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CHAPTER 1. BACKGROUND

Introduction

Delhi International Airport Limited {DIAL), was incorporated on 1* March 2006 as a Joint Venture
Company with AAI holding 26% equity stake and balance 74% of equity capital acquired by members
of the GMR consortium. The GMR consortium comprised of GMR Group entities, Fraport AG,
Malaysia Airports Holdings Bhd. and India Development Fund (last two of which exited the
consortium subsequently). On 4" April 2006, DIAL signed the Operation, Management and
Development Agreement (OMDA) with AAI and took over the operations of the Indira Gandhi
International Airport (IGLA) on 3" May 2006. The current shareholding structure of DIAL has GMR
Airports Limited holding 64% of the stake, Fraport AG Frankfurt Airport Services Worldwide holding
10% stake with AAIl holding the balance 26% of the stake.

The OMDA has a term of 30 years, with DIAL having a right to extend the agreement for a further
period of 30 years, subject to its satisfactory performance under the various provisions governing the
arrangement between DIAL and AAL In addition to OMDA, DIAL has also entered into the State
Support Agreement (SSA) with Gol on 26" April 2006 which outlined the support from Gol and has
also mentioned the principles of tariff determination to be adhered by the economic regulatory body
for airports. Besides OMDA and SSA, the airport operator has also entered into other agreements with
the state government and other agencies in order to complete the project and provide various services
at the airport.

As per OMDA, AAI granted DIAL the exclusive right and authority, during the term of agreement, to
undertake some of the functions of AAI, namely the functions of operations, maintenance,
development, design, construction, up-gradation, modemizing, finance and management of the IGl
Airport and to perform services and activities constituting aeronautical and non-acronautical services
at the airport.

1.2 Tariff Setting Principles

1.2.1  The tariff determination mechanism towards aeronautical charges shall be as per the principles of the
State Support Agreement as stated below;

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

Commercial: In sefting the price cap, AERA will have regard to the need for the JVC to generate
sufficient revenue to cover efficient operating costs, obitain the return of capital aver its economic
life and achieve a reasonable return on investment commensuirate with the risk involved,
Transparency: The approach to economic regulation will be fully documented and available to all
stakeholders, with the Airports and key stakeholders able to make submissions to AERA and with
all decisions fully documented and explained.

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

Economic Efficiency: Price regulation should only occur in areas where monaopoly power is
exercised and not where a competitive or contestable market operates and so should apply only to
Aeronauntical Services. Further in respect to regulation of Aeronauntical Services the approach to
pricing regulation should encourage economic efficiency and only allow efficient costs to be
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recovered through pricing, subject to acceptance of imposed constraints such as the arrangements

in the first three years for operations support from AAL

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

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

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

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

10) Pricing responsibility: Within the overall price cap the JVC will be able 1o impose charges subject
to those charges being consistent with these pricing principles and [ATA pricing principles as
revised from time to time including the following:

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

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

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

(iv)  Usage: in general, aircrafi operators, passengers and other users should not be charged
Jor facilities and services they do nof use.

The specific formula for calculating the target revenue which the airport operator is eligible for is as
below;

TR; = RB; x WACC;+ OM;+ D+ T; -5
Where
TR = Targef Revenue

RB = regulatory base pertaining to Aeronautical Assels and any investmenis made for the
performance of Reserved Activities, etc. which are owned by the JVC, after incorporating efficient
capital expenditure but does not include capital work in progress to the extent not capitalized in fixed
assets, 1t is further clarified that penalties and Liquidated Damages, if any, levied as per the provisions
of the OMDA would not be allowed for capitalization in the regulatory base. It is further clarified that
the Upfront Fee and any pre-operative expenses incurred by the Successful Bidder towards bid
preparation will not be allowed to be capitalized in the regulatory base.

WACC = nominal post-tax weighted average cost of capital, calculated using the marginal rate of

corporate fax.

OM= efficient operation and maintenance cost pertaining to Aeronautical Services. It is clarified
that penalties and Liquidated Damages, if any, levied as per the provisions of the OMDA would not be
allowed as part of the operation and maintenance cost.
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D = depreciation calculated in the manner as prescribed in Schedule XTIV of the Indian Companies
Act, 1956, in the event, the depreciation rates for certain assets are not available in the aforesaid Aet,
then the depreciation rates as provided in the Income Tax Act for such asset as converted to straight
line method from the written down value method will be considered In the event, such rates are not
available in either of the Acts then depreciation rates as per generally accepted Indian accounting

standards may be considered.
T = corporaie taxes on earnings pertaining to Aeronautical Services.

8§ = 30% of the gross revenue generated by the JVC from Revenue Share Assets. The costs in relation
to such revenue shall not be included while calculating Aeronautical Charges.

As per the definitions provided in the OMDA and the SSA;

“Revene Share Assets” shall mean (@) Non-Aeronautical Assets; and (b) assets required for provision
of aeronautical related services arising at the Airport and not considered in revenues from Non-
Aeronautical Assets (e.g.: Public Admission Fee)

For the purpose of the tariff determination exercise, the depreciation rates as per the Authority's Order
No. 35/2017-18 dated January 12, 2018 along with its Amendment to Order No. 35/2017-18 dated
April 9, 2018 have been considered. The useful life of these asséts as determined by AERA also forms
the basis for the depreciation of assets of DIAL as mentioned in the notes to accounts of the annual
report of DIAL for FY 2019/auditor certificates submitted by DIAL.

AERA had considered the project cost in Tariff Order for First Control Period based on the allowable
project cost determined in the earlier issued Order No. 28/2011-12 dated November 14, 2011. As per
the Order No. 28/2011-12, DIAL had submitted a project cost of Rs. 12,857.00 Cr for the First Control
Period. The Authority had analyzed DIAL’s submission and decided to exclude Rs. 354.14 Cr from
the project cost to determine the allowable project cost as part of its decisions in the said order. The
excluded costs include the upfront fee of Rs 150 Cr, Rs. 107.15 Cr pertaining to disallowed area of
8652 sq. m, and additional costs refated to other items like apron, rehabilitation of runway 10-28, and
escalation for reinforcement.

Based on the tariff determination principles and taking into consideration the tariff filings of DIAL,
AERA issued the Tariff Order for the First Control Period on April 24, 2012. The Authority determined
a one-time increase of 345.92% on the aeronautical tariff with effect from May 15, 2012 which was
implemented by DIAL.

With regards to revision in tariff for the Second Control Period, DIAL had submitted its tariff proposal
for the Second Control Period on November 11, 2013. Taking into consideration the submission and
based on its analysis on the DIAL submissions with regards to each of the building blocks, AERA
issued a Consultation Paper for the Second Control Period on January 28, 2015. Post completion of
stakeholder discussions, the final Tariff Order for the Second Control Period was issued on December
10, 2015, wherein a one-time decrease in tariff of 89.40% was determined. AERA had also granted, as
part of the Tariff Order, an additional ARR of Rs. 691.50 Cr to help DIAL meet its cash deficit on
account of reduction in tariff. The Tariff Structure and the rate card arrived at by AERA regarding tariff
determination for the Second Control Period were to be applicable from January 01, 2016.

The Hon'ble High Court of Delhi vide its judgement dated 22.01.2015 had allowed DIAL to continue
the tariff determined by AERA for the First Control Period vide Tariff Order No. 03/2012-13 dated
20.04.2012 till the disposal of the appeals pending against the said Tariff Order, by the AERAAT.
Hence, the Tariff Order for Second Control Perj ould not be implemented from its intended date.
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1.2.8 The Hon’ble Supreme Court had lifted the stay on implementation of the Tariff Order for the Second
Control Petiod post which the tariff implementation for the Second Control Period started on July 7,
2017. The Hon’ble Supreme Court had also directed Hon’ble TDSAT to complete its adjudication on
the issues raised.

1.3 Hon’ble TDSAT directions with regards to decisions taken by AERA for the First Control

1.3.1

Period

Hon’ble TDSAT had heard the concemns raised by DIAL with regards to decisions taken by AERA for
the First Control Period and issued the order for DIAL on April 23, 2018. Further, Hon’ble TDSAT
had issued the order for MIAL on Nov. 15, 2018 pertaining to concerns raised by them. The Hon’ble
TDSAT judgment along with the _dimcti’6m31§iven to AERA based on the plea filed by DIAL and MIAL
for the decisions taken by AERA in the First Control Period are as listed below;

(i)
(i)
(iii)

In exercise of powers under Section 13 of the AERA Act 2008, AERA is required to respect
rights/concessions etc, flowing from lawful agreements / directions viz. OMDA, SSA, etc.
Contractual rights can'be voided only based on explicit statutory provisions or implications
from statutory provisions permitting no other option.

Even when the Airport Operator engages in providing an Aeronautical Service through its
servants or agents, the sérvice must be deemed to be the one provided by the Airport
Operator. The color of revenue from Aeronautical Service cannot get changed to that of
revenue from Non-Aeronautical Service, by an act of delegation or leasing out by the
Concessionaire.

Revenue from Cargo and Ground Handling charges are required to be treated as Non-Aero
revenue.

For future, the exercise for Assets allocation has to be redone, if not redone already.

Levy and determination of User Development Fee (UDF) is lawful but its use and
appropriation must also be transparent, lawful and accounted for in the fiture exercise for
tariff determination.

Refundable Security Deposit (RSD}raised by the airport operator to fund the Project cannot
be a zero-cost debt. Its cost needs to be ascertained and made available to the airport
operator through appropriate fiscal exercise at the time of next tariff redetermination.,
Although rate of 16% as return on Equity not interfered with, AERA may redo the exercise
through a scientific and objective approach, independently of any observations in the Third
Control Period.

The question of °S” i.e. 30% of the Revenue from Revenue Share Assets as an element of
revenue pertaining to aero services for the purpose of calculating ‘T” i.e. Aeronautical
Taxes is remanded back. Only to this limited extent, we direct AERA to consider the issue
afresh through a consultative process in the next control period that may be falling for
consideration.

AERA is directed not to exclude the amount of Upfront Fée from the equity share capital
of the airport operator while determining WACC.

If in fuiure the ratio (between domestic and international airlines) in respect of tariff
structure/rate card is proposed to be changed to the disadvantage of the appellants, AERA
may do so only through a process of detailed consultation and in accordance with the AERA
Act 2008.

13.2 Hon’ble TDSAT vide their order dated March 20, 2020 had heard the concems raised by DIAL
regarding decision taken by AERA to exclude certain items under the Project Cost to the extent of Rs.
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354.14 Cr as part of AERA Order no. 28/2011-12 and had upheld the decisions taken by AERA
regarding exclusion of Rs. 354.14 Cr from the allowable project cost. The Hon’ble TDSAT Order had
based their decision on the following aspects;

(i) Regarding exclusion of costs of Rs. 23.82 Cr pertaining to additional apron area, Engineer’s
India Limited (EIL)'s capacity as an expett cannot be doubted as it was earlier associated
with the project works related to airport in the capacity of independent engineer and is fully
aware of the factors specific to the project. DIAL has not provided any reasons which can
be deemed justifiable for rejecting the calculations provided by EIL in their
recommendation.

Regarding exclusion of Rs. 35.67 Cr from escalation of reinforcements, EIL has based its
calculation by determining a fair price increase for steel based on average cost of reinforced
steel at the relevant time. DIAL has not provided any suitable justifications to discredit the
stand of EIL.

