economics of the Concession
e{va's .be.e-n. agped!fng. jor K!AJ_ Add:tronaﬁy, the undetermined

year and an fncred.'ble,;'

Agreement have by the
returns from related land transactions are an intangible, which can provide KIAL significant
upside. AERA not taking this upside into consideration further allows for KIAL to go
unaccounted for its abnormal profits.
Abnormal profitability has allowed GVK to divest at a very high valuation
BPAC has outlined the events leading up to GVK’s recent divestment from KIAL. The most
recent divestment which allowed Fairfax to get 6 board members has valued KIAL at INR
12,900 Cr, a sign of its extraordinary fucrat.rveness for the incoming investor...

“.In the Consultation Paper, 6%: %‘m' ‘ r’m;?hed details of only the Non-Aeronautical
revenue for which AERA has g “a‘thqns We request AERA to direct KIAL to

Order No: 18/2018-19 Page 227 of 264



Aggregate Revenue Requirement (ARR)

submit the Aeronauﬁcaf revenue in a similar manner, which has components of UDF and
PSF among others for the current control period.

The objective of collecting UDF is to provide passenger amenities, services and facilities and
used for the development, management, maintenance, operation and expansion of the
facilities at the Airport. Therefore, AERA should direct KIAL to publish the annua;' utilization
report of the UDF

Our request to AERA is that, the formula to calculate UDF should be made transparent...”

“...Abnormal profitability is UDF—SA{b&fd&éﬁﬁ "

AERA has not trued up UDF -E'ev'é-nu-e- conside ng ﬁi'e traffic volume based on actual growth

,‘.

during the 2011-2016 control perfo _Whi! c?éfermmmg aeronautical tariffs for the 2016-

2021 control period. AERA has aHo'wed'K _AL G_E'keep charging pnssengers UDF at the same
rate as was determined in the -"US& oiader iwithbut considering:
- passenger traffic has swelled beydn ,préyet‘ ns, delivering bountiful returns to KIAL

- No increase in capacity and ne.

; s*e until 2021, forcing passengers to
cramp up in the airport \ v
- In not abiding by its own Order AERA has faded in its duty of tariff regulation. Based on
past projections and actuals, BMC has $ummdn§ed that an unprojected UDF-driven income
of INR 379.79 Cr has not been trued up since 2013-14...

Through the above analysis, BPAC has determined that KIAL has not considered the “User
Development” aspect of the User Development Fee in letter and spirit.

¢ Passengers are already suffocated by the capacity overutilization at KIA and will have no
option but to,be further Ifnmriﬁemenced dunng fbe,fal[owmg years.

e UDF has subsfdfsed KIAL dt the cosf Gf users creai‘ed abnm:rha! monopoly profits.

s Failing to reduce KIAL's abnormal profits, AERA has allowed the previous investor to exit at
a large premium.

We urge AERA to true u‘p tl;e revenue. eaﬂhed from‘ ?h‘e deviation in passenger traffic to the
tune of INR 379.79 Cr.;.

AERA should strictly audit, monitor and report KIAL’s utilization of funds received through
UDF and other Aeronautical charges for the first and the ongoing control period.

We urge AERA to summarily nullify the UDF from 1st May 2018 as passengers should not be
forced to pay a development fee when the Airport is earning huge monopoly profit and user
fees are beyond projection

We urge AERA to strictly audit, monitor, and report KIAL’s utilisation of funds received

through UDF and disallow expenditures/investments that increase non- aero revenue.
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We urge AERA to follow the due public consultation process while determining tariffs and
AERA should release the public consultation paper immediately and follow the set process in
determining tariffs in a time-bound manner

KIAL has not made available the accounts for the FY 2017-18 in their website. We would
request AERA to direct KIAL to make available the audited/provisional accounts for the FY
2017-18.

We urge AERA to strictly audit, monitor, and report KIAL’s utilization of funds received

through UDF and other non — aero revenwe-during the second control period.

In the interest of full transpafency, q '&‘f AE;RA to direct KIAL to put on public domain

all contracts with related gam____ r}ceptmn and also conduct an independent

verification of the arm’s length: namre of these: -trunsact;ons In case any contracts are found

to be not at arms’ length, action -needs 0:-be fq{t:ated by AERA to recover the excess amount

1

so charged. In any case there shqufd ﬁe" full and public disclosure of all related party

transactions and arm’s length rm%u same on an ongoing basis every quarter.

UDF charged in the first contro i peti_ fer é&tended by AERA for two years and part of

the third year of the second co ¢ : B}ese unreasonably high rates. We are further
surprised to see that instead of qom;z}ete!y' !.'mmatmg UDF, KIAL has further proposed UDF
charges of INR 79 for domestrc pal;ssengers.l and INR 319 for international passengers for
remaining part of the third year. This sharply increases during the last two years of the
second control period and defies all financial logic.

We request AERA to disallow the collection of UDF through the second control period for the
following reasons:

1. Because of delayiin hea‘ﬁﬁg by AERA; excess UEFhas been charged in the first two years
of the second chtroI period: which .hds Jed to significant pmﬁt margin for KIAL. Hence the
question of UDF collection in the second control period does not arise.

2. The actual air traffic has far exceeded projections and the airport is making substantive
profit. I '. & A :

3. The traffic projection§ fo.r'-the-'secéhd' control period per AERA’s own order should have
been based on a survey conducted just before the beginning of the second control period in
order to reflect the most current market situation and not based on a 2010 study.

4. KIAL has been given free land by the GOK for the development of the aero and non-aero,
airport/non-airport activities. Sadly, the non-aero / non-airport activities have not even
commenced leading to a significant lock up of precious land value in a prime location and

loss of revenue to the exchequer.

a) Bengaluru is the fastest growing city-in {h&won‘d and the state of Karnataka attracts the
% 'l‘l T

second highest FDI in the countr, <(J.‘s@ - bfmon) Further Bengaluru Urban has the highest
N -
per capita income in the stat Q}' NR 20 amnum (The Economic Times, 2018). The
£ ,
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city which earlier was known as the ‘Silicon Valley’ has now become the ‘Startup capital’. Our
research suggests that Bengaluru airport has seen the CAGR of 17.1 per cent for the years
2013-2018, higher than Delhi, Mumbai, Kolkata and Chennai airports. Bengaluru is a world
class city with a significant number of global multinational and Indian corporations having
their Head Offices/ R&D Centers/ Offshore Development centers based here. This is ample
testimony to the demand for aero and non-aero service and it is evident that KIAL has the
capacity to attract investments to expand the services to the passengers to world class levels.

b) Devanahalli region where KIAL .':. .s.'tuatﬂgi‘ has already attracted real estate investment in

residential, educational and caﬁ':meﬂe.fa' ;.spdse éver 14 major residential complexes have

already been constructed and: KMD' ; erasp_’ -3 S’EZ located at proximity to the airport of

area 980 acre has also been deuefaped W
which has been allotted to KIAL fﬁam -G@ 'Hd&";* the SSA. A significant portion of this 4008-

aw your attention to the 4008 acres of land

acre land parcel is lying ununnzed; qﬁ‘hl@e hé Hreas surrounding the airport have attracted
both government and private :mwgs;m nt agd'ih.aue become operational. We are surprised
that KIAL has not taken any st@bé tD f e the | nd despite having the potential to do so.
This has led to severe loss of reVan équer and is placing huge burden on the
passengers via higher UDF and P.§ngr meetmg tﬁe development needs of KIAL.

c) .... we have highlighted the areas aa}ommg mrport While the land parcel under Banga!ore
Airport Area Planning Authority (BIAAPA) and KIADB have been developed, the unutilized
land parcel of the 4008 acres of land under KIAL has the scope to attract investments and
could be developed as a mixed-use land, which would enhance the available services and
increase revenue to KIAL.

d) Non-utilization of land gfven freeby. Fﬁte 'govémmen% is —Ieaa‘mg‘ to huge revenue loss and
increased UDF charges..We Urge the AEB_A to.direct'KIAL to r@gmgq;atefy draw up a Master
Plan indicating phase wise development bf aero and non-aero activities, along with the
timeline and the cost for the entire‘land parcel of 4008 acres clearly demarcating aero and
non-aero portions curre_d-'t'r_}'y fgigvelapéb‘: 'an:ﬂ:'--yg_t-;fo igg‘.de'igef'oped. The same should be made
available on their website andthe Information shwu!d be disseminated widel y via English and
vernacular dailies inviting citizen comments. KIAL should further hold a public consultation
with citizens.

e) Further, the metro connectivity to the airport which has been estimated at an additional
cost of approximately 1000 cr will only end up increasing UDF and PSF fees. The UDF
collected from the current users of the airport cannot be utilized for future metro
connectivity. Our request to AERA is that, the positive cash flow generated from higher UDF
collections needs to set aside as a sgpcf Q\te fund by KIAL and utilized for additional scope,

such as, cost of metro connectivi 2 ' gem ef works etc. Further, we request that
a%

once the metro line is operatio cg ol p ers trqve_h':_ng to and from the airport metro
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line should be charged a premium service charge by way of higher ticket fees as is prevalent
in other parts of world. KIAL should enter into a revenue share model with BMRCL and fees
from revenue share should be used to recover the incremental cost of metro line that KIAL is
incurring. _

f) We therefore would like to highlight that any additional cost over and above the project
cost and scope of KIAL should not be considered while calculating the tariffs such as UDF and
PSF. AERA should look into the costs of the projects which are in the scope of GoK and such

costs should be recovered separotefy‘fggm@e govemment without burdening the users of

the airport. v A ’
g) We would also like to bnng to AERA"s aﬂenﬁ' p’fﬁt‘hat Karnataka Cabinet took decision on
June 22, 2018 to put off the loan. : Ipa 7
given by GoK to the BIAL as parfﬁfﬁ?,

nterest -free loan of INR 333.50 cr which was

e repayment of this loan was supposed to start

this year, and the same has been p" o Q)z @nother 10 years. We request AERA to take

cognizance of this while trumglui?-ﬁ@f"'t i ".i'fem fiscal year and for subsequent periods
totaling to 10 years while frxmg fh d.and third control periods...”

