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30 April 2017       WITHOUT PREJUDICE 

Secretary 
Airports Economic Regulatory Authority (AERA) of India 
AERA Building, Administrative Complex 
Safdarjung Airport, New Delhi 110 003 
Email: puja.jindal@aera.gov.in  
 

Dear Ms. Puja, 

SUBJECT: IATA’S RESPONSE TO CONSULTATION PAPER NO. 08/2016-17 CAPPING THE 
PERCENTAGE OF ROYALTY/REVENUE SHARE PAYABLE TO AIRPORT 

As the global trade association representing the world’s leading airlines, the International Air 
Transport Association (IATA) is pleased to provide a submission on AERA’s consultation paper 
mentioned above. IATA’s membership includes some 265 passenger and cargo airlines 
comprising 83% of total air traffic and IATA’s mission is to represent, lead and serve the airline 
industry. 

IATA would like to thank AERA for initiating the Consultation paper of 31st March, on the subject 
of ‘Capping of Royalties & Revenue Share payable to Airport Operators’.  These royalties and 
revenue share which have no relation to any cost for the airport are being simply passed through 
by the ISPs to the Airlines.  IATA welcomes AERA’s recognition of the adverse impact of this 
flawed practice on the industry. 

IATA also appreciates the opportunity to comment on the consultation paper. This submission is 
based on the views expressed by IATA at the stakeholder consultation meeting held on 21 April 
and additional comments following the meeting. We would like to specifically request AERA to 
consider the following proposals before making a final decision: 

 As the consultation document rightly points out, the high royalty fees being charged by 
airports are simply allowed as a pass-through under the light touch approach adopted by 
AERA for regulation of the ISPs. This practice has resulted in artificially high charges being 
passed through to the airlines – without any relation to service levels, quality of service, 
competition or the impact on consumers. 

 In the current setup, ISPs bidding for the operating rights at an airport are motivated to bid at 
artificially and excessively high levels of revenue share, without consideration for their bids 
being commensurate with cost or quality of service. This is of course due to the fact that the 
system allows for the existence of these royalty fees which are then allowed to be fully 
passed-through to the Airlines. This is a fact which AERA has recognized in the Consultation 
Paper. The issue at hand is not only about competition, but how competitively and 
reasonably priced services by ISPs can be better achieved without imposition of such 
unjustifiable royalties. IATA is aware of at least one case where an airport operator has 
attempted to unilaterally impose a hike in the Royalty (more than doubled) without any due 
justification given.  
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 IATA would like to highlight that in Para 2.6, AERA arrives at the conclusions that: 

I. There be a ceiling on fees/royalty/revenue-share payable by the ISP to the airport 
operator, & 

II. That only x% of such fees/royalty/revenue-share be allowed as a ‘Pass through cost’.  

However, the subsequent proposal in Para 3.1 seems to be at odds with Para 2.6.  Para 3.1 
seems to suggest that AERA is proposing to cap the royalty at 30% of the ISP’s gross 
turnover and allowing that same royalty (in full) to be passed through to the airlines (i.e. the 
full 100% of the 30% cap to be passed through) for the purpose of determining tariffs for the 
ISP.  

 IATA would like to highlight that ICAO Doc 9082 (Para 10 section II refers) indicates that 
concession revenues directly related to the operation of air transport services (such as fuel, 
in-flight catering and ground handling) should not be maximised.  Regular escalation of 
concession fees runs against the guidance of ICAO. AERA’s Consultation paper too has 
correctly recognized that the levy of such charges are not consistent with the policies of ICAO 
relating to tariff determination.   It is unclear then why AERA is still proposing to allow, albeit 
with a cap, concession revenues solely for the right to do business on these services. 

 IATA would also like to highlight that EU laws [Council Directive 96/67/EC, Article 6, para 1 
refers] indicate that member States shall ensure free access by suppliers of ground handling 
services to the market for the provision of ground handling services to third parties (ground 
handling services are defined in Annex 1). Some selection parameters exist solely on 
exceptional circumstances (and none of these parameters relate to bidding on royalty 
payments), For ensuring sustainability of the industry, IATA would suggest that this is the 
direction India should take i.e. recognizing that non-cost related fees that have an impact on 
air transport services are not justifiable and therefore should not be allowed.  

 Further, annual escalation of these royalties continue to pile on cost with no upper limit.  An 
annual escalation is unjustifiable as there is no inflationary factor in a non-cost related 
charge. A cap will put a stop to this unsustainable and unjustifiable practice. 

 On those grounds, IATA does not support royalties and recognizes that AERA’s proposal to 
implement capping is a step in the right direction, though it should be more ambitious. 

 In the area of fuel specifically, the airport levies a concession fee in the form of a Fuel 
Throughput Charge (FTC). This FTC charge is levied on fuel suppliers which AERA does not 
consider as ISPs.  Nonetheless, such a concession fee should also be included in the ambit 
of this consultation as it is a market access fee with no cost basis that is applied to a critical 
aspect of air transportation and impacts directly the cost of provision of air transport services.  
The capping for the FTC is not on gross turnover of the supplier but should be benchmarked 
to the levels previously paid by suppliers to the Airport Authority of India prior to the 
privatization of Indian airports of 57.88 INR/KL. 

 Finally, with regards to capping of Royalty Fees for ISPs (including into-plane service 
providers), IATA believes that a 30% cap on Gross Turnover is much too high and would still 
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burden the industry with a significant cost – an outcome that the capping is intended to avoid.  
We believe that AERA should aim to not allow any royalty fees.  However, if AERA intends to 
continue to allow them (with a cap), a more appropriate level that we believe is sustainable 
for the industry, is a cap of 5%. AERA’s current proposal of 30% cap is far higher than the 
levels arrived at after a very detailed analysis at some of the other successful airport hubs in 
the region. 

We request that our views expressed above be taken into consideration by your respected 
agency leading to an objective and rational decision. 
 
 
Yours sincerely, 

 

Richard TAN 
Regional Manager – Airport, Passenger, Cargo and Security 
Asia Pacific 
tanr@iata.org  
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