The deduction of Rs. 37.50 Cr made for rehabilitation of runway 10-28 comprises of
exclusion of Rs. 20 Cr recommended by EIL and a deduction of Rs. 17.50 Cr which shall
be considered as O&M expenditure recommended by KPMG. DIAL has not provided any
points which could discredit the views of EIL and KPMG.

The exclusion of Rs. 107.15 Cr, on account of 8652 sq. m of Gross Floor Area is upheld as
the concerned area was not part of DIAL s master plan and EIL, after examining its validity,
concluded that sufficient area for Food Court and Retail was already available on departure
and arrival levels. DIAL’s reasoning that EIL has erred in this aspect (concluding that such
area should not have been built and, therefore, should not be included in project cost) is not
Justifiable.

Further Hon’ble TDSAT had also reiterated that the decision to exclude upfront fee of Rs 150 Cr from
the RAB need not be relooked while the same should be considered as part of equity for the limited

purpose of determination of WACC as already mentioned in the previous Hon’ble TDSAT judgment
as mentioned in para 1.3.1 (x).

AERA had looked at Hon’ble TDSAT Order and had applied the directions as applicable under the
various regulatory building blocks towards tariff determination for the Third Control Period as
enumerated in the Consultation Paper No. 15/2020-21 issued for the Third Control Period dated June
9, 2020

The Authority had also carried out various independent studies which are listed as below:

. Determination of Return on Equity to be used for computation of Weighted Average Cost of
Capital for the Third Control Period.
Determination of Return to be provided on RSD raised by the Airport Operator and utilized
towards development of the Project.
Determination of Asset Allocation amongst Aeronautical and Non-Aeronautical assets for the
Second Control Period.
Determination of Allocation of Costs for the IT JV amongst aeronautical and non-aeronautical
costs for the Second Control Period.
Determination of Efficient Costs for Phase 3A expansion as proposed in the Third Control
Period.
Determination of Efficient O&M costs for the Second Control Period.
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1.4

1.4.1

The outcome from these studies were analyzed by AERA and implemented as patt of the proposals
mentioned in the Consultation Paper No. 15/2020-21 issued for the Third Control Period dated June 9,
2020.

Base Airport Charges

As part of the tariff determination principles which is provided under the SSA, it specifically mentions
that the airport operator is eligible to levy at the minimum Base Airport Charges plus 10% from the
third year since the Effective Date as acronautical tariff. The same is as per the Schedule 6 of the SSA.
The relevant extract is as shown below;

“1.The existing AAT airport charges (“Base Airport Charges”) will continue for a period of two (2)

years from the Effective Date and in the event the JVC duly completes and commissions the Mandatory
Capital Projects required to be completed during the first two (2) years from the Effective Date, a
nominal increase of ten (10) percent over the Base Airport Charges shall be allowed for the purposes
of caleulating Aeronautical Charges for the duration of the third (3%} Year after the Effective Date
(“Incentive”). It is hereby expressly clarified that in the event JVC does not complete and commission,
by the end of the second (2™) year from the Effective Date, the Mandatory Capital Projects required
to be completed and commissioned, the fncentive shall not be available to the JVC for purposes of
calculating Aeronautical Charges for the third (3") year afier the Effective Date.

2. From the commencement of the fourth(4") year after the Effective Date and for every year thereafier
for the remainder of the Term, Economic Regulatory Authority / GOI (as the case may be) will set the
Aeronantical Charges in accordance with Clause 3.1.1 read with Schedule 1 appended to this
Agreement, subject atways to the condition that, at the least, a permitted nominal increase of ten (10)
percent of the Base Airport Charges will be available to the JVC for the purposes of calculating
Aeronautical Charges in any year afier the commencement of the fourth year and for the remainder of
the Term.”

The Base Airport Charges hence shall be effected if the acronautical revenues that the airport operator
is eligible to recover, based on the tariff determination process as per Schedule 1 of the SSA, is lesser
than the revenues the airport operator would have eamed by levying Base Airport Charges plus 10%.
In such a case the Base Airport Charges plus 10% shall be considered for the tariff card determination.

The Authority at the time of tariff determination for the Second Control Period had decided to allow
the X Factor of 89.40% to DIAL and based on the same, tariff card was prepared for the Second Control
Period and was supposed to be applicable from 1* January 2016. This tariff was however actually
levied by DIAL only from July 7, 2017 as there was a stay in the interim period which was then lifted
by the Hon’ble Supreme Court as mentioned in para 1.2.8. DIAL had approached the Authority with
the contention that the aeronautical tariffs determined by the Authority have fallen below the Base
Airport Charges stipulated in the SSA.

AERA vide order dated November 19, 2018 has allowed DIAL to charge Base Airport Charges (BAC)
+ 10% of BAC effective from 1* December 2018, The tariff card has been extended till December 31,
2020 or the date of issue of the Tariff Order for the Third Centrol Period, whichever is earlier. The
order also mentioned that Authority shall consider suitable true up of all aeronautical revenues realized
by DIAL in the Second Control Period at the time of determination of tariff for the Third Control
Period.
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1.5 Issuance of Consultation Paper and Receipt of Stakeholder Comments

DIAL had filed the Multi Year Tariff Proposal (MY TP) for the Third Control Period seeking revision
in aeronautical tariffs. AERA had examined the points raised by DIAL in their MYTP and had
published the Consultation Paper for the IGIA, New Delhi for the Third Control Period on June 9, 2020
for stakeholder comments and discussion. The Consultation Paper has proposed continuation of Base
Airport Charges plus 10% for the airport operator for the Third Control Period. \

1.5.1

Considering the onset of COVID-19 pandemic and its associated impact on the airport operations and
financials, the Consultation Paper was issued and the airport operator was requested to update the traffic
projections and also provide the impact of COVID-19 pandemic on various other regulatory building
blocks so that the tariff determination process takes into consideration the impact of the pandemic while
determining tariff for the Third Control Period. The stakeholder meeting was held on July 17, 2020
post which the comments from the stakeholders including DIAL were published on August 07, 2020.

1.5.2  The following stakeholders have provided their comments on the Consuliation Paper.

Delhi International Airport Limited (DIAL)

Mumbai International Airport Limited (MIAL)

Airlines Operators Committee (AOC) Delhi

Association of Private Airport Operators (APAO)

Associated Chambers of Commerce and Indusiry of India (ASSOCHAM)
Federation of Indian Chambers of Commerce and Industry (FICCI)
Intemational Air Transport Association (IATA)

PHD Chamber of Commerce and Industry (PHDCCI)

Business Aircraft Operators Association (BAOA)

Airports Council International (ACI)

Airports Authority of India (AAI)

The stakeholders, apart from DIAL, who have provided their comments pertaining to the mentioned
regulatory building blocks are as below;

Components impacting Tariff Determination for
Third Control Period

Stakeholders who have commented (apart
from DIAL)

Traffic for Third Control Period

IATA and PHDCCI

Tre up for First Control Period

MIAL, AAl and APAO

True up for Second Control Period

IATA, MIAL, APAO, PHDCCI, AAl and AQC

Aeronautical RAB and Depreciation for Third Control
Period

APAO, MIAL, PHDCCI, FICCI, BAOA, AOC
and JATA

Weighted Average Cost of Capital for Third Control
Period

MIAL, APAQ, AAl and

ASSOCHAM

IATA, FICCI,

Operating Expenses for Third Control Period

MIAL and IATA

Revenue from Revenue Share Assets for Third Control
Period

APAO, [ATA, ACIl, BAOA, FICCI, PHDCCI,
AAl and ASSOCHAM

Aeronautical Taxes for Third Conitrol Period

IATA and AQC

Quality of Service for Third Control Period

IATA

Compensation for Fuel Throughput Charges

MIAL and BAQA

True up of BAC + 10% for Third Control Period

MIAL, APAO, ACI and FICCI

No inputs were received from Ministry of Civil Aviation (MoCA) as part of the Consultation process.
The counter comments from DIAL on other stakeholder comments were received on August 21, 2020,
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1.5.3

Authority had requested for some clarifications from the airport operator conceming the submissions
made by the operator as part of stakeholder submission, which were submitted on September 11, 2020
and a few further clarifications from the airport operator were submitted on October 09, 2020. Based
on the various observations received from the stakeholders along with revised submissions of the
airport operator, Authority has examined and finalized various decisions pertaining to various
regulatory building blocks based on which this Tariff Order is being issued.

The Authority had appointed an [ndependent Consultant M/s SBI Capital Markets Ltd (SBICAPS) to
assess the MY TP submitted by the airport operator of Indira Gandhi International Airport, New Dethi,
Accordingly, SBICAPS has assisted the Authority in examining the MY TP of the airport operator and
including verifying the data from the various auditor certificates submitted by the airport operator,
examining the building blocks in tariff detenmination and ensuring that the treatment given to it is
consistent with the Authority's methodology, approach, studies, SSA, OMDA, Land Lease agreement
etc.

1.6 Construct of the Tariff Order

1.6.1

The Tariff Order is structured under various chapters with the second chapter listing out DIAL’s
submissions as part of the current tariff propesal regarding various specific issues regarding true up for
the First Control Period. Against each of the issues raised by DIAL, Authority’s earlier analysis and
decisions regarding true up for the First Control Period as per the Second Control Period Tariff Order
is provided. The same is followed by Authority’s examination and proposals regarding the true up for
the First Control Period as part of the tariff determination for the Third Control Period as mentioned in
the Consultation Paper for the Third Control Period. The same is followed by comments from various
stakeholders and counter comments from the airport operator and followed by Authority’s Examination
and Final Decision on the subject matter.

The third chapter lists out DIAL’s submissions regarding true up for the Second Control Period
pertaining to various specific issues followed by a recap of the Authority’s analysis and decisions

regarding the various building blocks for the Second Control Period as per the Second Control Period
Tariff Order pertaining to those specific issues. This is followed by Authority’s examination and
proposals on the specific issues regarding the true up for the Second Control Period as part of the tariff
determination for the Third Control Period as already mentioned in the Consultation Paper. The same
is followed by comments from various stakeholders along with counter comments from the airport
operator and followed by Authority’s Examination and Final decision on the subject matter.

The balance chapters bring out DIAL’s submissions regarding various building blocks pertaining to
the Third Control Period including additions to Aeronautical RAB along with Aeronautical
Depreciation for the Third Control Period, Weighted Average Cost of Capital for the Third Control
Period, Aeronautical Operating Expense projected for the Third Control Period, Revenue from
Revenue Share Assets projected for the Third Control Period, Aeronautical Taxes projected for the
Third Control Period, Traffic Projections for the Third Control Period, Inflation, Quasity of Service
along with Authority’s analysis and proposals regarding the same issued at the time of Consultation
Paper, The same is followed by comments from various stakeholders along with counter comments
from the airport operator and followed by Authority’s Examination and Final decision on the subject
matter.

Post the analysis and discussion on various building blocks including true up for earlier Control
Periods, the revised Target Revenue as determined by the Authority based on the various decisions of
the Authority is presented along with the final decision in tariff for the Third Control Period in the
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penultimate chapter. The final chapter summarizes Authority’s decisions regarding each of the building
blocks.
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CHAPTER 2. TRUE UP FOR THE FIRST CONTROL PERIOD

2.L1

2.2

Issues raised by DIAL pertaining to True up for the First Control Period

DIAL raised the following issues concerning the First Control Period for true up as part of their MY TP.