19.3. 8 CELEBI has stated the followmg

“..BIAL has witnessed double! d@f;*gmwmm the passenger traffic and we are fairly
confident about the fact that this growth will sustain for near to medium term future, BIAL
is currently handling a traffic volume in excess of its capacity based on the authority's
projection itself, BIAL would need to hand!e ~38 MPPA by FY 2020-21; which would require
substantial investment in the capacity both on the airside as well as terminal side.
Therefore, BIAL's mvestment in a:rport mfrasrwetyre is cnttcm‘ for growth of the entire
aviation ecosystem: m theiregfgn 2T ¥

We would like to Fequeét AERA to ensure that during the second period, the tariffs are
determined in a manner ensuring that this project is financially viable to this wiil ensure that
all the capacity expansi@n__ initiatives taken at _t_bg airport are completed within the
stipulated timeline an d' will ﬁifowu‘s' bncﬁ‘-b’th‘ér air,dbrt-‘sérvice providers operating at airport

airport outlook...”
19.3.9 CCS has stated the following

“...CCS would have been able to appreciate the submission made by BIAL and the very
comprehensive analysis made by AERA| better if there had been comparable data and
industry benchmarks provided on other national and international airports. AERA appears to
have confined itself to analysing the submr’ssjon made by BIAL.

Other than landing, parkmg, hou;mgs /SE mUDF for all other facmt.res BIAL is free to
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or on site. However, it is requested that the BIAL exercises reasonableness in determining
tariff on other aspects based on the interest of the passengers.

Proposal No 16 on Aggregate Revenue Requirement (ARR): The ARR as asked for by BIAL is
Rs Cr 10675 and the correﬁponding per passenger yield is mentioned as Rs 582. As against
this the analysis of AERAI shows that the ARR ought to be Rs Cr 4369 and the corresponding
per passenger Rs 219. Two points need to be observed. The difference between the two
figures is so large that AERAI needs to consider reprimanding BIAL for mak!’ng such a

frivolous proposal — even though it js.eustomary for any regulated authority to pitch high.

The other point is yield per paggéﬁéar ur !yz;fﬁSfS a figure that can be compared across
' '_ Al fiad provided some data. We presume that BIAL

airports. It would have been’ uSefw' f}"

is entitled to recover an amounr &qudf to -he Fe!d per passenger so that they can earn their

approved ARR. Noting that there, : rﬁﬁfer’i classes of passengers and jt is not possible to

recover Rs 219 from each and every pbfséé!ﬂyé? it is not clear how this recovery will be made

and whether AERAI will issue agpr@prfdte' ra‘eks separately...”

19.3.10 FAIRFAX has stated the following:

“..Bangalore International Airbof‘t‘i*?ﬁﬁi’f!d"(ﬁ'fﬂ‘!___} is Fairfax’s largest investment in India. This
reflects our confidence in India‘ahd mpmrrtf@uftirthe growing Indian Civil Aviation sector, of
which airport are an important constituent.

The tremendous growth in air travel has prioritized the need for capacity addition and
expansion of the airport infrastructure. India is slated to be the third largest aviation market
in the world by 2030 and creatidn of new capac.r’ty along with modernization and up
growth in traﬁ:c un_d we-_arfé_-t-ww 3__rd— Fa?‘ge$t a:rp@rt. in the _eountry. | am also aware of the
Government’s thrust on sectorial growth as is evident from measures and policies being
promulgated to match the increasing demand for air travel.

We are in the midst of huge expansion \._J?Zgﬂ&,gongf&ffng of mainly Airfield projects for 2nd
Runway, Taxiways, Agfgons"}zfifgfnﬁngf 2 »ﬁndotherﬂsié‘tgqated projects. A Capital outlay of
around Rs. 11,000 Crores is estimated for the future expansion projects and we have made
considerable progress in execution of their projects. This is very important period for the
airport as it seeks approval for its capital expenditure and for the right level of tariff so as to
be able to fund this massive expansion progmm.

! have to share some concerns with respect to the consultation paper referred to above that
could be a major setback for our expansion plans. Despite the positive intent of the
Government and the regulatory authority in terms of progressive policies and approach, the

sector could not attract the requisite emvestments in airport projects. This is mam!y
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the Concéssion Agreement (CA). We have seen inconsistency in the application of the policy
amongst similarly placed airports and this approach has also been noted in the current
Consultation Paper issued by AERA.

Most importantly, the tariffs determined should provide the cash flows required to fund and
complete the planned expansion of the airport.

The current consultation proposal of the AERA on tariff and capital expenditure show a
negative cash flow and results in cash flow gap of approx. Rs. 1,489 Crores for BIAL. This
poses a huge challenge as far as fun >
It is very pertinent to note thggt%sl}%?
opening day (May 2008) has bean :’et: _”ngd.;

ing the project is concerned.

af h@lmfgem“al accruals / net earnings of BIAL since the

e business and not distributed to the

investors. They have been remve,ste' ':to bwm‘, enhance and renew the Bengaluru airport

capacity to handle the mcreasmgﬂ' and oqussenger and cargo growth.

It is also important to note thqr gd&e:’mﬁe‘at ‘shareholders i.e. AAl and GoK combined

together hold 26% equity in BIAL ”ofh AA‘!*and GokK have informed earlier that they will

not be able to infuse Gddfti'ﬁ AL, As per the provisions of Share Holders
Agreement, the total equity hdfé! :;‘ {GOK together should be 26% at all times and

@ase on the.above, in 64th Board Meeting of BIAL held

no dilution in their stake is possi

.p...,

on 16.05.2013 it was resolved that none o)?llthe\ promoters would be in a position to infuse
further equity into the project. Having no recourse to infuse further equity, financing the
airport expansion project during the second Control Period poses a massive challenge. '

Additionally, our lenders require us to maintain certain minimum financial ~covenants
including (1) interest coverage ratio (2 ) debt service coverage ratio (3) fixed asset coverage
ratio. Based©n %hemt“ﬂ%ﬁs ‘business plan; BIAL wm:!é‘ defauit=in these financial covenants
and this could :‘.é_*-_:_ad to éenaf interests and re»pf?ﬂﬁg.pf '.'.-Bfm’-s-deb_ts, which will have a
significant impact on our ability to take financing / long term debt for the future expansion

projects.

Any delay or defermeﬂg of the e%pansmn ‘to the d Control Period would result in

stagnation and chokmg of the airport due to éapac:fy constraints. Hence, it is sincerely
requested that AERA may consider allowing BIAL to continue its existing tariffs over the
remaining period of the 2nd Control Period. The surplus tariffs allowed to BIAL over the
period could be clawed back at the time of the 3rd Control Period on a net present value
basis. Such an approach would also result in terms of smoothening of tariffs across the

regulatory periods and thereby reducing the tariff shocks to the end users...”

19.3.11 Globe Ground has commented as followsy.«  ~ ~.
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“..Globe ground India is proposing above Investments relying upon the promising gfowth
projections of air traffic at the KIA. These measures and investments, however, will only
yield results if KIA is able to handle the projected volume traffic at the airport.

To ensure that eapacity constraints at KIA do not adversely affect the growth of air traffic
and subsequently the financial plans of aviation service providers operating out of airport,
we would request the AERA to ensure that sufficient cash flows are available to KIA for the
timely expansion of the airport’s capacities. AERA should provide interim cash flow support
by considering BIAL’s submissions Qn.revenue equalisation across regulatory periods; as

el¢hon 18.06.2018...”

presented during the stakeho,!q"bﬂgolﬁ efem:
19.3.12 IOCL has stated that:
“...Fuel Throughput charges may on!y !éb,s'éd on prospective basis...”

19.3.13 Indian Oil Skytanking Private Ltd has statedithe ﬂollowmg

“..As a service provider at Bar;g,b 'We support BIAL’s submission for contmumg

the same tariff to meet hhe:'c ekpa on N the overall interest of the airport and

dependent service providers..."
19.3.14 IATA has stated the following 1o =<l wisic]

”...While the adjustment proposed goes in the right direction, we also request AERA to take
into account the comments raised in prior proposals relevant to this proposal. '

In terms of the rate card, we would also like to propose the removal of any unjustified (and
discriminatory) tariff d.ffferent.'a!s like those ex.rstmg on landing charges between domestic
and internatiepal ﬂ;ghts We would-also-like roqpropose that.any reductions in charges are
also applied to the fuel throughpur charge {as prewousfy ment.foned 5uch charge is not cost

related and should be eliminated or at least brought down)...
- 19.3.15 GoK has commented as foJIo‘Ws:

“..The Government of Karnataka has on fts part ass.isted B!AL in providing interest free loan
& land at a concessrona! rate. It may be now dfff:cu!t for further equity infusion and
therefore the expansion projects have to be completed through external borrowings and
augmented revenue....

AERA may consider the cash flow requirements of BIAL towards capital expenditure and
necessary revenue augmentation, while determining the tariffs.

The Revenue augmentation can be done in terms of continuing existing tariffs for the
balance period the 2nd Control period. The excess revenues collected can be trued up in the
next control period and will smoothe,p-the hfgher tariffs that are expected in the 3rd Control

period due to higher cap:tahzatwn /bereby m.!t.'gatmg tariff spikes and shocks.
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The Government of Karnataka has on its part assisted BIAL in providing interest free loan &
land at a concessional rate. It may be now difficult for further equity infusion and therefore
the expansion projects have to be completed through external borrowings and augmented
revenue.

Government of Karnataka attaches great importance to BIAL and for this reason the vicinity
is also being developed. | am certain AERA will consider all such aspects before fixing the
tariff for the 2nd Control period...”

19.3.16 Siemens has stated as follows:

”..The current consultation; . p@pmprdbdsﬁ! 03'1 tanff and capital expenditure show a

negative cash ﬂow and results f‘\' éd;@h !aw gap of app. Rs. 1489 Crores. It is important to

passenger and cargo growth.

It is pertinent to note that th hg'o_, nm hu,f;eho.-‘ders of BIAL both AAl, and GoK have

.‘fb"fl! fuse additional equity in BIAL, as per the
%t}aa‘ equity holding of AAl and GokK together
should be 26% and no dilution is?ﬁoss'féi‘a Based on the above, in the 64" Board meeting of

informed earlier that they wil

provisions of shareholder’s agre

BIAL held on 16.05.2003 it was resolved that none of the promoters would be in a position
to infuse further equity into the project. Having no recourse to infuse further equity,
financing the airport expansion project during the 2nd control period poses a massive
challenge.