Regulatory Asset Base,

Weighted Average Cost of Capital,

Aeronautical Operating Costs,

Aeronautical Taxes,

Treatment of various items undcr-‘RWenue from Revenue Share Assets.

For each of the issues raised, the Authority looked at the past decisions taken with regards to the true
up of that particular building block for First Control Period as per the Tariff Order for the Second
Control Period following which the Authority has examined the same and made their proposals
pertaining to true up for First Control Period. Authority’s proposals on true up for First Control Period
are followed by comments and counter comments from various stakeholders on the same, which are
then followed by Authority’s examination and Final Decision on the true up for First Control Period as
part of tariff determination for Third Control Period. The following paras explain these issues in detail.

True up of Regulatory Asset Base

DIAL’s submissions regarding true up of Regulatory Asset Base for the First Control Period

DIAL submitted that the Authority vide its order no 28/2011-12 dtd. 14.11.2011 has allowed DIAL to
recover the Developmient Fee (DF) of Rs. 3,415 Cr towards part funding of the project cost. The DF
determined under the said order includes Rs. 350 Cr of cost estimated towards construction of Air
Traffic Control {ATC) Tower. DIAL submitted that the assets corresponding to the ATC Tower have
been capitalized only in FY 2019. AERA at the time of tariff determination for the Second Control
Period had adjusted the amount of development fee (DF) from Regulatory Asset Base. Till FY’14
DIAL had drawn down the DF to the extent of Rs. 3,241.37 Cr and accordingly AERA adjusted total
DF of Rs. 3,241.37 Cr. DIAL submitted that this adjustment wrongly considers Rs. 176.37 Cr of DF
drawn on account of ATC and has indicated that since the asset is not capitalized there is no reason for
deduction of RAB on this account. DIAL considered the ATC tower capitalization and adjustment of
DF on this account in FY 2019 only and hence requests the Authority to consider DF adjustment for
the First Control Period as Rs. 3,065 Cr {Rs. 3,415 Cr which is the total DF collected less Rs. 350 Cr
pertaining to ATC Tower).

DIAL submitted that pursuant to the implementation of Second Control Period order the aeronautical
tariff has fallen below the Base Airport Charges (BAC) + 10% of BAC. Hence, DIAL had approached
AERA for the implementation of tariff equivalent to BAC+10%. Authority has issued the Order No.
30/2018-19 dated 19" November 2018 to implement the BAC+10% tariff. DIAL mentioned that the
order had the following decision related to charging of X-Ray Baggage charges:

“DIAL Is not entitied to charge X-Ray charges, since the investment on screening equipment was made
from PSF and not by DIAL. The X-ray baggage charge (as stipulated in Schedule 8 of SSA +10%) shall
be applicabie from the date of DIAL s remittance of required amount to PSF fund. A separate order to
this effect will be issued on receipt of confirmation of remittance of the required amount into PSF from
Ministry of Civil Aviation"
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DIAL in its tariff proposal has submitted that it has now added assets to the extent of Rs. 119.66 Cr to
the aeronautical RAB in the relevant years of capitalization i.e. FY 2011-12 as they have remitted the

amount to PSF account.
Accordingly, DIAL revised the RAB for the First Control Period to reflect above mentioned changes.

Table 1: Adjustment towards RAB submitted by DIAL for First Control Period as per
MYTP
FY ending March 31 (Rs. Cr) 2010 2011 2012 2013 2014
RAB as per AERA 247985| 5.208.26 8,254.13 7.458.08 7.118.46
Add: Reversal of ATC related DF adjustment 139.75 176.37
Less: Reversal of ATC related DF adjusiment -
— Depreciation (233) (5:27)
Add: Baggage Screening Equipment 10.50 69.71 100.98 07.89 96.71
Total 2,490.35| 5277.97 8.355.10 7.693.36 7.386.21

Decisions taken by the Authority regarding True up of Regulatory Asset Base for First Control
Period as per Tariff Order for the Second Control Period

The Regulatory Asset Base considered for the purpose of estimating return was based on actual date of
capitalization for a year and was arrived at by incorporating addition/deletions/adjustments to the
aeronautical asset base of DIAL on the opening balance of RAB in that year on a pro rata basis. The
Authority had also decided not to consider any adjustment to the RAB on account of foreign exchange
fluctuation.

The Authority had decided to apportion the DF funding collected by the airport operator towards

aeronautical assets capitalized and aeronautical Capital Work in Progress (CWIP), post which the DF
funding apportioned towards aeronautical assets capitalized shall be adjusted to arrive at aeronautical

RAB. While the fund apportioned to the expenditure incurred on the aeronautical assets capitalized in
a year would be adjusted from RAB in the given year, that amount which is apportioned to expenditure
incurred on aeronautical CWIP is proposed to be carried over to the subsequent years for adjustment
from RAB in those years. The Authority, by the above methodology, had decided to adjust DF of Rs.
3241.37 Cr (out of the allowed DF of Rs. 3415.33 Cr) from the capitalization made by DIAL till FY
2012-13, Proportionate adjustment in depreciation was also carried out in line with the adjustment to

aeronautical RAB towards DF.

The Authority for its purposes of segregation of assets into aercnautical and non-aeronautical had
decided to consider the segregation ratio at 89.25%:10.75% in line with the independent study
commissioned by DIAL through Jacobs’ report and based on independent view provided by ICWAI
on the appropriate allocation ratio till March 31, 2011.

The Authority at the time of true up for the First Control Period had arrived at the RAB for each of the
years in the First Control Period including the Hypothetical Regulatory Asset Base. The Authority had
considered pro rata addition to RAB and average Hypothetical Regulatory Asset Base as the base on
which the returns were provided as shown in the table below;
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Table 2: Aeronautical RAB considered by the Authority towards True Up for the First
Control Period as per Tariff Order for the Second Control Period

FY ending March 31 (Rs. Cr)

2010

2011

2012

2013

2014

Opening Pro Rata Aeronautical RAB (A)

1016.47

2023.30

4772.25

7838.84

7064.18

Additions during the year (B)

1398.44

4373.48

4338.89

43.95

58.49

Sale of Assets (C)

-6.73

0.00

-0.01

-0.56

0.00

Depreciation Charged (1))

-89.71

-200.79

-348.39

-307.38

-337.85

-295.17

-1423.74

-923.90

-510.67

-36.62

DF Appottioned (E)

Total Sale, Write Back, Depreciation
Charged and DF apportioned (F=B+C +D
+E)

Pro Rata RAB for
(ARAB=A+F)

Opening Hypothetical Regulatory Assei
Base ’
Closing Hypothetical Regulatory Asset
Base

Average Hypothetical
Asset Base (HRAB)
RAB for Return (ARAB+HRAB)

1006.83 2748.95 3066.59 -774.66 -315.98

Return

2023.3 4772.25 7838.84 7064.18 6748.22

467.00 446.11 425.91 404.66 383.10

446.11 425.91 404.66 383.10 357.38

Reguktory 393.88

7458.08

370.24
7118.46

415.28
8254.13

456.55
2479.85

436.01
5208.26

Authority’s Examination regarding True up of Regulatory Asset Base for the First Control
Period :
Adjustment towards DF funding for ATC Tower

Authority noted the submission: made by DIAL with regards to the adjustment for assets created
through Development Fee with respect to the ATC Tower. The Authority noted that even though DIAL
had collected the DF pertaining to the ATC tower/securitized and raised loans against the DF in the
First Control Period, the ATC tower has been commissioned only in FY 2019. Authority has sought
justification from DIAL enumerating the reasons for the delay in the capitalization of the ATC tower.
As per the response received from DIAL, Authority is given to understand that the asset was handed
over to AAl by DIAL in FY 15 and the capitalization was not done as the final settlement with L&T,
the EPC contractor was pending along with the installation of equipment.

Autherity proposes to follow the principle as mentioned under the Tariff Order for the Second Control
Period wherein tlie DF funds collected shall be apportioned towards aeronautical capitalization and
aeronautical CWIP, post which the DF apportioned towards aeronautical capitalization shall be
adjusted to arrive at aeronautical RAB. While the fund apportioned towards the expenditure incurred
on the aeronautical assets capitalized in a year would be adjusted from RAB in the given year, that
amount which is apportioned to expenditure incurred on aeronautical CWIP is proposed to be carried
over to the subsequent years for adjustment from RAB in those years in which the asset gets capitalized.

The Authority as per the Tariff. Order for the Second Control Period had apportioned Rs. 3241.37 Cr
towards aeronautical assets capitalized and balance Rs. 173.98 Cr (Rs. 3415.35 Cr less Rs. 3241.37 Cr)
was proposed to be capitalized as and when the Capital Work in Progress (CWIP) pertaining to ATC
tower gets capitalized.

Authority based on DIAL’s submission that ATC tower (for which Rs. 350 Cr of DF funding has been
utilized) had been capitalized only in FY 2019, proceeded to apportion DF portion of Rs. 3063.15 Cr
(Rs. 3415.15 Cr less Rs. 350 Cr) towards aeronautical assets that had been capitalized in the First
Control Period.
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The balance Rs. 350 Cr shall be considered for adjustment as part of DF funding only in FY 2019, i.e.
the year in which the ATC tower gets capitalized. The Authority has also proceeded to adjust
acronautical depreciation in the relevant years accordingly.

Treatment of Baggage Screening Related Assets

Authority had noted the submission of DIAL with regards to the treatment of Baggage Screening
Related Assets and has noticed that even though the same has been commissioned in the First Control
Period, the assets were created out of deposits from PSF and the amount was remitied to MoCA only
in FY 2019. The Authority is of the view that the asset base can be considered only post FY 2019 as
the amount collected has been remitted only in FY 2019 and hence no adjustment has been proposed
to be made to RAB in this regard during the First Control Period.

The associated depreciation for this asset shall also be applicable only from FY 2019 on the balance
useful life of the asset. i

The reworked aeronautical RAB‘and Depreciation for the First Control Period is as shown in the table
below;

Table 3: Reworked Aeronautical RAB and Depreciation proposed to be considered by
the Authority for True up of First Control Period
FY ending March 31 (Rs. Cr) 2010 2011 2012 2013 2014

&pf“‘“g DI e TR 1016.47 2023.30 477225 7838.84 7064.20

Opening Pro Rata Aeronautical

RAB Adjusted (A") 1016.47 2023.30 4772.25 7838.84 7201.60
Additions during the year (B} 1398.44 4466.67 4338.89 43.95 138.88
Sale of Assets (C) 6.73 - 0.0t 0.56 0.03
Depreciation Charged (D) 89.71 200.79 348.39 307.38 337.85
Adjustment towards Depreciation - - - 2.33 2.94
i T Charged £9.71 200.79 348.39 309.71 340.79
DF Apportioned (E) 295.17 1423.74 923.90 510.67 36.62
Adjustment towards DF
apportionment on account of delay - - - -139.75 -36.62
in ATC capitalization :

Revised DF apportioned (E’) 295.17 1423.74 923.90 37092 0
Disallowance by AERA (F} - 93.19 - - 80.39
Total Sale, Write Back, Depreciation
Charged and DF apportioned (G=C 391.61 1717.72 1272.30 681.19 421.21
+0° +E’ +F}

Pro Rata RAB for Return
{ARAB=A"+B-G)

Opening Hypothetical Reguigiog, 467.00 446.11 425.91 404.66 383.10
Asset Base

Depreciation periaining to
Hypothetical Regulaiory Asset Base 20.89 20.20 21.25 21.56 2579
{DHRAB) i

Closing Hypothetical -Regulatory 446.11 42591 404.66 383.10 357.38
A setbase : - : : '

Average Hypothetical Regulatory
Asset Base (HRAB) 456.55 436.01 415.28 393.88 370.24
RAB for Return {ARAB+HRAB) 2,479.85 5,208.26 8.254.12 7.595.47 7,289.51

Aeronautical Depreciation
(D+DHRAB) 110.60 369.64 331.27 366.51

2023.30 4772.28 7838.84 7201.60 6919.27
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Stakeholder comments regarding True up of Regulatory Asset Base for the First Control Period

Subsequent to the stakeholder consultation process, the Authority has received comments/views from
various stakeholders in response to the proposals of Authority in the Consultation Paper No. 15/2020-
21 with respect to true up of Regulatory Asset Base for the First Control Period. The comments from
stakeholders are presented below;

DIAL’s comments regarding true up of Regulatory Asset Base for the First Control Period:

DIAL has brought into notice of the Authority that as per the earlier submissions made by DIAL, the
Regulatory Base should have been determined as an average of Opening and Closing RAB for the
particular year. DIAL in its submission.in the earlier Control Periods has used the formula as shown
below:; S

Actual no.of days

365 ) ]
As mentioned by DIAL, the above formula which has formed the basis for the calculation of RAB as
per their submission and also as per the Tariff Orders issued previously has by oversight taken full year
depreciation instead of the averf;i‘ge.: depreciation for the year which has to be considered for the
calculation of the actual average of RAB for the particular year. The correct formula that should have
been used as submitted by DIAL is as below;

RB = Opening RAB (RB,) — Debreci’ation (Dlj + [Investment (l) % (

Depreciation ()
2

Based on the above the RB has been revised for the First Control Period as submitted by DIAL as part
of stakeholder comments is as below;

RB = Opening RAB (RBy) — M)]

+ [lnvestment (1) % ( —

Table 4: Revised RAB for Return submitted by DIAL for First Control Period as per
Stakeholder Consultation Process

Year ending March 31 (Rs. Cr) 2010 2011 2012 2013 2014
Opening RAB (A) 1.016.47 2.023.30 4,772.25 7.838.84 7,201.60
Additions Prorata
Relating to Current Year 522.02 4.429.62 362.20 33.59 98.41

Relating to previous year carried forward to 376.42 37.05 3.976.69 1036 40.47
Current Year 3 - i L i

Total Additions (B) 1,398.44 4.466.67 4,338.89 43.95 138.38
Depreciation and Others
Deletion 6.73 - 0.01 0.56 0.03
DF Adjustments 295.17 1.423.74 923.90 370.92 -
Disallowance by AERA - 93.19 - - 80.39
Depreciation 89.71 200.79 348.39 309.71 340.79
Total D'eltftlon, Adjustments, Disallowance and 391.61 1L717.72 1,272.30 681.19 42121
Depreciation (C) .
Closing RAB (D = A+B-C) 2.023.30 4,772.25 7.838.84 7.201.60 6.919.27
HRAB
Opening HRAB (E) 467.00 446.11 42591 404.66 383.10
Depreciation on HRAB (F}) 20.89 20.20 21.25 21.56 25.72
Closing HRAB (G = E-F) 446,11 425.91 404.66 383.10 357.38
Average RAB (1= A+B-C/2) 2219.10 5.631.11 8.474.99 7.542.19 7.129.87
Average HRAB (J = E-F/2) 456.56 436.01 415.29 393.88 370.24

Total RAB for Return to be considered for
Tariff Determination (K = 1+J) 2.675.66 6,067.12 §,890.28 7,936.08 7,500.12

DIAL has requested that the error committed by DIAL in the First Control Period and in its earlier
submissions should be allowed to be rectifigdtestwegffect to the provisions of SSA in letter and spirit.
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Other Stakeholders® comments regarding true up of Regulatory Asset Base for the First Control Period:

MIAL commented that Authority ought to re-compute HRAB for DIAL considering the then prevailing
tariffs and the revenue where both aero and non-aero revenues entirely subsidized the entire
aeronautical operations. MIAL’s comments on this issue can be seen below;

“HRAB, the Initial asset base is part of regulatory asset base (RAB) on which return on WACC is
allowed for determination of aeronautical tariff. SSA Scheduie | specifies that HRAB is to be computed
using inter-alia, the then prevailing tariff and the revenues pertaining to Aeronautical Services al the
Airport, during the financial year preceding the date of such computation.

During the FY 2008-09, the year preceding the date of such compwutation, the then prevalent tariff were
Jived by MoCA in 2001 for CSIA, Mumbai when it was under AAl AAl in its response on the White
Paper issued by the Authority on 22nd December, 2009 has acknowledged that its tariff were fixed
under Single Till and the total revenue and expenditure were taken into consideration for fixation of
their tariff for its airports, which included IGI Airport also.

Since this angle had escaped attention of the Authority, when computing HRAB in the Ist Control
Period, it should now suo-moto reconsider its earlier stand, where instead of considering both the
aeronautical revenues and the non- aeronautical revenues (which subsidized the aeronantical
revenues), the Authority had considered only the already subsidized aeronawtical revenue for
computation of HRAB.

In light of above, MIAL requests the Authority to suo-moto re-compute HRAB for DIAL considering
the “then prevailing tariffs and the revemue” where both the aeronautical revenie and the non-
aeronautical revenue have in entirety subsidized the aeronautical operations.”

Authority’s Examination on Stakeholder Comments regarding issues on True up of Regulatory
Asset Base for the First Control Period

Authority has noted the submission made by DIAL regarding the revised calculation of RAB for the
First Control Period. Authority, in this regard, would like to point out that as per Schedule 1 of SSA,
the Target Revenue is defined as follows;

TR; = RB; X WACC; +OM; + D; + T; — 5;

“Where RB = regulatory base pertaining to Aeronautical Assets and any investments made for the
performance of Reserved Activities etc. which are owned by the JVC, afier incorporating efficient
capital expenditure but does not include capital work in progress to the extent not capitalised in fixed
assets. It is further clarified that working capital shall not be included as part of regulatory base. It is
further clarified that penalties and Liquidated Damages, if any, levied as per the provisions of the
OMDA would not be allowed for capitalisation in the reguiatory base. It is further clarified that the
Upfront Fee and any pre-operative expenses incwrred by the Successful Bidder towards bid

preparation will not be allowed to be capitalised in the regulatory base.”

The Regulatory Base pertaining to aeronautical assets as per Schedule 1 of SSA is as below;
RBi= RB;_ —Di+1;
“Where
RBy for the first regulatory period would be the sum total of
(i} the Book Value of the Aeronautical Assets in the books of the JVC and




Order No:57 /2020-2I for the Third Controf Period IGIA, Dethi (DEL)

(ii} the hypothetical regulatory base computed using the then prevailing tariff and the revenues,
operation and maintenance cost, corporate tax pertaining to Aeronautical Services at the
Airport, during the financial year preceding the date of such compuiation.

I = investment undertaken in the period

D = depreciation calculated in the manner as prescribed in Schedule XIV of the Indian Companies Act
, 1956. In the event, the depreciation rates for certain assets are not available in the gforesaid Act,
then the depreciation rates as provided in the Income Tax Act for such asset as converted to straight
line method from the written down value method will be considered. In the event, such rates are not
available in either of the Acts then depreciation rates as per generally accepted Indian accounting
standards may be considered.” k

Based on the above, Authority is of the view that the revised formula for calculating Regulatory Base
for determining Target Revenue submitted by DIAL as part of Stakeholder Consultation Process may
not be applicable in the case of DIAL as the SSA clearly spells out the same has to be on the Closing
Regulatory Asset Base (RB,). The asset addition has been adjusted for pro rata investment applicable
for the year. The same is consistent with the past stand taken by Authority in the previous Tariff Orders
and no specific issues were raised by DIAL during those years concerning the treatment meted out with
regards to RAB calculation.

Authority has also noted that as per AERA (Terms and Conditions for Determination of Tanff for
Airport Operators) Guidelines, 2011, the RAB to be considered for tariff determination is as below;

“For any Tariff Year 1, RAB shall be the average of the RAB value at the end of Tariff Year t and the
RAB value at the end of the preceding Tariff Year t-i, as under:"”

RAB, + RAB,_,
2

Authority has examined the methodologies prescribed as per SSA and AERA tariff guidelines for
calculating RAB for tariff determination and is of the view that SSA takes precedence over AERA
tariff guidelines as the SSA specifically ﬁertains to the agreement between DIAL and Government of
India. Authority, in Consultation Paper No. 15/2020-21, had considered RB; as defined in Schedule 1
of SSA for calculating RAB for First Control Period adjusted for pro-rata investments each year. The
same has been also adhered to in its earlier decisions conceming true up in the First Control Period as
part of the Tariff Order for the Second Control Period.

RAB =

Authority is of the view that the revised calculation of RAB submitted by DIAL as part of stakeholder
consultation process seems to be an afterthought as DIAL had not raised this issue in the earlier Control
Periods. Authority would also like to point out that the RAB for true up of First Control Period in the
Tariff Order for Second Control Period was calculated as per the methodology prescribed in Schedule
1 of SSA with pro rata addition of investments carried out in a year.

Authority has hence decided to not consider any changes to the RAB proposed in Consultation Paper
No. 15/2020-21 towards True up for the First Control Period. Authority has decided to apportion DF
to the extent of Rs 3065 Cr against acronautical assets that are capitalized in the First Control Period
based on which the aeronautical RAB and depreciation has been reworked in the Consultation Papet.
Authority consistent with its proposals in the Consultation Paper has also decided to not consider
Baggage Screening Related Assets as part of the RAB in the First Control Period and to consider these
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2.2.15 Authority has examined the comments by MIAL pertaining to computation of HRAB. Authority has
noted that as per Schedule 1 of SSA, HRAB is to be computed using the then prevailing tariffs and the
revenues, operation and maintenance cost, corporate tax pertaining to Aeronautical Services at the
airport during financial year preceding the date of such computation. As per Hon’ble TDSAT Order
for MIAL dated November 15, 2018, HRAB ought to be determined only based on revenues and costs
pertaining to acronautical services which has been the methodology adopted in the earlier Tariff Orders
and is consistent with Authority’s proposal for HRAB in Consultation Paper No. 15/2020-21. Thus,
Authority has decided not to consider any revisions to HRAB proposed by Authority in Consultation
Paper No. 15/2020-21 for First Control Period.

Based on the above, the Authority decides to consider the RAB as mentioned in Table 3 in this Tariff
Order towards calculation of true up for the First Control Period.

2.3 True up of Weighted Average Cost of Capital

DIAL’s submission regarding true up of Weighted Average Cost of Capital for the First Control
Period

DIAL, as part of tariff proposal for the Third Control Period, submitted that the post-tax return on
equity should be considered at 22.86% for the purpose of calculation of WACC. DIAL based the same
on their interpretation that the return on equity has to be post-tax cost of equity and has hence applied
a marginal tax rate of 30% on the cost of equity of 16%, resulting in the requested return of 22.86%.
The relevant extract from DIAL’s MYTP is as below;

“One of the regulatory block so used in the calculation of Target Revenue is WACC which has been
defined as 'nominal post-tax weighted average cost of capital, calculated using the marginal rate of
corporale tax’.