The extst.'ng !oan term gn!‘e«red w:th SB! reqqfres B!AL to mamtam minimum financial
covenants mcm‘uding {!} mterest covemge ratfo (it) debt seche royeruge ratio (iii) fixed asset
coverage ratio edach of 1.25. Based on the Authority’s business p!an, BIAL would default in
meeting the financial covenants which could lead to penal interests and re-pridng of BIAL’s
debts and BIAL will not be in a position té‘fgp dheaqf.:waffh the financial closure for the future
expansion projects. S . & e ;

Any delay or deferment of the exbansfon to the 3rd control period would result in stagnation
and choking of the airport due to capacity constraints. Hence, it is sincerely requested that
the authority may consider allowing BIAL its existing Tariffs over the remaining period of
2nd control period. The surplus Tariffs allowed to BIAL over the period could be clawed back
at the time of the 3rd Control Period on a net present value basis. Such an Approach would
also result in terms of Smoothening of tariffs across the regulatory periods and thereby

reducing the tariff shocks to end-users....” .~
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“..Looking back since 2004, how GOK and GOI have given concéss:‘ons in terms of Lbnd,
Interest free Loan, Wavier of All Taxes during construction, Airport Connectivity by
burdening Air Passengers thru UDF, it's very clear that both Govts GOK and GOl would like
KIAL management to develop Airport efficiently and operate it efficiently with self
sustainable without burdening to either Govts. or either Passengers.

New UDF charges for the Airport were due since Apr 2016. Already KIAL has collected excess
UDF for the past 27 months, which itself should be sufficient for the 2nd Control period, in
view of this we request AERA aut@gﬁi{a to bring down UDF requirement to Nil for the

balance Control period.

19.4 BIAL’s response to Stakeholcie omnie on Authontv’s analysis of ARR

19.4.1 On comments from Bangalore Rgliti¢al ﬁcﬁbjﬁ;*l‘i&mmittee (B.PAC), BIAL has submitted as

follows:

“..B.PAC has commented that KIAB has been operating with unchanged tariffs even after
the completion of the First Control Period, éontmry to the Authority decision in Order No.
08/2014-15 of truing up traffrc based on actual growth during the First Control Period
{2011 2016). ﬁ.PAC-hassfmﬁed a complmnwayfng "Tb.ts has I&d to a huge accumulation of
allow KIAB to make such super profrts whu‘e passengers bear the brunt of higher UDF
charges.

BIAL would like to submft that the: wrport is entrtfed ta collect various aeronautical charges

consisting of landing, parkmg, hausmg and UDF chdrges The Authority determines the
Aggregate Revenue Requirement (ARR) for the given control period and provides flexibility
to the airport to determine the revenue to be collected in terms of various charges as
explained above. At the end of the control period, the Authority arrives at the eligible
revenue and the actual revenue collected (including UDF). Any surplus / deficit of revenues
will therefore, be trued up while determining tariffs for the subsequent control period.

B.PAC has requested the Authority to share in public domain all BIAL’s contracts with related
parties since its inception and also QME‘D‘C%dgpendent verification on whether these

contracts are at arms-length.
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BIAL submits that being a PPP project and to ensure transparency all its annual reports are
provided in public domain. The annual report provides the detailed information about the
performance of the company including the details about related party transactions.

Further, BIAL submits that it is managed by a Board consisting of representation from
Government of India (‘Gol’) and GoK and other private promoters. The Board is headed by
the Chief Secretary of Karnataka and BIAL’s financial performance is audited by a
professional and reputed audit firm.

Finally, BIAL would like to hfghhght th:;ir- allof :ts commercial contracts were made available

to the Authority for necessar;e

"consrderat:on while determining tariff. BIAL

submits that the commercialc g cts -ann t be'prowded in the public domain so as to

protect the confidentiality and. ";;hte::ssm ‘rh rganization from competition and the same
is in line with AERA’s Guidelines 2814 on Izﬁm)ﬁ‘ determination.

| W {
l' % ki E{.'f

In view of above explanation, Bf‘A*L ;Etdﬁe ag;-‘ the return on investment will be provided by

pproach and any excess income / revenue, over

the Authority as prowded in :tg_zmg;&;fg_
s) ; l?:-'-'f;ahe next Control Period.

Jfour EJfore requesting the Authority to “disallow”
a UDF to KIAB: e I

a. The UDF charged in the f.rrst two years of tge Second Control Period has led to significant
profit margin for KIAB.

b. The actual air traffic at KIAB has exceeded projections and resulted in the airport making
substantive profits.

c. Traffic projections for the Second Control Penod shou!d be based on a fresh recent survey
and not based o‘n a g‘tudy mﬂucted fn 2010. {

d. “Non-aero/non-airport” act:wtges have not: commenced, leading.to a significant lock up of
precious land value in a prime location.

2) BIAL submits that any, under/over recovery. will be considered by the Authority for true up
in the CP. Regarding the fmanc.'af *performance for 'ﬂ:e,  first two financial years of the Second
Control period, the Autﬁonty will consider true up as part'of the ATP submission. BIAL would
like to point that the Authority will take cognizance of the actual traffic while truing up and
arriving at the final tariffs.

3) BIAL also submits that the Authority has not relied upon a 2010 study to project traffic at
KIAB. Rather, the Authority has made its own assessment of traffic, which is higher than the
projections submitted by BIAL.

B.PAC has requested the Authority to instruct BIAL to “submit the Aeronautical revenue in a
similar manner which has comwmq PSF among others”.
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BIAL would like to submit that the Authority computes the ARR allowable to an airport
operator based on the regulatory approach. The UDF and other aeronautical charges like
Landing, parking & Housing charges are resulting out of the ARR.

B.PAC has requested that the Authority should strictly audit, monitor and report BIAL's
utilization of funds received through UDF and other Aeronautical charges for the First and
the ongoing control period. Further, the Authority should direct BIAL to publish the annual
utilization report of the UDF.

4) BIAL submits that the A.'rport Gu;d {0 snhas provision for Annual Compliance Statement
) ort 'persrof along with copies of annual audited
Ie5tec “by the Authority. Based on the ACS, the

5) BIAL further submits that UDE fS pbft‘ df _Eﬁre';basket of charges that it is entitled to collect

as part of its ARR. Further, the trj,ge' up lprt‘)’ces:; as explained in para 15.1.2 takes into
h,rLe determining tariff. There is no specific

"i)r.'ng down UDF to zero for the remaining

of UDF on standalone basis.

years in the Second Control Penad @s‘KJ‘AB.,h@ ;:oh‘ected excess UDF for the past 27 months.
BIAL submits that any under/over recovery wn':‘ be considered by the Authority for true up in
the CP. Any excess charges in the past 27 months of the Second Control Period will be trued
up as part of the ATP submission by the Authority while determining the final tariff for the
Second Control Period.

B.PAC has urged the Aq,t.hority to direct BIAL to draw up a Master Plan indicating phase
wise deve!o,wﬁent Qf aerongyﬂcaf ﬁind non amﬂabffcaf faeﬂﬁﬁe“s along with timelines and
costs for the entire land. parcef of 4, 008 acres and share the same with citizens. The same
should be made available on their website and the information should be disseminated

widely via English and verpgcuia_{.-dafh‘es.-fnuffmg citizen comments. BIAL should further hold

a public consultation wit
BIAL submits that regular Mastﬁer Plan updates are ben-rg carried out as prescribed by the
Government and CA. The same is being shared with various stakeholders like the Ministry,
Directorate General of Civil Aviation, Airports Authority of India (‘AAI’), GoK, and other
government agencies. Therefore, BIAL would like to emphasise that it is compliant with all

the requirements in relation to the Master Plan...”

19.4.2 BIAL has concurred with comments made by CELEBI and GoK:
19.4.3 On BAOA’s comments, BIAL has stated as follows:
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airport operators exercise their “monopoly position” and oil companies have no alternative
but to bear the.high FTC. BAOA has requested the authority to standardise FTC between Rs.
100 to Rs. 150 per KL throughout India, rather than allowing variable charges (Kolkata
Rs.1478.94 per KL, Bengaluru Rs. 1067.00 per KL, Delhi Rs. 688.00 per KL and Pune Rs. 112.1
per KL). The FTC being levied by BIAL is a reasonable charge which has remained unchanged
in the last 10 years and based on the commercial terms to gain access to airport and

potential growth in business and revenue...”

19.4.4 On10C’s comments, BIAL has stated a‘s Fbl!;(JWS

“...While IOCL has no comments ro Bfférfo th' ' #,.:t has however requested the Authority

that the revision of FTC may om’ "be ref‘e ed.on prospective basis. BIAL submits that it has

considered the existing FTC fOf'--.-_tb_E.'-SEG@_ 1. Gontrol Period as well for the purpose of tariff

determination...”

benchmarks been provided on; @mer nmmgquffapd international airports. It further stated

that the Authority has confined .'tse{f to analysing the submissions made by BIAL.

BIAL submits that the Authority is the expert body appointed by an act of Parliament for
tariff determination and necessary compliance. The Authority, being the expert body, has
arrived at the regulatory philosophy and tariff guidelines after taking into account the
specific requirements of sthe. Indian Aviation industry. BIAL submitted its tariff proposal in
line with théikﬁQﬂfﬁfbry'éufdé?fnes established by the Authority‘and also in consideration of
the provisions of its CA andbtherfsprq;éct agreemeh ts: asf-appfliaabfe;'

1) BIAL notes the comment made by CCS regarding there being a “large” difference between
the Yield Per Passenger (YPP’) requested by BIAL ag@inst that proposed by the Authority.

2) BIAL would like tb 'sdb'mft that itﬁ' varp -s’ubﬁ'iissfon to the Authority for tariff
amongst others and within the economic regulatory framework established by the
Authority. Accordingly, no frivolous submissions have been made to the Authority.

3) Also, in response to CCS’s comment on comparing YPP across airports, BIAL submits that
YPP js determined based on a combination of multiple factors including traffic, capital
expenditure, operating expenditure, nature of airport, provisions of the Concession
Agreement, among others. These factors differ across various airports and the individual

tariff determination exercise ikport takes into account each of these factors.
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4) Finally, BIAL notes the comment made by CCS questioning how the YPP would be
recovered since it is not possible to recover the exact amount from each and every
passenger. BIAL would like to submit that the YPP represents the average revenue that can
be collected on a per passenger basis, which is divided into a basket of charges representing
direct charges for airlines like Landing, Parking and Housing charges and indirect charges
such as User Development Fee.

CCS has made a request to BIAL to exercise reasonableness in determining tariffs on those
other charges, which it is free to dete;:mipq,._\jn the interest of passengers.