While in general pariance, WACC is defined as weighted average cost of capital, in the 5S4 the same
has been defined as ‘nominal post-tax weighted average cost of capital. Further it has also been stated
in the SSA that the WACC is to be calculated using the marginal rate of corporate tax. As such, the
definition of WACC' in the SSA is evidently different from the definition of WACC in general parlance.

The weighted average cost of capital is the calculation of a company’'s cost of capital in which each
category of capital is proportionately weighted and therefore, to calculate the weighted average cost
of capital, the cost of each component of capital is multipiied with its proportional weight and the
results are summed up. Therefore, if equity and debt are the two means of finance then cost of capital
is as under:

Cost of Capital = cost of debt capital + cost of equity capital
Where the cost of debt is a pre-tax cost of debt and the cost of equity is a post-tax cost of equity.

However, since the definition of WACC as provided in the SSA states that it has to be calculated post-
iax using the marginal rate of corporate tax, the same has to be given meaning over and above the
general parlance meaning of ‘weighted average cost of capital’ as there seemns to be a clear intention
of the parties to the SSA to define WACC as something which is different from the ‘weighted average
cost of capital”.

In view of the above it is submitted, that while calculating weighted average cost of capital, cost of

equity is to be computed which is simply the rate of return on equity. This is so because it is the return

on equity given to investors which is the cost attached to such equity. However, for calculating WACC
17|Page




Order No:57 /2020-21 for the Third Control Period IGIA, Dethi (DEL)

in terms of the SSA, the post-tax cost of equity should be considered and the same should be calculated
using the marginal rate of corporate tax.

Therefore, to give effect to the said definition of WACC, the rate of return on equity has to first be
calculated by using the marginal rate of corporate tax and then the same has to be employed in the
calculation of WACC. As such, whatever rate of return is arvived at gfier employing the CAPM formula
is to be grossed up using the marginal rate of corporate tax and the number then arrived at is to be
used for the calculation of WACC as defined in the SSA.

For example, if we were to consider the rate of return to the investors at 16% as calculated by AERA
Jor the first control period, as the post-tax cost of equity, then the rate of return would have 1o be
grossed up with the marginal rate of corporate tax, i.e, 30% to arrive at the post-tax cost of equity
which is subsequently to be employed for the calculation of WACC in terms of the SSA. The calculation
Jor the same is as under:

Post-tax cost of equity = 16 *[ 1/(I- 30%)]
= 16 *1/(100-30/100)]

=16*[170.7]

=[6*143

=22.8%

Therefore, in the given example the post-tax cost of equity would come to 22.8% which would
subsequently be used for calculation of WACC as defined in the SS4 as opposed to 16% which would
be used for calculation of weighted average cost of capital in its general parlance.”

DIAL also indicated that the above mentioned return on equity found its place in the pre-bid
clarification at the time of bidding and their points of submission as per the tariff proposal are presented
below;

“The said calculation of 22.8% is also reflected from the RFP issued for the IGI Airport, New Delhi
and CSI Airport, Mumbai. In the pre-bid clarifications issued by the Airports Authority of India (AA1),
the significance of the same was stated as under:

“The post-tax cost of equity and debt assumed under the indicative post tax nominal WACC of 11.6%
are 22.8% and 6.0 respectively. The purpose of the indicative post tax nominal WACC of 11.6% given
in the RFP is 10 ensure consistency between Business Plans submitted by Bidders as part of their
Offer.”

As such, even in the RFP a ‘post-tax’ cost of equity was used for calculation of WACC as defined in
the SSA. The said number of 22.8% was clearly a number derived through calculation and was not a
number assumed at random. Thus, to arrive at the indicative rate of return of 16% to the investors, the
post-tax cost of equity has been determined as 22.8% by AAL

In view of the above, it is humbly submitted that the calculation of WACC for arriving at the Target
Revenue which precedes the calceulation of Aeronautical Charges to be levied and collected by DIAL,
should be done in terms of the SSA. This is consistent with the regulatory mandate vide section
13()(a)(vi) of the AERA Act.

{t is therefore, requested that WACC be calculated as per irs definition in the SSA and not as per the
general pariance of ‘weighted average of cost of capital’ as has been done in the earlier tariff orders.”
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DIAL also requested that the Upfront Fee of Rs. 150 Cr should not be deducted from the equity share
capital for the purpose of calculation of WACC in line with the Hon’ble TDSAT order dated Nov 15,
2018. As per the order, the tribunal had directed that the upfront fee should not be excluded as part of
equity while computing Weighted Average Cost of Capital.

DIAL, in their tariff proposal, submitted that AERA in their previous orders had considered the
Refundable Security Deposit utilised to fund the Project as a zero-cost instrument at the time of
calculation of WACC. DIAL had filed an appeal before Hon'ble TDSAT which ruled that the same
cannot be treated as a zero cost debt and had to be re-determined through appropriate fiscal exercises
by AERA. DIAL hence requested for a return of 16% on the Refundable Security Deposit component
utilised as a means of finance for the development of the Project.

. DIAL quoted an extract from KPMG report on treatment of specific elements of capital and
operating expenditure for treating regulatory asset base which had the following points in its
concluding remark;

o There is an evident opportunity cost associated with the RSD in terms of foregone lease
rentals. = :

o As lenders have treated the RSD funding as part of promoter’s contribution, the risk
inherent in this instrument can be considered similar to equity.

DIAL also quoted an extract from the independent study prepared by Kalypto Risk

Technologies Limited, a subsidiary of CARE which had stated that the amount mobilized

through RSD exhibits equity like features and as such qualified for being treatéd as quasi equity.

DIAL also mentioned that Lenders of the Delhi Airport project also considered RSI} as Quasi

Equity while calculating Debt Equity Ratio (DER).

DIAL hence considered a return on RSD equivalent to the retum on equity i.e. 16%.

Based on the above exercise, DIAL submitted the revised calculation of WACC relevant for the First
Control Period in the table below;

Table 5: WACC submitted by DIAL for First Control Period as perMYTP

Particular

Cost of Funds Effective rate

Gearing

Equity

22.86%

27.50%

6.29%

Refundable security deposits (RSD)

16.00%

14.82%

237%

Debt

10.00%

57.69%

5.77%

WACC

14.42%

Decisions taken by the Authority regarding True up of Weighted Average Cost of Capital for
First Control Period as per Tariff Order for the Second Control Period

In the case of WACC, the Authority as per the Tariff Order for the Second Control Period had decided
to continue with the WACC rate of 10.33% determined during the issuance of Tariff Order for the First
Control Period. This decision during the issuance of Tariff Order for the Second Control Period is in
consonance with the decision taken as per the Tariff Order for the First Control Period not to true up
WACC.
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Authority’s Examination regarding True up of Weighted Average Cost of Capital for the First
Control Period

Cost of Equity

The Authority formed the view that the decision taken to consider Return on Equity as 16.00% for the
First Control Period need not be relooked at and an independent study had been commissioned to
determine cost of equity prospectively from the Third Control Period. The Authority had looked at
DIAL’s submission in its proposal that the cost of equity had to be post-tax cost of equity for which
DIAL requested that the cost of equity considered at 16% needed to be grossed up leading to 22.86%.

The Authority formed the understanding that for calculating return on equity post-tax, the relevant base
had to be adjusted i.e. multiplied by the factor (1-t) and not grossed up by the factor (1-t) as suggested
by DIAL.

The Authority’s assessment of cost of equity in the previous Tariff Orders had always been post-tax
which had been taken as 16%. The: Authority formed the view that there was no need to consider any
grossing up or adjustment on the cost of equity considered as 16%.

The SSA was also very clear in its interpretation that the WACC had to be post-tax WACC and hence
the Authority had considered post tax cost of equity in the past Control Periods. Further, the
aeronautical taxes were allowed as a separate pass through in the tariff mechanism and hence the
concept of grossing up of cost of equity was not applicable here.

The methodology suggested by DIAL wherein cost of equity had to be grossed up by tax rate to arrive
at post tax cost of equity may not be correct as this methodology was used to calculate pre-tax cost of
equity and not post-tax cost of equiity as required as per Schedule 1 of the SSA.

Further the pre-bid clarifications from AAI regarding cost of equity very clearly said that the WACC
calculation put forward was only to ensure consistency between Business Plans submitted by Bidders
as part of their Offer and hence should not have formed the basis for tariff determination for DIAL.

The Authority hence proposed to consider post tax cost of equity as 16% for the First Control Period
in consonance with its earlier decisions as per the Tariff Orders for the First and Second Control

Periods.
Treatment of Upfront Fee

Authority formed the view that the direction from Hon’ble TDSAT (Point no 1.3.1 (x)) cleatly
mentioned that the Upfront Fee of Rs. 150 Cr should not be deducted from the Equity component for
arriving at WACC. The Authority proposed not to deduct the upfront fee towards the equity component
in the First Control Period. Authority had aiso taken note of the Hon’ble TDSAT Order dated March
20, 2020 wherein under Para 32 it is also clearly mentioned that this decision to consider the Upfront
Fee as part of equity share capital was only towards the determination of WACC while the said amount
i.e. the Upfront Fee of Rs 150 Cr would not be considered as part of RAB.

The Authority accordingly proposed to consider Rs. 2,450 Cr as the Book Value of Equity for all the
five years in the First Control Period.

The Equity component and the cost of equity as proposed to be considered by the Authority for the
First Control Period is shown in the table below;
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Table 6: Equity Base and Cost of Equity proposed to be considered by the Authority
towards True Up for the First Control Period
FY ending March 31 (Rs. Cr) 2010 2011 2012 2013 2014
Book Value of Equity 2450.00 2450.00 2450.00 2450.00 2450.00

Reserves and Surplus (if positive} 82.38 - = = =
Total Equity 2532.38 2450.00 2450.00 2450.00 2450.00
Cost of Equity 16% 16% 16% 16% 16%

2.3.9 The Authority noted that as part of the decisions in the Tariff Order for the Second Control Period
towards true up for the First Control Period, it had decided not to true up WACC of 10.33% p.a.
determined at the time of First Control Period. However, based on Hon’ble TDSAT directions which
had suggested changes in the deductions to the Equity Base with regards to the Upfront Fee, Authority
proposed to true up WACC in its entirety as true up could not be done selectively considering
adjustment only in equity base.

Cost of Debt

Authority had considered the actual cost of debt for the First Control Period which as per the submission
of DIAL was 10.00% p.a. The calculation for the cost of debt is as shown in the table below;

Fable 7: Cost of Debt proposed to be considered by Authority for true up of First Control
Period
FY ending March 31 (Rs. Cr) 2010 2011 2012 2013 2014
Interest 364.91 513.65 571.30 580.83 541.72
Average debt 4.181.74 5,241.19 5,341.73 5,486.80 5.471.38
Effective cost of debt 10.00%

Return on RSD

2.3.11 Authority also looked at the submission made by DIAL regarding the return on RSD component
utilized to fund the Project. Authority had noted the following relevant extracts in the Hon’ble TDSAT
order dated April 23, 2018 on the matter of issues raised by DIAL in the First Control Period.

Page No I 14, Para no 105 ' Whether voluntarily or mandatorily, there is no doubt that the RSD amount
has been used as an investment in the project and the SSA allows a fair return’on the investment which
is to be proportionate to the cost of investment”

Page no 115, Para no 106 “At the leasi, the cost would be the rate of return made available by the
appraved funds having required ratings of CRISIL”

In light of the above order and the fact that RSD had already been invested in creating the assets by
airport operators used by the stakeholders, Authority had commissioned an independent study to
suggest the treatment to be given to such investments. The independent study assessed the opportunity
cost of RSD under two options, Option 1 and Option 2 as listed below;

Option 1:

If DIAL had raised the amount equivalent to RSD amount to invest in aero assets, the cost of financing
would be equal to cost of debt. Thus, the opportunity cost of RSD would be equal to the cost of debt at
the time RSD was invested in aeronautical assets.

Option 2:

The RSD amount could have been invested in an escrow account in funds having required ratings from
CRISIL, as specified in OMDA/SSA. The potential eamnings from escrow account would be the loss
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incurred by DIAL by investing RSD amount in aeronautical assets for which they ought to be
compensated. Thus, the opportunity cost of RSD amount should be equivalent to retuns from the
escrow account, as suggested in the Hon’ble TDSAT order.

The independent study had also opined that Option 2 was more difficult to implement as the returns
from a specified CRISIL rated fund would vary over time and be subject to estimation whereas Option
1 was relatively stable and the cost of debt was frequently estimated by the Authority while determining
the cost of capital.

Authority proposed to consider return on RSD as equivalent to the cost of debt for the First Control
Period based on the recommendations of the independent study. The summary of the study is in
Annexure 7. The detailed report is appended as Appendix 5.

Further Authority was of the understanding that some stakeholders had taken the matter to courts for
adjudication and any decision taken by the Authority in this regard in the Tariff Order would be subject
to the final outcome of the adjudication.

Weighted Average Cost of Capital

Authority hence proposed to true up WACC considering the proposal regarding the return on RSD,
consideration of upfront fee as part of equity as per the directions on Hon’ble TDSAT and also
considering the actual cost of debt as submitted by DIAL. The WACC for First Control Period had
been estimated at 11.65% as part of the tariff determination for the current Control Period against
10.33% in the Tariff Order for the Second Control Period as shown in the table below;

Table 8: WACC Proposed to be considered by Authority towards True Up for First
Control Period
FY ending March 31 2010 2011 2012 2013 2014
Cost of Equity 16% 16% 16% 16% 16%
Cost of RSD 10% 10% 10% 10% 10%
Cost of Debt 10% 10% 10% 10% 10%
Equity 2,532.38 | 245000 | 2.450.00 | 2,450.00 | 2,450.00
RSD 884.75 1,389.41 1,427.18 1.471.51 1,471.51
Debt 5.239.80 | 5,241.80 | 5.241.80 | 5.202.01 | 4,944.22
Equity Proportion 27.50%
RSD Proportion 14.82%
Debt Proportion 57.69%
WACC for the First Control Period 11.65%

Stakeholder comments regarding True up of Weighted Average Cost of Capital for the First
Contrel Period

Subsequent to the stakeholder consultation process, the Authority has received comments/views from
various stakeholders in response to the proposals of Authority in the Consultation Paper No. 15/2020-
21 with respect to true up of Weighted Average Cost of Capital for the First Control Period. The
comments from stakeholders are presented below; .

DIAL’s comments regarding true up of Weighted Average Cost of Capital for the First Control Period:

DIAL has requested for cost of equity to be considered at 22.8% consistent with its earlier submission
as per the MYTP. The rationale for the same as reproduced verbatim is as below which was similar to
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the reasons mentioned in the MYTP interpreting that the post-tax cost of equity as mentioned in the
SSA implies a markup rather than the discount on the cost of equity.

“In the Consultation Paper, AERA has proposed to keep the rate of equity as it is, i.e., at 16% p.a. for
Ist and 2nd Control Periods as per the decision of TDSAT order dated 23.04.2018. While DIAL is not
objecting to the said proposal, however, it is submitted that in terins of the express covenanis of the
SSA, for the purpose of caleslation of WACC, the return on equity has to be grossed up by the rate of
corporate marginal fax and the same should then be used to calculate the WACC, Since, the definition
of WACC as provided in the SSA states that it has to be calculated using the marginal rate of corporate
tax to arrive ai the CoE afier tax, the same has to be given meaning, failing which, the said definition
will be rendered otiose and which in turn is contrary to all settled principles of interpretation of
comntracis

In the context we would like to refer fo the section 13 (1) (@) (vi) of the AERA Act 2008 which preserves
the rights of the concessionaire on the grant provided under the concession awarded by the Central
Government. This position is further reinforced by the TDSAT judgment dated 28th April 2018 where
the TDSAT held as follows:

In exercise of powers under Section 13 of the Act, AERA is required to respect
rights/concessions eic. :

Contractual rights can be voided only on the basis of explicit statutory provisions or
implications from statutory provisions permitting no other option

The authority has not considered the grant under the concession relevant to the captioned subject,
accorded to DIAL under schedule I of the SSA. In terms of the SSA the WACC has been defined as
‘nominal post-tax weighted average cost of capital, calculated using the marginal rate of corporate
{ax' (emphasis added). The Authority has mentioned that the definition has been considered in the
determination of first and second control period orders issued for DIAL. However, the Authority in the
earlier orders have only considered the determination of nominal post tax WACC, which is the first
part of the definition of WACC under the SSA. Subseguently the WACC so arrived has to be gffected
with the marginal rate of corporate tax, which the Authority has not considered in the first or the
second conirol period determination.

Therefore, to give effect to the said definition of WACC, the Rate of Return on Equity has to first be
grossed up using the marginal rate of corporate tax to ensure the same return after tax and then the
same has to be employed in the calculation of WACC. Further, it is submitted that the contention of
AERA that for calculating return on equity post-tax, the relevant base has to be adfusted i.e. multiplied
by the factor (1-t) and not grossed up by the factor (1-t), where 't is the marginal rate of corporate
tax, is neither in consonance with the intention of the SSA nor is the same a valid interpretation of iis
express terms. Therefore, uniess the Cost of Equity of 16% is grossed up with of return on equity is
calculated to get post-tax return using the marginal rate of corporate tax to ensure 16% aqfier tax,
which means 22.86%, the definition of WACC as given in the SSA, is not given its full effect.

Further, with regard to bid clarification provided by 441, we would like to submit that the importance
of bid clarification cannot be undermined or overlooked as in such bids the clarification provided by
the Concessioning authority, plays a vital role for the investor to take decisions. Every clarification
provided is well accounted in the submission of bid and same need to be abided post award of
concession, The WACC number provided by AAL even {f it is for the purpose of ensuring consistency
in the bid it displayed the vision of the Concessioning authority on the methodology to arrive at the
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WACC. It is velevant to notice that the figure of 22.8% as given in the REP cannot be an assumed
number since it is highly unlikely that a fractional number such as 22.8% would be “assumed' as 16%
return on equity after tax. It is therefore, evident that the said number is a result of a grossing up
calculation, which musi have been done to arrive at the 22.8% as stated in the RFP. Hence, when the
methodology has been clarified to be used for maintaining the bid consistency, there is no reason for
the regulator to deviate from the understanding represented by AAL The given methodology as
explained above showld be given weightage and cannot be ighored by AERA.

In view of the above it is submitted, that while calculating weighted average cost of capital, cost of
equity has to be computed in a manner which is simply the rate of return on equity. This is so because
it Is the return on equity given fo investors which is the cost attached to such equity. However, for
calculating WACC in terms of the SSA, the post-tax cost of equity should be considered and the same
should be calculated using the marginal rate of corporate tax.

Therefore, to give effect to the said definition of WACC, rate of return arrived at after employing the
CAPM formula is to be grossed up wsing the marginal rate of corporate tax and the number then
arrived at is to be used for the calculation of WACC as defined in the SSA.

We therefore request the Authority to revisit it's decision regarding the calculation of CoE in terms of
the concession awarded and consider the CoE for the first control period as follows:

Cost of equity arrived by the Authority = 16%

C'oF to be considered as per SSA = 16 *{ 1/(1- 30%]
= 16 *1/(100-30/100)]

=16 *{140.7]

=16%143

=22.8%

It is therefore, requested that in order to ensure that a return after tax of decided as per CAPM
methodology is actually granted to DIAL, the same needs 1o be grossed up by the marginal rate of
corporate tax for the calculation of WACC as required in terms of the $54. "

DIAL has again reiterated that the RSD has to be treated as a quasi-equity instrument. DIAL has also
requested that in the event Authority retains the decision to consider cost of RSD as equivalent to cost
of debt, it has requested for the same to be considered as 12.17% which was the cost of debt considered
for the Rupee Term Loan Facility as allowed in Tariff Order for the First Control Peried for Rupee
Term Leoan, rather than the cost of debt of 10.00% which includes the weighted average of the cost
towards ECB Loan. The reasoning provided by DIAL is verbatim reproduced as below;

“In accordance with TDSAT judgment dated 23" April 2018, RSD is eligible for return, though the
cost needs to be ascertained and made available to DIAL The quantum of return has been
recommended by the independent consultant appointed by AERA i.e. IfM Bangalore. IIM Bangalore
recognizes that airport users benefitted to the extent of the cost of debt and hence DI4L should be
compensaied as per the cost of debt on RSD,
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In this regard we would like to submit that RSD has equity like features such as long duration of
availability of funds and also it has no restriction of usage of this fund. These features are available
for equity funding accordingly a return equivalent to equity should be provided to DIAL on RSD.

DIAL had raised debt to part fund the development of IGI Airport by a consortium of 10 banks. Nine
out of ten banks are nationalized banks, one being a publicly listed infrastructure investment firm. All
the lenders treated RSD (1o be realized at a later time) as sponsor'’s coniribution (part of equity) while
determining D/E ratio and determining the cost of debt. If RSD were not considered as part of equity,
it will cause:

-Higher leverage and more risk for banks resulting in higher cost of debt; and
-Higher pass through cost in terms of higher interest cost

DIAL had submitted that RSD is in the nature of quasi-equity and a return should have been allowed
in respect of the same. DIAL has submitted expert opinions from KPMG and CARE to support its
submissions in this behalf. The expert opinions arve as follows:

Expert Opinion by CARE

“In light of these facts, the amount mobilised through RSD exhibits equity like features and as
such qualifies for being treated as quasi equity and thus being eligible for close to equity
refurns.”

Expert Opinion by KPMG

“The Authority has proposed to provide zero returns on capitalized airport asset funded
through RSD. However, it is evident that there is an opportunity cost associated with RSD in

terms of the forgone lease rentals. Also, lenders have treated the RSD funding as part of '
promoter’s contribution (quasi-equity), therefore, RSD utilised to fund the capex is expected
to have risk inherent to that associated with equity. Additionally, there are examples from other
infrastructuyre séctors where regulator provides return on the capital employed by the
Concessionaire and does not consider the cost of funds while calculating taviff’ "

A copy of above opinions attached herewith as Annexure-4 & Annexure §.

Thus, while reviewing the recommendation of [IM, Bangalore, AERA should give equal weightage to
the reporis of KPMG and CARE, which are also competent on the matter.