BIAL would like to assure ces tfmt can‘s;cfer;s -passenger interest to be of paramount

importance while pricing the ﬁaa t;'es _rﬁfﬁg@itﬁat its offers, which do not come under

the explicit purview of econ omrc regu!utgon

19.4.6 On comments from Sanjeev V Dyah‘lannaw? %L has submitted as follows:

development of economic activities around the airport terminal to generate sufficient
revenues, which in turn could support the Airport’s expansion and sustenance without being
an economic burden to the government and passengers. The Respondent added that BIAL’s

private investors were “busy in buying and selling stake during last 12 years, how to make

profit in exchangmg the oWnershtp” BIAL w:shes tmsybmrt that it is a pioneer in PPP model
of airport devélaﬁrnent and operat:ons wn‘h the State and Cemﬂdf government having 13%
stake each represented by Karnataka State Indusmaf and Infrastructure Development
Corporation Limited (KSIIDC) and AAI respectively. The Chief Secretary of GoK is the
Chairman of BIAL’s Board, " .I " : A

The KIAB has been w:thessfng h:gh grQth r.'ght fr@m A@D and BIAL has been continuously
creating the necessary capacities on the airside and ,"andsrde to facilitate the growth. BIAL
has re-invested around 92% of the resource generated into the business for capacity

expansion / servicing debts / running of the airport...”
19.4.7 On comments by IATA, BIAL has stated as follows:

“.1) IATA has proposed that the removal of any unjustified (and discriminatory) tariff _

differentials like those existing on landing charges between domestic and international

Order No: 18/2018-19 Page 240 of 264




Aggregate Revenue Requirement (ARR)

not agree with IATA’s view that the tariff differential on landing charges between domestic
and international flights is unjustified. The differentiation in rates is a worldwide
phenomenon and almost all airports in world particularly the European and Australian
airports have a differential pricing amongst domestic and international passengers because
of the differentiation in service and time spent at airport. The charges are non-
discriminatory as they are applied universally across all carriers (foreign registered and
Indian registered) operating on the same route and in line with ICAO principles (Doc 9082).

Further, BIAL also notes IATA’s proposakte, bring down FTC in case of reduction in charges.
BIAL would like to submit thd th Aut rfty@as determined the FTC for Indian Oil Sky
tanking Private Ltd at the raft‘é: of Rs. 1,067/% jés'.'éfrport operator fee as was determined ir
First Control period, and as has beenretamedfor Second Control Period. There has been no

increase in FTC to BIAL...”

19.5 BIAL’s comments on Authority’s analvsis £ Aggregate Revenue Requirement

- 19.5.1 BIAL has submitted as follows:

”.:.On Authority’s proposal te: de r gregate Revenue Requirement (‘ARR’) as
detailed in Table 67 Para 17.2.2 of the CP_as the eligible ARR for the second control period
for BIAL. SRR N

AERA’s Treatment

Cash Flow Scenarios resulting in negative cash, additional equity infusion and possible
default on financial covenants _

As per the Authority’s est_;';qates (business plan used for the purpose of the CP), BIAL is likely
to have a ngg.atj_ivq_--acas&:.: ffa;‘w'-of RS, 7 -_-ergg;'.&?-,-(fﬁe end-@fthe SECond Control Period,
Further, with internal dccruals projected as per the __Au,th'brifj/’g,, calculations, there is a
requirement of an additional equity infusion of ~Rs. 413 crores; considering an average 74%
gearing ratio.

Capital expenditure not éohs’g‘defeb'-.-by..thig_jﬂ*qﬁj_r'orft:j;/ﬂ A '

The Authority has only consideredRs. 9,344 Crares of capex of the amount submitted by
BIAL, whereas, the total capex requirement (assuming the Authority’s estimate of soft costs)
of BIAL is around Rs. 10,555 crores. As a result, BIAL will need to fund this deficit of Rs. 1,212
crores through other means of finance.

BIAL Submission - Summary of Equity Deployment till date

BIAL would like to submit that till date, only 2% of the internal resource generation has been
disbursed to the equity investors and BIAL has re-invested 92% of the resource generated

into the business - either for capacity ex servicing debts / running the airport.

Authority may note the summary of, Je(::m! Accrual deployment over the
&
period FY 2008-09 to FY 2017-18. f %,
L
P

A
& R\
I &* 4
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Particular Amount % Comments
Equity and Internal Accrual 3,820
Deployment of Equity & Accruals
» Dividend Payout 93 2%  Disbursed to Equity
Shareholders
« Investment in hotel 233 6% Investment enforced as result
of arbitration
= Reinvestment of accruals 2,779 73%  Already reinvested into the
to Airport business business
« Cash in hand as on Mar 18 716 19% To be reinvested into the
business

Negative Cash Balance ) y
We would like to highlight t&' tﬁé\-'A ithority tha even as per their business plan, BIAL’s cash
balance would be negative in yem:s-: Y 2020 (_, 5. 9 crores O/D) and FY 2021 (Rs. 7 crores

0O/D); resulting in inadequate cash for fut"': e expansron or even regular operations of the

airport. BIAL requires ~ Rs. 70 crdfes ‘of qsb, f.@ hand (equivalent to 45 days expenses) to run

the airport.

AT

Particulars i ' ' in Rs. Crores
Amount allowed by the Authority for CP2* A 9,344
Additional amount not considered by the Authority B 1,212

Total funding requirement in CP2 C=A+B 10,556

Assuming 70:30 ratio

Equity + Internal Accrual required in CP2 D=30% x C 3,167
Internal Accrual investedin first 2 years ™, E : 821
Opening Cash Balante befdﬂ!!‘fgﬁﬁ revigion 1= s 716
Cash generated in the remaining years ofﬁpz Al Gil i 141
Cash Flow Support réquired InCP2 | H=D-E-F-G | _ 1,489

*CP2 refers to the Second Control Period of BIAL

As can be seen, BIAL wﬂﬁ.hged at least an-\additfoan:-‘eash of ~Rs. 1,489 Crores to be able to
fund capital investments.in the Se?:ond C@ﬂtmf Per!ﬁd

Inability to infuse further equrty

We would like to submit, based on the computation by Authority, BIAL would require an
equity infusion of ~Rs. 413 crores for future expansion & operational requirements during
the Second Control Period. As per the provision of BIAL Shareholder Agreement, the total
equity holding of AAl and GoK together should be 26%. Also, the maximum Equity
Contribution from AAl is capped at Rs. 50 crores. Since, AAl has cap of Rs. 50 crore which
has already been invested by AAl as part of the existing Shareholding, any additional equity

infusion to maintain State Promoter equity holding @ 26% should be from GoK. However,
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The excerpts of the respective clauses from Shareholders Agreement (SHA) are reproduced
below:

“..1.1 ‘AAl Equity Cap’ means the maximum Equity Contribution of AAl, not exceeding Rs.
50,00,00,000/- (Rupees Fifty Crore)

7.6 (ii) Subject to the AAl Equity Cup, the combined shareholding of the State Promoters
shall be no less than twenty-six percentage (26%) of the total paid up share capital and
KSIIDC, or its affiliates, shall contribute to such additional amounts to maintain the
combined shareholding of twenty-six; @’r‘t'@ntage (26%) if the AAI Equity Cap is reached.”
Further, the BIAL Board dgﬂf)ég_ & rﬁott;er in the 64th Board Meeting held on
16.05.2013 and resolved rha'r-ﬁééié;.-?.QI;fh_e.-};é

@ters would be in a position to infuse further
equity into the project. A
The 64th Board Meeting reso!utfan are prédgced below —
“Infusion of further equity into rhg p{ojgc? i 1)

The Board deliberated the matte 'ﬁi""heh ked Management to closely work with the

Regulator to arrive at the Tq)‘,fg‘ a:};}‘f éhlfg of infusion of further equity, the Board

Members stated that none of th&&pmn l?d be in a position to infuse further equity
into the project” oL
Possible Default on Financial Coiré-n an t1s

The Authority has considered a high gearing ratio of 74% whereas the acceptable gearing
ratio from lenders is 70%. Any debt to be considered higher than 70% would not be possible

as there could be issues to comp!y with the financial covenants.

maintaining certain; ,fm&n fi:‘f Eowerfant& fnﬁfudr‘ng (f) dbbt Séfr‘;?r’cs coverage ratio, (ii) interest

coverage ratio dand (iii) fxed asset coverage fﬂth each of 1.25. Based on the Authontys
business plan, BIAL would default on its financial covenants such as Debt Service Coverage
Ratio. :
Annual Tariff Proposal| / T!P;J Saﬁmfé's&foﬁ?vﬁ;ﬁfﬁ'J'AL --Re”q:,:est for an equalized tariff for the
entire Second Control'Period. th tePme of continuing exﬁﬁhg tariff

BIAL requests Authority to peruse over the details pertaining to ATP submitted vide its e-
maijl dated 2.06.2018. However, BIAL would appreciate the opportunity to have an
equalized tariff for the entire Second Control Period, in terms of continuing existing tariff as
explained in the submission.

Regulatory precedent adopted by the Authority - Cash flow support provided to DIAL

The Authority vide Order No. 40/2015-16 stated that “Decision No.23b. - ...the Authority to
grant an additional ARR of Rs. 691.50 o X .01.2016 to help DIAL meet its cash
deficit over the Second Control Perio G.@K"a O \
\
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The Authority has taken the above view that it will provide an additional ARR to DIAL to
cover for its estimated cash deficit for the Second Control Period so as to avoid default debt
servicing, etc.... BIAL too is undertaking huge capital investment to cater to the increasing
traffic and in the process of building second Runway and Terminal along with associated
projects. It is essential that sufficient cash is available to fund these capex investments and
ensure that there is no delay in project execution on account of lack of sufficient funds.

Accordingly, BIAL would request the Authority to consider its below-mentioned proposal on

revenue equalization.

On Authority’s proposal to ask é}ALt& submfmh,e Annua! Tariff Proposals within 7 days from

Sreviewed and put up for stakeholder

issue of this Consultation ﬁaper whr,chj__\

consultations.

BIAL Submission on various proga':.

equalization and cash support augmént‘a#foﬁ
BIAL was asked to submit the; -
consultation. BIAL submitted th
(‘VTP’) to the Authority on 06 Eé}ﬁfg@l 5 r‘oposals in the CP, the Authority has taken

stand on various issues est:maty%g,,the Aﬁﬁ‘ mi Y;efd BIAL wishes to make its submission on

the various proposals mdudmg pfea for revenue augmentation, revenue equalization and
cash support augmentation.

As hfghﬁghted' above in the section on ARR, BIAL is in the process of undertaking huge
capital investment to cater to the high growth in traffic. The Authority has cons-fdered capex
investment to the tune of ~Rs. 9,344 crores; however an additional amount of ~Rs. 1,200
crores is alsoi expected m be*spent durmg the s”ecoma‘ Controf‘ ,@emod There are other capex
investments like Termmaf T2 Phase 2 and related works amOUntmg to ~Rs. 4,000 crore,
which will be invested in the Third Control Period.

BIAL has undertaken aeceferared' investments inc!ﬂding investment in interim terminal
development, second ruany, Te#mina! Tz Phase 1 c;nd Phase 2, sustaining capex and
associated mfrastructure in Second ‘and' Thf‘rd C’ontro! ‘Periods. BIAL is witnessing high
growth in passenger traffic and the capex investments required to cater to the growth and
the investments are advanced to earlier period than envisaged in Master Plan on account of
high growth.

BIAL submits that airport projects are capital intensive in nature and ARR of the airport
tends to be substantially higher in regulatory control periods where large projects are under
execution like in the case of BIAL. The variation in the tariffs charges over different
regulatory periods caused mainly by the implementation of major projects usually result in
tariff fluctuations which are unde Q@b@‘w i

all the stakeholders in the sec

an uncertain business environment for
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tariff and increase in cash flows post execution of the projects. However, the need for the
cash flow augmentation is required during the project execution phase as the outflows are
higher during this period. In case of BIAL, the project execution is underway during the
Second Control Period. However, the cash inflow in form of adequate tariff and revenue
generation is substantially lower during this time.

Due consideration of the submissions made by BIAL as part of this document by the
Authority will enable the airport to augment revenues and cash flows so as to be able to
fund these crucial capacity enhqp_cem'e:fit;" ograms. The nature of projects undertaken by

BIAL are capital intensive hayin: gestatio

between the timing of cash outﬂowsaﬂd nffo WS
given the scale of such investmsn@'_a‘.’r?'ﬁ%{:_w ild request the Authority to consider necessary

revenue augmentation to BIAL fdfﬁf'fﬁ'e U

fund the future expansion.

In the light of above, BIAL rqugjs;fﬁ he Ath ity to consider the proposal of allowing BIAL

to continue with the existing jUse "
balance period of the Second Cc;n&m ariog, 50 s o have adequate cash flow support to
undertake the envisaged invesgﬁﬁmj-rggc@sgﬂ??:uat;‘on of existing tariff is required in the
scenario of cash flow shortfall resulting after final tariff determination, as the case may be.
BIAL proposes to submit that any over recovery in the Second Control period will go to
reduce the tariff impact for the Third Control Period. The revenue distribution / equalization
for Second and Third Control Period will lead to balanced tariff and not result in tariff shock
between regulatory periods.as well. This will help, in overcoming infrastructure bottleneck
and planned mefment“ﬁ?ﬁﬁbeundertﬁken to pron;,oté growth. "

Expert views from former UK Civil Aviation Authority (‘CAA’) (2003:10) Regulator Harry Bush
on advancing revenue to assure investment and a sustainable price path

Further, BIAL had requested Mr. Harry Bush'to draw, hfs experience as economic regulator at

the UK CAA {2003-10)‘_@';&@;-95 a‘requlatory ad'i'?se;"_tg regulators and airports since on how

the RAB based mechanisms Used by the Authority should be best designed to facilitate the
scale of investment in prospect at BIAL and whether the fast-growing nature of the Indian
aviation market poses challenges for these arrangements. At the outset of his note, Harry
has explained the nature of an airports investment cycle and its relationship to pricing and
regulatory frameworks. Harry pointed out towards the capital-intensive nature of airports
and specified that they require ‘a continuing stream of investment to maintain, modernise,
expand and, ultimately, replace facilities’. He further mentioned that while some of these
inerements to the initial investment there are

investments result in small {‘incremental’
. . N o .
points where traffic growth calls for %&Knts in a new runway / terminal
: £, %
R

which result in a significant inc

-~

of the airport. Regarding the
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analysis of the airport investment cycle and its implications for the design of airport
regulatory frameworks, Mr. Harry Bush mentioned that,

“... these should seek to mimic or at least reflect some of the pressures that would obtain in
a functioning market they should recognise the centrality of the investment cycle to airport
economics and seek to accommodate the periodic lumpiness of airport investment.

-ensure that airports entering a heavy investment period should have the cash flows that
assist in making the investment financeable and underpin the business case for third party

financiers create a price profile wh;

iehris, consistent with the higher costs likely to be
generated by sizeable mvestmem‘» ! : '
Mr. Harry Bush subsequenﬂy' spoke -QQ?.'-fﬁ?e. potential problems with cost-based
regulation, where he stated tha.t; ondition f-:j_‘steady, slow passenger growth and limited
incremental investment’ the basir- RA “phé‘f ___-"mode! may lead to relatively stable prices.

ébpfoachmg a ‘lumpy’ investment, this would not

However, in a fast-growing market tﬁld‘t ’5&
be the case. In such a scenar;.q;h_tﬁr___' ' !fﬂ'é“,be, disjunctions as a result of the following
factors, X .
gﬂ"mg assets.

-a reducing price proﬁ!e that accom;mmes thf.' sweatmg of existing assets through traffic
growth.

-to be followed in a subsequent regulatory period by a major investment in capacity
designed to relieve the congestion which has contributed to the previously reducing price
profile

-a resulting mismatch in the proff!e of regufatory deprecmtron and projected capital spend
reflecting the:age of z?xre'ftmg assets. andithe ’!umpfnes’s of pf@‘ﬂﬂé’#”m vestment

-and, as the regulatory _asset:base _d!@m}s{;es. over.t:me. due to._depreciation, the lower
overall returns to the airport further reduce the cash available to the airport operator”
Accordingly, Mr. Harry Bush menr.foned that a number of steps can be taken to mitigate
impacts of the above and smooth the effect to me benefrt of both airports and their
customers; especially for mafor ‘airport pro;ects where the adverse consequences for the
stakeholders are likely to be severe. Mr. Harry Bush has therefore discussed a few measures
to enhance the RAB framework including (i) lengthening the regulatory period, (ii)
remunerating assets in the course of construction (‘AICC’) and (iii} equalising between
regulatory periods to smooth prices and improve cash flows. Regarding the third measure
on revenue equalization, Harry mentioned that it involves the movement of revenues

between regulatory periods to smooth the impact on prices and to assist in the

neration of AICC alone would not generate

gﬂliﬁ ﬁm}

financeability of lumpy’ investments wh
sufficient cash flow relief for the re, the revenue the airport receives

would deviate from its costs i
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However, the approach would be consistent with prices reflecting costs over time, while
taking these periods together. He also states that transferring revenues between periods
enables regulators to retain the forecasting benefits of the shorter period while paying heed
to the impact of developments over a longer time period.

Further, Mr. Harry Bush mentions that an interesting point about the three adjustments
explained in his note is that they do not result in any extra cost for airlines but re-profile the
costs over time to enable the airport to finance the necessary investment. Outcomes of the

approach include creatmg a pr.rcu;rg iprefile which is more adapted to sustainable

development of aviation at t;hé“- i po and"?'reducmg the risk of cash flow rmped:ments to

the implementation of mvesatment pfans '_" ﬂt 'wn‘! benefit passengers and the wrder

economy.

Lastly, Mr. Harry Bush has commentedb bether the faster growth in India makes any

difference to his analysis. His wew ojﬂ h&r ﬂfaﬁter is that it makes it more urgent to cons:dpr

outstrips supply
-while in the pre- investment ;zqng@l,ﬁqs!t tfqﬁ?fpugrowth is likely to have acted to depress
prices more speedily and, depending on the pattern of regulatory depreciation, more deeply
than it might in more mature economies

-as a result, the congestion premium available to airlines in the fares charged to passengers
could quickly become significant and itself incentivise recipient airlines to oppose or delay
capacity expansion, to th:e_-: detriment of passengers. and the economy”

Mr. Harry Btﬁh hasbccor’dingfy rec‘ﬁm?nénﬁed"tﬁbg__,_
to weigh up how best.to facilitate ‘andineentivjse’ the .necessary !:;.nvestment . He has also
mentioned that the level of returns available and other parts of the regulatory settlement
will be important as well as the '_gvaﬁabijjw-af‘-_gash-ﬁ_@_ws. A detailed note prepared by Mr.
Harry Bush has been agﬂé&ed wfth*BrAL’ssuﬁmrss.ron ;

BIAL’s Submission: - As KIAB'Is the kind of airport where the above constructs apply, BIAL
would request the Authority to allow KIAB to continue levying the existing User
Development Fees — Domestic & International - for the balance period of the Second Control

period, so as to have adequate cash flow support to undertake the envisaged investments.”

Authority’s examination of Stakeholders’ comments on ARR

The Authority has carefully evaluated the submissions made by stakeholders regarding ARR
and cash flow required for Projects.

'_..l-ll‘-“"‘..“\ " .
Authority has recomputed the AR mWeﬂﬁIﬁ;‘g rious decisions listed in this Order.

Recomputed ARR is as given belo
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Table 74: ARR recomputed by the Authority for the second control period (Rs. Crore)

g ;.;._};,1:-.-1.“.:!.-I' ';.‘--'.-'.\-Li'._;'f.luh'ii__-;,.-

Average RAB 2236.67 2312.63 2787.08 4258.27 | 7707.87

FRoOR 11.93% 11.93% 11.93% 11.93% 11.93%

Return on RAB 266.73 275,79 332.36 507.81 919.18 2301.86
Depreciation 188.44 199.40 394.07 305.24 451.05 1538.20
Operating Expenditure 323.36 357.26 395.60 443.58 515.26 2035.05
Working Capital Interest 21.54 2.73 13.48 13.76 13.10 64.60
Tax 2 0.00 0.00 0.00 | 168.38

Less: Non Aero Revenues
Aggregate Revenue
Requirement

Add: Shortfall recovery for First
Control period

Total ARR recalculated by
Authority

Discounted value of ARR

-130.54 -141.15 -154.20 -664.11

1004.97 1129.23 174439 | 5443.98

-313.62

1004.97 1129.23 174439 | 5130.37

802.23 805.38 1111.56 3885.47
903.93 758.11 978.03 4759.64
121,57 540.69 623.22 3885.47

Actual/ Proposed Collections

Discounted value of collections

19.6.3 The main changes made by the\‘Aui{:I;ETF%/ Pﬁ:‘ipgﬁimg the Aggregate Revenue Require.ment
relate to change in date of capitalization of Terminal building - T2, reduction in depreciation,
adoption of 30% Hybrid Till for First-Control period, maintaining the status-quo regarding
shortfall/ over-recovery for the Pre-control period etc.

19.6.4 The Authority has carefully reviewed the submissions made by BIAL and other stakeholders

S,

with regard to the need fé;' N iking cash avgllable totake care_of the Project Requirements.