The MoCA had aiso initiated a study through SBI Caps which indicated that Quasi Equily be provided
refurn between cost of debt and cost of equity depending upon the type and feature of the instrument.
The same study indicated the rate of return should be 18.3% to 20.5%. This report was aiso sent (o
AERA by MoCA for consideration. However, AERA has not considered the policy direction stipulated
by MoCA.

Further, even if Authority decides to provide return on RSD equivalent to cost of debt which is also the
view concluded by 1M Bangalore in its report, then we would like to submit that AERA in first control
period i.e. FY'09 to FY’I4 has allowed cost of debt of 12.17% towards rupee term loan. The avoided
cost or the opportunity cost for the RSD invested in the capital expenditure should not be less than the
cost of debt considered efficient by AERA. Hence, in case of return on RSD equivalent to debt then also
the rate should be considered @ 12.17% which is an efficient cost of debt considered by AERA.
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Accordingly, we request Authority to consider the RSD as Quasi Equity and allow return equivalent
to cost of equity.”

Authority’s Examination on Stakeholder comments regarding issues on True up of Weighted
Average Cost of Capital for the First Control Period

Authority has carefully considered the comments made by DIAL with regards to Cost of Equity for the
First Control Period. Authority is of the view that the decision taken to consider Cost of Equity, for the
First Control Period, at 16% need not be relooked at.

Authority has observed that DIAL, as part of stakeholder comments, had again grossed up the cost of
equity considered at 16% with the marginal rate of corporate tax to arrive at post-tax cost of equity of
22.86%. Authority reiterates its earlier stand that the post-tax cost of equity is arrived at by adjusting
{multiplying) the cost of equity by the factor (1-t) rather than grossing (dividing) the cost of equity by
the factor (1-t}).

Authority is of the understanding that the definition of WACC has been adhered to as per the SSA by
considering post-tax cost of equity of 16% while calculating the WACC towards true up for the First
Control Period. The same is consistent with its stand concerning the calculation of WACC in the Tariff
Orders for the earlier Control Periods. The methodology suggested by DIAL in which cost of equity
has to be grossed up to arrive at post tax cost of equity lacks merit as the same is done to arrive at pre-
tax cost of equity in the case of other regulated infra sectors such as power. Further in those cases, the
tax is not given as a reimbursement separately and hence the return of equity gets grossed up. Given
the clear definition in the SSA and the fact that acronautical taxes are reimbursed to the airport operator
separately as part of the tariff determination process, the question of grossing up retum on equity
doesn’t arise.,

With regards to DIAL’s comments regarding pre-bid clarification provided by AAI, Authority would
again like to indicate that the pre-bid clarifications by AAl clearly showcase that the calculation of
WACC was only to ensure consistency between Business Plans submitted by Bidders as part of their
bid. The pre-bid clarification by AAI cannot be considered as the basis for determination of cost of
equity for tariff determination purposes as the purpose as defined in the pre-bid clarification is restricted
to have uniformity in the business plan amongst the bidders. If DIAL’s interpretation is to be adhered
to, then the same pre-bid clarification assumes cost of debt at 6% while the tariff determination process
considers the actual cost of debt which is also in variance with the pre-bid clarification, AER A reiterates
that the pre-bid clarification had a standard disclaimer stating that the same is restricted to have
uniformity in the business plans which means that the same need not be adhered to in the tariff
determination process.

Thus, Authority after analyzing and examining the comments made by DIAL has decided to consider
the Cost of Equity as 16% for the First Control Period consistent with its proposal in Consultation
Paper No. 15/2020-21.

Authority has noted the comments made by DIAL.with regards to Return on RSD for the First Control
Period. DIAL, as part of stakeholder comments, had submitted that RSD is a quasi-equity instrument
and requested for a return on RSD in respect of the same. Authority had commissioned an independent
study and based on their recommendations had proposed in the Consultation Paper issued for the Third
Control Period to consider retum on RSD equivalent to Cost of Debt for the First Control Period.
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The report from CARE quoted by DIAL states that RSD exhibits equity like features. However, the
investor in the case of RSD is not the airport operator but the sub-concessionaire who will not be getting
the return on the investment and hence it can’t be construed as quasi-equity instrument from the
perspective of the airport operator. The risk inherent as mentioned in the KPMG report could be argued
as applicable to the sub-concessionaire, the person advancing the RSD and not the airport operator
which KPMG has mentioned in the report.

Regarding the fact that lenders have considered RSD as part of equity, it is to be clarified that the
context in which the lenders have considered the same as equity is different from the current context.
Concerning lenders, the RSD is an instrument that doesn’t create any debt servicing burden on the
Borrower and hence it might be apt for the lenders to treat the RSD as a non-debt instrument. However,
in the case of tariff determination context, the RSD can’t be treated as an equity instrument as the
investor advancing such RSD instrument is not paid any cost but only refunded the amount later.

DIAL had also commented that if Authority considers return on RSD equivalent to cost of debt, the
same has to be considered at 12.17% which was the cost of debt considered for the Rupee Term Loan
facility as per the Tariff Order for the First Control Period. However, DIAL has not submitted any
specific reasons for considering the cost equivalent to that of the Rupee Term Loan Facility as the
optimal cost equivalent to the return that has to be provided to RSD. Authority is of the firm view,
based on the independent study that the retum has to be equivalent to the cost of debt, as the RSD
instrument is having the characteristics of a debt liability from the perspective of the aitport operator.
There is no clear reason for equating the retumn to that of the cost of rupee term loan rather than the
cost of debt as considered in the Consultation Paper No. 15/2020-21. Authority is of the view that the
airport users benefitted from zere cost financing that DIAL was able to raise from concessionaires who
were sub-leased non-transfer assets and that DIAL would have incurred the actual cost of debt if they
had raised the amount equivalent to RSD from the market.

Authority would also like to state that DIAL can consider investing the funds pertaining to RSD
elsewhere and not utilize it for capex related to airport, if DIAL is of the view that it is not getting the
adequate retutn on RSD.

Based on the above, the Authority has decided to consider the Cost of RSD equivalent to Cost of Debt
at 10% for the First Control Period consistent with its proposal in Consultation Paper No. 15/2020-
21.The WACC for the First Control Period has been determined as 11.65% consistent with the proposal
in the Consultation Paper for the Third Control Period.
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2.4 True up of Operating Expenses

DIAL’s submissions regarding True up of Operating Expenses for the First Control Period

Rehabilitation of Runway 10/28

DIAL, in their tariff proposal, had referred to the fact that Authority had approved the Project Cost
related to DIAL in the Order No. 28/2011-12. As perthe order, the Authority while disallowing certain
amount in the order had also disallowed Rs. 17.50 Cr expense in capex and allowed the same as part
of operational expenditure. The relevant extract of Order No. 28/2011-12 is as follows;

“KPMG have suggested that the project cost of this work may be taken as Rs.72.5 crores and an amount
of Rs.17.5 crores m&y be allowed only as .bp'era!ing expense in the financial year in which it has been
incurred. Authority had taken a tentative view that the recommendations of the KPMG in the matier
were fair and, therefore, an amount of Rs. 37.50 crores may be excluded from the project cost. DIAL
have accepted the disallowance. of Rs. 17.30 crores on the rumway rehabilitation and have stated they
shall be treating the same as opex in their tariff filing. "

DIAL indicated that AERA while truing up for the First Control Period at the time of tariff
determination for the Second Control Period as per the order for the Second Control Period had
inadvertently omitted the above costs as an operating expense, DIAL mentioned that as the same was
an error of omission, they had considered this cost in First Control Period true up computation as an
operating expense in FY 2011 and requested the Authority to allow the same as operating expenses.

Foreign Exchange Rate Variation

DIAL submitted that as part of cost optimization strategies, it had taken foreign currency loans in FY
2010 and FY 2014. The same as indicated by DIAL had led to tower cost which had been passed on to
the passengers in termis of lower tariff. However, DIAL informed that such cost optimization strategies

had led the company exposed to foreign currency fluctuations.
DIAL hence submitted the actual forex losses pertaining to the First Control Period and hence requested
AERA to consider the same as an expense for truing up. The submission is in the table below;

Table 9: Actual Forex Losses submitted by DIAL for First Control Period as per MYTP

Particular {Rs. Cr)

2010

2011

2012

2013

20141

Total

Forex — Aeronautical

(0.08)

1.44

9.05

31.36]

79.59

121.36

Forex - Non-Aeronautical

(0.01)

0.17

1.09)

3.78

9.59

14.62

Total

{0.09)

1.61

10.14

35.14|

89.18

135.98

2.4.5 Based on above considerations, the Operating Expenses submitted by DIAL for First Control Period

are in the table below;

Table 10: Operating Expenses submitted by DIAL for First Control Period as per MYTP

Year ending March 31 (Rs. Cr)

2010

2011

2012

2013

2014

VRS Aero

71.83

2938

43.26

17.40

17.12

Interest on DF

350.50

Staff Cost

90.25

123.48

124.27

106.47

104.65

Administrative and General Expenses
(including forex losses and expenses
associated with rehabilitation of
runway)

87.68

115.24

125.24

187.73

Electricity and Water Charges

66.63

97.97

98.77

109.67

Operating Expenses

190.22

181.31

226.46

256.88

Airport Operator Fee

18.33

67.44
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2014
6.07
749.56

2012
13.13
943.31

2013
1.21
593.88

Year ending March 31 (Rs. Cr) 2010 2011

Property Tax
Total

512.60

366.93

Decisions taken by the Authority regarding True up of Operating Expenses for First Control
Period as per Tariff Order for Second Control Period

The Authority had decided to consider the actual operating expenses as submitted through the auditor
certificates for the First Control Period. The Authority had also decided to expense out interest on DF
of Rs. 350.50 Cr incutred by DIAL in FY 2011-12. Regarding allocation of the operating expenses
towards aeronautical and non-aeronautical, the allocation ratios were used as shown in the table below;

Table 11: Operating Cost allocation ratio considered by Authority towards true up of
First Control Period as per Tariff Order of Second Control Period
Cost allocation %

Operating Expenses Basis

VRS Aere

89.79%

In line with the allecation on manpower costs

Interest on DF

100%

In line with the Tariff Order for the First Control
Period.

Staff Cost

- 89.79%

In line with the Tariff Order for the First Control
Period.

Administrative and General
Expenses

70.28%

[n line with the Tariff Order for the First Control
Period.

Electricity and Water
Charges

100%

In line with the Tariff Order for the First Control
Period.

Operating Expenses

91.89%

In line with the Tariff Order for the First Control
Period.

Airport Operator Fee

3% of acronautical revenues for the

previous year

As Airport Operator fee is based on 3% of the
gross revenue of DIAL.

Property Tax

87.54%

Weighted average of allocation ratios for the
ahove elements.

247

24.8

The Authority had also decided to expense out the bad debts and also include expenses related to inline
Baggage Screening Related Assets as part of operating expenses for the First Control Period.

The Authority had also decided not to consider any fluctuations related to currency fluctuation on
capital or interest payments or any other charges in respect of the ECB loan for true up of the First
Conirol Period.