The Authority also notes B!ﬁ and gétain other s ‘hold&rs r’équests for continuance of
existing tariff as a means of funding the cash flow required for the Pf’oje'ct.
19.6.5 The Authority has also carefully revlewed ‘the submlssmns made by BIAL and other

Shareholders that no further Equut? lnfusma,ts, ﬁgss:ble mto the company.

19.6.6 The Authority also has carefully rewewed"_:.;he .pimofn prowded by Mr. Harry Bush (Former
UK Civil Aviation Authority)} on precedents and scenarios where the tariff can be moderated
to provide for the cash flow support. The Authority also notes that BIAL has, in many
references in its response submitted that any additional charges/ reduction in costs/
increase in collection from Non-Aeronautical sources are all available for “True-up” with
carrying cost and hence implied that there are no incremental charges levied on the

passengers.

15.6.7 The Authority notes that a similar requi
4B

&

t‘f‘?r a different regulatory framework (30%
ANHT T )

_ dsh%'_r\ty was made by BIAL at the time of
' \authorlty notes that in this Control

Hybrid Till) than what was propo
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Period, BIAL has sought for tariff to be determined and provided beyond even the changed
Regulatory framework of considering 30% Hybrid Till.
19.6.8 The Authority has reproduced below certain paras from the earlier Consultation paper and

Order of First Control period for BIAL.

“..Consultation Paper No.14/2013-14

28.15 In the current control period, in view of the immediate need for fresh capital for
expansion needs of Bengaluru International Airport, the Authority does not propose to go
into the issue bf mutual impact.of fﬁése'.fd}jj‘ere__nt provisions on each other with respect to
possibility or otherwise of Enftjsféh .'of_ dddfffo}?a! share capital either by KSIDC (under
Clause7.6 (i) of Sharehofderg’. A'g"reeﬁ?'eﬁ-i?)-_'di'; 'tlhe private promoters (clause 7.6 (ii) of
Shareholders’ Agreement). Taking into-account the submission of BIAL referring to the
decision of the Board in its meenng referred to in Para 28.8 above that no further fresh
capital is possible to be infused into. the. campany, the Authority proposes to proceed for
tariff determination assuming that addrt!on'a[ eqwty capital may not be forthcoming for the

expansion during this controf* pgrgod

28.16 The Authority therefore ,‘nferrs that rhe'Shareho!ders are unable to infuse additional
equity. : i

The Authlon'ty notes that under various other Airport Regulatory Policy regimens in the
world ensuring appropriate funding of an Airport dependant on mutual agreements of the
Shareholders’ is generally not regarded as a stated objective of the Regulator. For example,
the Authority has noted the following:

”..The matters t'oi 'JJA‘?EH i‘he. CAA must have regard under subsection (3) include:- a) the
need to secure that each ﬁt‘elrice holder is able to’ f:’n‘dnce-}'tszprovfsion of airport operation
services (subsection (3)(a)). Whilst this should require the CAA to encourage efficient and
economic investment by allowing a reasonable return over time, the financing duty does not
require the CAA to ensure the financing of regulated airports in all circumstances, for
example the CAA would not be required to adjust regulatory decisions in order to take
account of an operator’s particular financing arrangements or put the interests of users at
risk by making them pay for an inefficient operator’s financing decisions.”

Para 36 of EXPLANATORY NOTES Civil Aviation Act 2012 Chapter 19

28.18 The Authority has a!reddy analysed the various covenants of the Land Lease deed
where it has been noted that land has been given by the GoK expressly stating as “to
improve the viability of the Project and enhance the bankabﬁ.t‘ty of the initial phase”. Clause
4.2 of the Land Lease Agreement me 2 aha that “improving the commercial

2
wab.fhty of the project” is one of the w“ ?hf: Site. BIAL has however not so far
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estate business scenario has not been considered in the submissions”. The Authority expects
that BIAL would make efforts to appropriately monetise these lands to generate adequate
funds required - for the expansion, as well as other appropriate alternate financial
instruments.

Order No. 08/2014-15

4.232 QOrganising the Means of Finance for the Project or its expansion is the primary
responsibility of the Airport Operator. Tariff determination is based on the costs associated

with such means of finance as may be-erganised by the Operator...”

19.6.9 The Authority also notes that one of the funétions of the Authority also includes “to
determine tariff for the Aerona‘lj.t_ital..’Se'_rviée-s_ t\a‘_kiin'g'into consideration .... (iv) economic and
viable operations of major airports”. The Authority notes that this indicates that the Airport
Operator should get a fair rate o.'f- returﬁ for operations of the Airport. (Para 22.4 of CP on
Shared Till of First Control Period) i i

19.6.10 The Authority has, in the past réitfef-éf_e_id tl'hat"t'he manner of raising finance for funding the

| Project should be the primary, resporsibility ofl the Airport Operator and the Airport
Operator has to evaluate and idé'ﬁsﬁify.i'.é-‘iﬁ:éﬁe'hf‘ means of finance, should the debt equity
gearing prevent raising of agdition'a*l- debt; \-These could include different financing
instruments, monetization of additional land available etc.

19.6.11 The Authority also emphasizes that the Tariff Determination for a control period should be
based on a structured framework., The Authority has laid down a framework for
determination of tariff in the form of computing the Aggregate Revenue Requirement as per
the principles detailed in the “Airport Guidelines”-and “Airport Order”, Determination of any
value as Aeronautical charges and UDF, which is-different from the ARR defined means
disregarding the established framework which is not appropriate. Tariff determination
exercise cannot be done on an arbitrary and different basis, leading to an amount more than
the entitlement being given to the Airport operator.

19.6.12 The Authority notes that the key aspects that lead: to Privatisation was to bring in the
investment by way of private capital and for improvement of efficiency.

19.6.13 The Authority notes that BIAL has drawn reference to the cash flow support provided by the
Authority to DIAL. This was the cash flow support provided for making the operations viable
and this is not the case with BIAL.

19.6.14 The Authority has carefully evaluated the submission made by BIAL in computing the cash
available for Operations and the Shortfall required to be bridged. The Authority notes that
the estimated cash flow generation from Operations in the balance control period

considered by BIAL includes:
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19.6.14.3 Incorrect consideration of Interest outflow on debt.
19.6.14.4 Consideration of repayment of State support loan from 2018-19, which has been
subsequently deferred by the GokK.

19.6.15 The Authority notes fhat at times of large scale expansion needing cash to be deployed, the
Authority cannot be expected to provide for additional tariff to ensure cash flows to make
pay-out to Shareholders as Dividend and to fund “Non-Airport” activities.

19.6.16 The Authority also notes that BIAL has assumed pay-out of all expenses to Contractors (except
for Rs. 50 crores remaining as Creditors) at.the time of completion of Project (By March 2021)
where major scale of Capital Expien'dit_urg: is_incurred. BIAL has also considered a maximum
debt draw down of 70% of the total cost of tHé .R-réject. The Authority notes that this debt
draw down ratio could be increased based en'BIAL’s strong performance in the past and
considering the clarity on the revenue and the esta blished regulatory philosophy.

19.6.17 The Authority also noted that the requirement or the gap is short term in nature wherein
large sums of money are proposed to be spent over the remaining 2.5 years in the current

control period. With the prOJects proposed"’helng capltallsed and put to use, the Authority

notes that the returns on the RAB. WI|| bé avallable to BIAL leaving cash surplus in the future
control periods. The Authority also notes that BIAL has not submitted details of any other
alternatives explored by BIAL for raising the funds for the Project.

19.6.18 Without prejudice to the analysis detailed above, the Authority has computed an estimated
(approximate, nof accurate) cash flow for BIAL considering the revised ARR as detailed in this
Order and has noted that the shortfall, even assuming a 30% debt draw down is less than Rs.
180 crores and not near the value as submitted by BIAL. The Authority notes that this could be
influenced by various factors-including actual projémt-. cost, revenyes, spend pattern etc. Key

data points are given below:

Table 75: Indicative cash flow estimate as recomputed by the Authority (Rs. Crore)

Particulars | Rs. Crore L
| Total Capital Expenditure requirement (as per reworked model 10429
reconciled with BIAL)
Add: Additional capex cost estimate as per BIAL not considered 600
by the Authority ‘
Less: Creditors — Payment deferrals for projects completed in 00}
2020-21 (Estimated at 10% of last year spend) ‘
TOTAL e
Funding requirement at 30% 2
Less: Cash already deployed and ca (1537} s per submission
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Particulars : Rs. Crgre Remans

2018 made by BIAL

Less: Cash available from Operations (Based on model Ba04)

reconciled with BIAL, considering revised revenues; without

considering Dividend payout, Funding for Hofel, state support
loan repayment and after including estimated Rs. 100 Crore

working capital drawdown)

Shortfall 175

Note: These are estimate and indicative numbers. ba_sedlqn-' assumptions and computations made by
the Authority '

19.6.19 In view of the analysis stated above; the Aq{fhgri_;tjy is not convinced of providing for additional
revenues beyond the computed ARR far 'ti'i§ purpose of making cash flows available for the
Project. The Authority urges BIAL to é’ﬁalqate- the cash flow position and should there be a
need, evaluate other alternates for’ "mojt#a'il_i';'.i_’p'g ;Egn'('li'tsiéfor the Project. Considering the growth in
revenues, the Authority does not.exrﬁ'e“tt«'B'.l'?l‘QL'téfﬁ'é'\;e any shortfall in cash flow.

19.6.20 The Authority notes comments from certain stakeéholders on need to rationalize the Fuel Farm
charges. The Authority decides to continue the current practice on the same and will review
the same for future.

19.6.21 Considering the timeline of the Order, the Authority decides to implement the revised Tariff
on all tickets issued with effect from 00:00 hours IST of 16™ September 2018. The Authority
had sought Tariff Plan fromBIAL which the Authority has received on 29" August 2018.

19.6.22 Break-down of Aeronautical Revenues = Actuals and Prq;'éqqs_,:ed_,' matching the Aggregate

Revenue Requirement is as given below:

Table 76: Aeronautical Revenue Break-up (Rs. Crores)

Break-up of collections FY2017 | FY 2018 | FY'2019 | FY 2020 | FY 2021 Total

Landing, Parking and Housing Charges 315.74 . 348.63 281.03 188.36 | . 21592 | 1349.68
Cargo, Ground Handling, Fuel Farm,

and Lease Rentals 180.41 195.91 205.43 228.10 262.20 1072.05
User Development Fee 501.13 577.76 417.33 341.79 499.90 | 2337.90
Total 997.27 1122.30 903.79 758.26 978.02 4759.63

19.6.23 The Authority had noted that BIAL proposes to implement a Variable Tariff Plan in addition to
the standard Tariff Plan. The Authority noted that BIAL has proposed to offer discounts during

the “Red Eye” period along with other dis ts to domestic and International Aircrafts for
' UE f
new flights, up gauge, new route et Q|

]
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“..All incentives under the VTP for the domestic carriers falls primarily under the red eye
hours of operations. These categories are Existing Flight, Up-Gauge, Additional Frequency,
New Flight and New Route.

The reasons for offering discounted tariff in additional categories is as explained below:
Discount for NEW domestic route (Pax and Cargo): This is primarily to provide enhanced
direct travel opportunily lo the passengers by helping airlines mitigate their risk of
operation to an unserved market. This aspect of Incentivization directly ties-In with the
policy of government of India, whijchis to bring the air connectivity to the hinterland
destinations of India. Last but -mqﬁta‘the'_:f_é;:!;st, it gives the bandwidth to airport network to
ultimately achieve the vision of transforming fb,e agirport into a true transit/transfer hub. '
Discount for International Flights (Pw( qnd Cargo} The prime intent to provide discount for
international flights is to help grow the mternut:ona! network of the airport as International
air connectivity is directly linked to ‘the 'generation of economic growth of the region
resulting in increased job cre ationv@nd faeffffafi@n of International Trade. The benefits of the
International connectivity and quantum oﬁ spend by foreign tourists is well captured in
studies like ‘National Council of Apphed Economfc Research’ (NCAER) and study released by
Tourism Statistics of India. Similarly, based on the draft air cargo policy and NCAP 2016
there has been focussed approf:ch' to increase m',lr cargo volumes for the country to not only
facilitate higher trade but to even reduce logistics cost by bn‘hging economies of scale in the
cargo business. With this objective in mind and so as to build BLR airport into a true
International Gateway/Hub, we have categorized the discount under following sub-
categories as captured below:

Discount for Up:gauge: of aircraft: This means tﬁat-any- international airline up-gauging
their aircraft will be eligible for this discount. The reason for such d:'sc_ount is that an airline
is serving more passengers without necessarily consuming additional airport resources,
thereby bringing operational efficiencies to the entire system

Discount for Additional frequency/New flight: This is simply for the perspective that
additional international flights will provide more options to the passengers and lead to the
market stimulation, thereby contributing to the growth of the local economy and region
Discount for NEW International Route: The idea of new route Incentivization is similar to
what is explained above for the domestic new route, the only difference being that a new
international route has a much wider implication on the economy of the region from both
trade and tourism perspective. The additional 1-year discount for wide body aircrafts is
because traditionally it has been observed that the breakeven period for wide body

operations is anywhere between 18-24 months...”

19.6.24 The Authority notes that BIAL hasM@annable tariff pian However, due to

capacity constraints prevailing ay theAirport, the ﬁyt\tcorlty decides to consider discounts
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only for flights operating in red eye period, new international routes for passenger flights

and new cargo freighters only while truing up the actuals. The revised Variable Tariff Plan

together with the Annual Tariff Plan provided by BIAL matching the ARR and Projected

Revenues is as enclosed in Annexure.

19.6.25 Comparative analysis of existing tariff and revised tariff based on this Order is as given

below:

Table 77: Comparison of Aeronautical Charges and UDF - Existing and Revised

Particulars of charge

Revised Rates

L

_E_xlat],hgf_Rétes

7

- 16th Sep 2018 to
31st March 2019

1st April 2019 to
31st March 2020

1st April 2020 to
31st March 2021

Upto 100 MT

T [TRs. 650,40 par.

Landing Charges | International MT | Rs. 260 per MT Rs. 270 per MT Rs. 281 per MT
Rs. 65,040/ +
Rs. 8_74'.00;pé[' Rs. 26,000/- + Rs. | Rs.27,000/-+Rs. | Rs.28,100/-+Rs.
Above 100 MT in excess'of | 350 per MT in 364 per MT in 378 per MT in
MT | 100°MT,. excess of 100 MT | excess of 100 MT | excess of 100 MT
[ TRs. 331,20 per
Domestic Upto 100 MT sMT U Rs, 132 per MT Rs. 137 per MT Rs. 142 per MT
- Rs. 13,200/- + Rs. | Rs.13,700/-+ Rs. | Rs. 14,200/- + Rs.
Above 100 - -|-excessof 100 | 178 per MT in 185 per MT in 192 per MT in
MT T LU excess of 100 MT | excess of 100 MT excess of 100 MT
Parking and
Housing Rs. 8,90 per Rs. 4 per hour Rs. 4 per hour Rs. 4 per hour
Charges Parking Upto 100 MT hour per MT per MT per MT per MT |
Rs. 890/- + Rs. |
11.80 per MT Rs. 400 + Rs. 5 :
per hour in per MT per hour Rs. 400 + Rs. 5 Rs. 400 +Rs. 5 ‘
Above:-100 excess of 100 in excess of 100 per hour in excess | per hour in excess |
MT. MT MT. of 100 MT of 100 MT
Rs, 17.70 per Rs. 7 per hour Rs. 7 per hour Rs. 7 per hour
Housing Upto 100 MT | hour per MT per MT per MT per MT
Rs. 1,770/- + Rs.
23.50 per MT
per hour in Rs. 700 + Rs. 9 per | Rs. 700 +Rs. 9 per | Rs. 700 + Rs. 9 per
Above 100 | excess of 100 “MT per hour in MT per hour in MT per hour in
MT i ] excessof 100 MT | excess of 100 MT | excess of 100 MT
User
Development Rs. 1226 per
Fee International depax Rs. 400 per depax | Rs. 558 per depax | Rs. 716 per depax
Rs. 306 per
Domestic depax Rs. 100 per depax | Rs. 139 per depax | Rs. 179 per depax
Fuel
Throughput
Charges Rs. 1067 per KL Rs. 1067 per KL Rs. 1067 per KL Rs. 1067 per KL
CUTE/CUSS/BRS usD 1 per
Charges depax USD 1 per depax USD 1 per depax USD 1 per depax
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Decision No. 16. Regarding Aggregate Revenue Requirement

16.a. Based on the material before it and its analysis, the Authority decides:

i. To consider the Aggregate Revenue Requirement as detailed in Table 74 Para
19.6.2 above as the eligible ARR for the second control period for BIAL.
ii. Annual Tariff Plan and Variable Tariff Plan detailed in Annexure will be

effective on all tickets issued from 00:00 hrs (1ST) of 16" September 2018.
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Order

21 Order

21.1.1 In exercise of powers conferred by Section 13 (1) (a) of the AERA Act 2008 and based on the
| above decisions, the Authority hereby determines, the Aeronautical tariffs to be levied at
Bangalore International Airport for the second control period as placed at Annexure |, and
Annexure II. These rates will be effective from 00:00 hours of 16" September 2018, The
tariff for subsequent yeérs (i.e. FY 2019-20 and 2020-21) will be effective from 1** April of
each Tariff Year, during the current control period.

21.1.2 The tariffs determined herein are‘féeﬂi_rig’l.‘ rates, exclusive of taxes, if any.

Ev:fhe Order and in the name of the Authority

W42 g1
(Ramendra Pratap Shukla)
Deputy Chief

To

Bangalore International Airport Limited
Alpha-2 Building

Kempegowda International Airport

(Through Shri Hari Marar, Managing Director)

,*P

o

\q,:c‘z"f‘ Regn!@‘s::‘
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LANDING, PARKING & HOUSING CHARGES

General;-

1. Weight of an aircraft means MTOW in MT (1000kg) as indicated in the
certificate of airworthiness
2. Charges shall be calculated on-thezbasis of nearest MT(i.e1000 kg)

a) LANDING CHARGES-

1sep 2018 to 31° March 2019

Weight of Aircraft

Applicable Rates from 00:00 hr‘s

Other than International
Flight

Upto 100 MT

Rs."32.00 per MT

Above 100 MT

17 17 ~

3 Vi —
Rs. 13200/- +Rs. 178.00 per
T in excess of 100MT

TR A
Applicable Rates from 1°* Apr 2019 to 31* March 2020

Weight of Aircraft

International Flight

Other than International

Flight B

Upto 100 MT

Rs. 270. OOper MT

Rs. 137.00 per MT

Above 100 MT

T T ]

,,,,,

MT in, excess of 1OOMT

Rs. 13700/- +Rs."185.00
~per-MT in excess of 100MT

Applicable Rates from 1° Apr 2020 to 31°* March 2021

Weight of Aircraft

Other than International

A lnt;ernatlonal thht Flight
Upto 100 MT Rs. /281, oo bt || . " Rs.”142.00 per MT
Above100 MT Rs. 28100/~ +Rs.”378.00 per Rs. 14200/- +Rs.192.00
MT in excess of 100MT per MT in excess of 100MT |
Note:

1. Scheduled domestic Aircraft which are less than 80 seater are exempt from paying

Landing charges.

2. Non-séheduled flights - A minimum fee of Rs. 5,000/- shall be charged per single landihg

landing, international and general aviation landing

for all types aircraft flights, helicopters flights including meestic
i
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‘b) PARKING& HOUSING CHARGES-
Applicable Rates from 00:00 hrs (IST) of 16'"Sep 2018 to 31% March 2021
Weight of Aircraft Parking charges ‘ Housing charges
Upto 100MT Rs. 4.00 per hour per MT JRs.""7.00 per hour perMT
Above100MT Rs. 400/- +Rs."5.00per:MT per ] ‘Rs. 700/~ +Rs.”9.00 per MT per

hour in excess of 100 MT

Note:

ill be applicable.
. . on ONBLOCK and OFFBLOCK time as
- recorded at Airport Operations C
3. For calculating chargeable parking:
to the next hour.

€, pért of an hour shall be rounded off

Exemption in Landing and Parking Charges

1. Military aircraft (Government of India) including para-military forces such as BSF, Coast .

Guard etc. are also exempted from parking charges.

2. Operators of International flights from airports other than those declared as
international airports to pay Landing, Parking & housing charges at the current rates
applicable to international alrports ‘for such international, flights.

3. Domestic legs of 1nterna>t1onal F@utes ef ‘ "';dlan operators. to be treated as domestic
flights as far as landing charges are concerned, irrespective of the flight numbers assigned
to such flights.