The operating expenses considered by Authority towards true up for First Control Period as per the
Tariff Order for Second Control Period are in the table below;

Table 12: Operating Expenses as considered by Authority towards true up of First
Control Period as per Tariff Order of Second Control Period

Year ending March 31 (Rs. Cr)

2010

201

2012

2013

VRS Acro

71.83

29.38

43.26

17.40

Interest on DF

0.00

0.00

350.50

0.00

Staff Cost

90.25

123.49

124.27

106.47

Administrative and General Expenses

60.04

86.24

106.19

95.88

Electricity and Water Charges

3121

61.29

86.89

98.17

Operating Expenses

100.67

177.97

193.06

227.06

Airport Operator Fee

13.01

15.21

17,13

18.33

Property Tax

0.00

0.00

13.13

1.21

Taotal

367.01

934.42

564.53
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Authority’s Examination regarding True up of Operating Expenses for the First Control Period

Rehabilitation of Runway 10-28

Authority noted DIAL’s submission with regards to the consideration of Rs. 17.50 Cr as part of
operating expense in FY 2011 with regards to the costs incurred towards rehabilitation of runway. The
relevant extract from Order 28/2011-12 is as follows;

“Rehabilitation of Runway 10-28: DIAL has proposed an inclusion of Rs. 110 Cr in the project cost
towards rehabilitation of R/W 10-28. EIL had pointed out that the rehabilitation and strengthening
works of runway 10-28 are not part of the Master Plan. In their estimate, actual cost of the work should
be Rs. 90 Cr. KPMG, while agreeing to the fair cost estimate of Rs. 90 Cr by EIL, pointed out that
DIAL has classified entire cost as capital expenditure as per Accounting Standard 10. However, as per
paragraph 12.1 of the said Accounting Standard, only expenditure that increases the future benefits
Jrom the existing assets beyond its previously assessed standard of performance is included in the gross
book value. This implies that the incremental expenditure, over and above the cost of normal repairs,
that leads to an increase in the runway's life or load bearing capacity beyond its original design
specifications can be capitalized. It has been observed that the Pavement Classification Number (PCN)
of R/W 10-28 has decreased from a design level of 106 to 99. Post rehabilitation, the PCN is estimated
to increase to 135. EIL has estimated fair cost of rehabilitation for upgrading to PCN 135 as Rs. 90
Cr. Based on the same, KPMG have estimated Rs. I7.5 Cr as proportionaie amount spent on
rehabilitation of runway to initial PCN value (i.e., 106) and balance Rs. 72.5 Cr (Rs. 90 Cr less Rs.
17.5 Cr) be treated as fair project cost. Thus, KPMG have suggested that the project cost of this work
may be taken as Rs. 72.5 Cr and an amount of Rs. 17.5 Cr may be allowed only as operating expense
in the financial year in which it has been incurred Authority had taken a tentative view thai the
recommendations of the KPMG in the matter were fair and, therefore, an amount of Rs. 37.50 Cr may
be excluded from the project cost. DIAL has accepted the disallowance of Rs. 17.50 Cr on the runway

rehabilitation and has stated they shall be treating the same as OPEX in their tariff filing.”

Authority took note that DIAL, during the time of determination of tariff for the Second Control Period,
had failed to claim the same as opex and had also not raised the issue during the stakeholder
consultation process for the Second Control Period. Despite DIAL not claiming Rs. 17.50 Cr as part of
operating expense during the tariff determination for Second Control Period, Authority formed the
view that there was merit in DIAL’s plea that Rs. 17.50 Cr should, at the least, be considered as an
operating expense, on the basis of the above-mentioned extract in the Order No. 28/2011-12. Thus,
Authority had proposed to consider Rs. 17.50 Cr as an operating expense in FY 2011 and also requested
DIAL to raise specific issues within the relevant Control Period.

Foreign Exchange Losses

Authority looked at the submission regarding foreign exchange losses incurred by DIAL and noted that
the cost of debt considered took into consideration the payment towards meeting the obligations under
the hedge instruments taken by DIAL. Authority also understood that the operator had taken only
Interest Rate Swap and not Foreign Currency Swap for its foreign currency liability in the First Control
Period.

Authority had taken the view that the costs incurred by DIAL towards hedging had been already
considered under the cost of debt and the losses incurred by DIAL would not be considered as pass-
through under operating expenses. Authority formed the view that the losses incurred were on account
of the hedging principles adopted by DIAL and losses on account of the same would not be passed onto
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the airport users. The Authority had also noticed the claim made by DIAL in its tariff proposal which
is stated below;

“DIAL as a part of cost optimization, leveraging on foreign currency inflow and optimizing cash flows
have taken foreign currency loan in the FY'10 & FY'14. The benefit of lower cost has been passed on
to the passenger in terms of lower tariff however on the other side due to currency fluctuation DIAL
had to incur forex losses.”

Authority had formed the view that if such forex losses were to be passed on along with the cost of
hedge, the same would nullify whatever benefit DIAL was claiming that had been passed on to the
passengers. The Authority had also allowed DIAL to consider the upfront cost of the new foreign
currency loans along with the pre=closure cost of the existing loans in their submissions. DIAL had also
submitted that they had taken the foreign currency loans leveraging on foreign currency inflow and
optimizing the cash flows. Authority was guided by the principle of the SSA which said only efficient
costs were to be considered. Authority had hence proposed not to consider forex losses as a pass-
through under operating expenses for the First Control Period.

Authority proposed not to review any other expense items under the operating expenses and had
proceeded to consider the remaining operating expenses as considered by Authority at the time of true
up for the First Control Period as per the Tariff Order for the Second Control Period. The net
adjustments to the operating expenses considered by the Authority in its Tariff Order for the Second
Control Period towards true up for the First Control Period are shown in the table below;

Table 13: Net Adjustments in Aeronautical Operating Expenses proposed to be
considered by Authority for true up of First Control Period

FY ending March 31 (Rs, Cr)

2010

2011

2012

2013 2014

Operating Expenses as considered in the Tariff
Order for the Second Control Period

367.01

493.59

934.42

564.53

669.97

17.50

0.00

0.00

0.00

Adjustment towards rehabilitation of runway 0.00
Operating Expenses proposed to be
considered by the Authority towards true up 367.01 511.09 934.42 564.53 669.97
for FCP

Stakeholder comments regarding True up of Operating Expenses for the First Control Period

Subsequent to the stakeholder consultation process, the Authority has received comments/views from
various stakeholders in response to the proposals of Authority in the Consultation Paper No. 15/2020-
21 with respect to true up of Operating Expenses for the First Control Period. The comments from
stakeholders are presented below;

DIAL’s comments regarding true up of Operating Expenses for the First Control Period:

DIAL has requested that since the forex losses were allowed in the Second Control Period to the extent
of the cost of Rupee Term Loan, the same cost must be allowed in the First Control Period. Further it
has requested that the cost of debt may not be trued up for the First Control Period and if the same were
to be trued up, then the cost pertaining to the forex losses have to be allowed in the First Control Period
true up exercise. The reasoning provided by DIAL is verbatim reproduced as below;

“DIAL has proven track record of maintaining lowest cost of debt in the industry. In the year, 2011
when the ECB was drawn the rupee was much stable compare to today's business scenario. DIAL had
natural hedge available in terms of foreign currency inflow from duty free and UDF. Accordingly,
considering the expert views, natural hedge and market scenario DIAL had taken on Interest rafe swap

and not the currency swap. With fhjxﬁﬁer to maintain cost of ECB at 6.96% which was
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highly efficient. Further, even if we consider the forex loss of CPI of Rs. 136 Cr still cost of debt could
have been maintained at 8.82% vis a vis 12.17% allowed by AERA in CP order for rupee term loan.
Accordingly, we are unable to understand Authority's ground of disallowance that the forex loss
incurred resulted into inefficient cost or nullifying the benefits of lower burden.

Also, while allowing forex loss for second control period Authority has considered 11.38% i.e. the cost
of RTL aliowed by AERA. In consultation paper 15/2020-21 at Para 3.5.12 stated following:

“The Authority is of the view that the Airport Operator's effective cost of debt shouldn 't exceed
at the least the cost of the borrowing in the local currency which was determined as 11.38%
as per the tariff order for the Second Control Period The Authority hence proposes to allow
only forex losses to the extent the effective cost, including the allowed forex losses, don't exceed
11.38%. Authority is of the view that only to this extent the forex losses incurred by the operator
can be considered as Efficient Costs.”

From the above it is clear that the Authority in case of second control period has considered the cost
of debt allowed by Authority in its order no 40/2015-16 as efficient and accordingly allowed forex loss
and refinancing cost fo that extent in second control period. In similar way Authority should consider
allowance of forex loss for first control period to the cost of RTL allowed by AERA in order no 3/201 1-
12 ie 12.17%. Following is the effective cost of ECB in first control period:

Particular 2010 201 2012 2013 2014
Interest
ECB 350 Mn 7.88 124.81 125.49 124.85 112,04
ECB 100 Mn .00 0.00 0.00 0.00 13.69
Total interest 7.88 124 81 12549 124,85 125.73
Forex loss -0.09 1617 HINE] 3514 8¢ 18
Total 7.79 126.42 135.63 159.99 21491
Avg. debt
ECB 350 Mn 795.90 159180 1591 80 157190 1482, 36
ECB 1) Mn 275.96
Total Average 795,90 159180 1591.80 1571.90 1758.33
Effective rate 8.82%

DIAL in case of first control period requested Authority for allowance of forex as per treatment of forex

loss in financials i.e. AS-11, however Authority had not allowed forex loss in first control period.

Authority at decision 29.f of the order no 3/2012-13 dtd. 20" April 2012 stated that the WACC of
10.33% determined ynder CP1 shall not be trued up. Also, Authority at order no 40/2015-16 for the
second control period at decision no 4.f clearly decided o not true-ip WACC of 10.33%, which was
considered by it in its Dalhi Tariff Order No. 03/2012-13.

The TDSAT in it's judgment did. 20" March 2020 in the maiter of DIAL appeal no 7 for DF has decided
as follows with respect to the upfront fee:

the impugned order of AERA for excluding the upfront fee of Rs. 150 crores from the Project
cost is found to be not sustainable either on facts or in law. Hence, exclusion of the aforesaid
amount of Rs. 150 crores of upfront fee from the Project cost is set aside. However, it is clarified
that this amount shall not be a part of the RAB but will be treated as equity share capital of
DIAL while determining WACC.

DIAL also filed appeal no 10/2012 against the first control period AERA order no 3/2011-12. One of
the contention of the appeal was that 1} hile calculating WACC considered RSD as debt
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@ 0%. TDSAT in its order did. 23" April 2018 at para 106 for DIAL appeal 10/2012 provided that the
return on RSD cannot be zero and it is eligible for some return, following is the relevant exiract of the
order:

That return cannot be less than the cost which DIAL has to bear, or it has borne by making
available the amount of RSD (Rs. 1471 crores) for investment in the airport project. Clearly,
in our opinion, this money has wrongly been treated as debt at zero cost. The well accepred
commercial practices and norms need to be respected by the Authority and therefore, return
on RSD amount should be re-determined by it for the reasons indicated above. Instead of
interfering with the impugned tariff determination we direct that the amount due to DIAL under
this head should be worked out and made available to DIAL threugh appropriate fiscal
exercises which should be undertaken when the exercise of redetermination of tariff for Gl
Airport, Delhi is next undertaken in due course.

Accordingly, the WACC for CP1 should be true up only to the extent of the order pronounced by the
tribunal. Truing up cost of debt while determination of WACC is against Authority's own order.

The authority v