USER DEVELOPMENT FEE (UDF) |

Applicable Rates from 00:00 hrs (IST) of 16™Sep 2018 to 31% March 2021

Type of Passenger For ticket issued | For ticket issued on | For ticket issued on .
on or after or after 01.04.2019 | or after 01.04.2020
16.09.2018
Pnternational Rs.”400 per Pax Rs. 558 per Pax Rs. 716 per Pax
embarking passenger -
Domestic Rs. 100 per Pax Rs. 139 per Pax _Rs.-179 per Pax
embarking passenger . /ﬁ”“ UL
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1.

General:-

User Development Fee is payable to Bangalore International Airport Ltd.

2. Collection charges on User Development Fee (UDF) -

4, The following categories of perso

The domestic and international Scheduled Air Transport Service (Passenger) operator will
be entitled for Collection Charges of Rs.5/- (Rupees five only) per embarking passenger,
provided, BIAL receives the invoiced UDF, amount within the due date mentioned in the
invoice. The collection charges s”d:*payaﬁ ‘the: operator will be adjusted by credit
note during the subsequent billing: ‘no collection charges will be payable
by BIAL to the operator, if the operat ake the UDF invoice payment within the
aforesaid applicable time limit/cre'di:

fthe RBI reference conversion rate as on the
ued in the 1st fortnight and rate as on 15th
ht shall be adopted.

For calculating the UDF in foreign curren 7
last day of the previous month for tickets i
of the month for tickets issued in t

Children (Under age of 2 years)

Holders of Diplomatic Passport, ' ' %

c. Airlines crew on duty including sky marshals & airline crew on board for the
particular flight only (this would not include Dead Head Crew, or ground
personnel),

d. Persons travelling on official duty on aircraft operated by Indian Armed Forces.

Persons travelling on official duty for Untied Nations Peace Keeping Missions.

Transit/transfer passengers (this exemption-may be granted to all the passengers

transmng upto 24 hrs ‘*A pvassenéger 1s treaJ;, . ﬂn/-traﬁsﬂ*t only if onward travel

o o

o

‘case 2 separate tlckets are 1ssued it would not be treated as transit passenger”)
g. Passengers departing from the Indian airports due to involuntary re-routing i.e.
technical problems or weather conditions

FUEL THROUGHPUT CHARGE"(&ir?ﬁqrt Operator Fees)

Applicable Rates from 00:00 hrs (IST) of 16""Sep 2018 to 31°* March 2021
Charges per Kilolitre of Fuel Rs.”1,067.00

Note:

1. Concessioned to Fuel Farm Operator. The charges mentioned above will be
collected as Airport Operator Fees from Fuel Farm Operator as part of total
charges that are collected by Fuel Farm Operator from its customers.




CUSS/CUTE/BRS CHARGE*

Applicable Rates on all tickets issued from 00:00 hrs (IST) of 16™'Sep 2018 to 31
March 2021

Charges per dpax usD ($) 1.00

* Concessioned to Concessionaire on rey

model. The charges mentioned above
will be collected by Concessionaire from ™

nversion rate as on the last day of the

For converting the USS in INR, the RBI : _
ht and rate as on 15th of the month for

previous month for tickets issued in the: 1st'f'l':1
tickets issued in the 2nd fortnight shalhbe ado

GENERAL CONDITION

1. Flight Operating under Regi ity Scheme will be completely
exempted from charges as per.- Or’der No..20/2016-17 dated 31.03.2017 of the
Author1ty from the date the‘schemeé is’opérationalized by Gol.

2. All the above Airport Charges and Fee are subject to applicable taxes.

VARIABLE TARIFF PLAN (VTP):

Detailed VTP submitted by BIAL o enclosed as ann@xure e BIAL can charge the
discounted rate as per VTP, however, due to capacity constraints_prevailing at the
airport, the Authority decides to consider discounts only for fllghts operating in red
eye period, new international routes for passenger flights and new cargo freighters
only while truing up the actuals. :

Aeronautical Charges for the period 16™ September 2018 - 31 March 2021 Page 5 -



Annexure - I

Variable Tariff Plan

ScheduIeélz"Dq-mestise:-.&i-ia‘ternationaI Passenger and Cargo Airlines

BIAL’s Proposat for |mproved passenggi \r-{rafﬁc and sustamed

operational exeeime

September 2018




Variable Tariff Plan:

Under the broad based six categories listed below, BIAL proposes a Variable Tariff Plan (VTP) that will be limited to specific categories

only and applicable to Scheduled Domestic & International Passenger and Cargo Airlines.

Definition of various Categories:

1. Existing Flights: Flights currently operating at Bangalore

ny airline. A5

2. Additional Frequencv An addltlonalﬂtghn mtroduced onan eXIstmg routgh
E.g. Airline XY opera#es 4 ffequenaes between Bangalore — Mumb’cri ared

3. New Flight: A flight :'i'n‘t{fdde_t'ted to a new:destination (unserved by;th
service by anotherairline:from Bangalore, v £

DY

E.g. Airline XY ( exrstlng} or.Airline A8 (rrew) ‘introduces a flight on Bangalore Trrvandrum wh/ch is glready served by another

domestic carr/er(s)

New Route: A flight to a new destiﬁat@};that is currently unserved from Bangalore by any airline (unserved by the qualifying

airline for the previous twelve moriths). ,
E.g. Airline XY (existing) or Airline AB (new) introduces a new route Bangalore — Phuket, which is currently unserved from

Bangalore by any airline.




5. Aircraft Up gauge: This incentive will be applicable to the International airlines who will be up gauging their aircraft on the
existing route

£.g. Airline XY (existing) up gauges its aircraft to a wide body aircraft from a narrow body aircraft on an existing route like

Bangalore — Dubai (for e.g. an airline operating A320/B737/A321 or similar type of aircraft up-gauge to A330/8787/8777 or
equivalent or higher will be eligible to avail this incentive)

6. New Cargo Airline: This incentive will b_e,%pplicable for a new freighter airline operating to Bangalore

o~
< =
P
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Tariff Card:

VTP - Passenger

Rack Rate (*RR) per “MT Existi T ExitingFlight |  Additional | ; : !
Type ' in INR) Fligh't'sg | Up-:aug‘gh Frequency | Now Fligit N Ritate |
FY 2018-18 4 Year 1 Year 2
Landing Charges B - e Al Aircrefivpe | Code D & Above
Domestic Passenger Flights ‘
{Other than Non-Peak Operations) J
Rate per MTOW (for MTOW <= 100) | RR 075 RR RR
Rate per MTOW (for MTOW > 100) RR 075" RR RR
Domestic Passenger Flights ! ’
(Red Eye Period) | |
Rate per MTOW (for MTOW <= 100) _ 0.80 " RR 015" RR RR |
Rate per MTOW (for MTOW > 100) 080 *RR 015" RR RR |
international Passenger Flights '
(National or International Carriers) )
Rate per MTOW (for MTOW <= 100} RR _005°RR 050"RR |
Rato per MTOW (for MTOW> 100} RR 0.05° RR 0.50 " RR
! i
Wircraft less than 80 Seats | 1
(A TRs! Q400s! E70s)
Rato por Landing 0 o o




VTP - Cargo

Rack Rate {(*RR)

New Airline to the Airport and/or
Type p;r m':T . NGy . New Route for the Airport
 FY2018-19 Year 1 Year 2

|Landing
Domaestic Cargo Airfines
|Rate per MTOW (for MTOW <= 100) RR 0.50 " RR 0.75 " RR
Rate per MTOW (for MTOW > 100) RR 0.50* RR 0.75 * RR
international Cargo Airlines 8
Rate per MTOW (for MTOW <= 100} 0.50 * RR

0.50 " RR

Rate per MTOW {for MTOW > 100) .




Explanation:

Red Eye Operations

¢ Airport Red Eye Hours are declared as between 0000 to 0430 hours (IST) for the current financial year. Airport red eye hours will be
declared in December every year for the subsequent financial year (April to March)

¢ All existing domestic flights departing during the red eye hour(s) will be eligible for the red eye tariff defined in the tariff card.

e A flight will qualify for the red eye tariffinthe VTP, if in every billing cycle at least 80% of its departures (Off-block time - AOBT) are
in the airport declared red eye hours (tolerance of +/- 5 minutes).

E.g. Flight 1234 with a Schedu!ed Time of Departure (STD) 0200 hrs should have 80% or more of its off-block time (AOBT) between 0155

to 0205 hrs (airport declared red eye hours = 00@0 to 0430 hrs).

The tariff as per published' VTP shaﬂ apply untll 31 March and thereafter’f"’ m 1AL
adjusted at the same rate.

Eg 1: Domestic flight AB 1234, pperatmg a new ﬁtght in the red-eye hour w&th u
2018 will be eligible for theffoﬂgmng rates:
01 OCT 2018 to 31MAR2019:Rs. 0.40 * RR perMT (where RR means Rack Rate fo
01APR2019 to 30SEP2019 Rs. € _,"*A3 9%(3nnua£_?$calat|on in RR) * RR per MT

8-19 for all s‘tjbs'e‘q\_,,ﬁe"qf references)

New Route

The tariff for new routes for domestic will be For a period of 12 months from the date of commencement. The tariff for new routes for
international will be for a period of 12 months from the date of commencement. The VTP will be applicable for another 12-month period
in case the flight is operated by Code D or higher type of aircraft

\\::/C Ree‘ + :“‘_f-
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For Eg 2: International flight XY 567 with a wide body aircraft (Code D and Above), commencing operations on new route on 1% Oct 2018
will be eligible for the following rates:

010CT2018 to 31MAR2019 Rs. 0.05 * RR per MT

01APR2019 to 30SEP2019 Rs. 0.05 * 3.9% * RR per MT

010CT2019 to 31MAR2020 Rs. 0.50 * 3.9% * RR per MT

01APR2020 to 30SEP2020 Rs. 0.50 * 3.9% *3.9% * RR per MT

Eg 3: International flight XY 567 with a nar'fo'w body aircraft, commencing operations on new route on 1* Oct 2018 will be eligible for the
following rates: o
010CT2018 to 31MAR2019 . “:Rs. 0.05 * RR.peeMT
01APR2019 to 30SEP2019 - +Rs. 0.05 * 3:9% * RR per MT

Validity

* The tariff plan for international flights is valid for 12 - 24 months (as app nt of operation.

s

e The tariff plan for dofﬁésﬁ'c{ﬂights is valid for 12 months from the da}e o

General Information: V.
» No discount over and above the Variable Tariff Plan is applicable.

e The discounts are applicable only durlng-if{éseffective period of existing Variable tariff plan

o The aircraft categorization has been defined as per wingspan (Annex 14 ICAO) .






