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Is bureaucratic muddle killing the Delhi international airport?
By Sanat Kaul, March 21, 2012
There have been reports that Delhi International Airport Limited (DIAL) has sought a nine-fold increase in airport tariff while AERA, the regulator, has agreed to only about four-fold. The airlines are worried about the increase in tariff. Foreign airlines have also threatened to pull out of India if charges go up very much. Meanwhile, DIAL has announced that they are suffering a loss of over Rs 2 crore per day. At the same time, Airports Council International has declared Delhi airport as the second best in the world in its category and sixth best amongst all airports. After the disastrous results of the airline sector, are we heading for a repeat performance in the airport sector also? 

Taking Delhi airport privatisation process for example, it may be stated that it started in 1999-2000 and came into effect on May 3, 2006 in favour of  DIAL. This was a 30 year concession popularly called Public Private Partnership (PPP) with 45.99 per cent of gross revenues going to Airports Authority of India (AAI ), with the owner required to pay heavy penalties for delayed payment. DIAL was asked to go ahead and construct a world class airport with a new terminal and upgrade existing terminals, which it did within the stipulated period.


Aeronautical charges form the revenue base of any airport. The state support agreement (SSA ) signed between the ministry of civil aviation (MOCA) and DIAL provided for tariff fixation and clearly stated that an Economic Regulator for Airports (AERA) would be in place, as far as possible, in two years’ time from effective date i.e. by May 2008 and would fix the aero tariff after due examination. It also  provided for a 10 per cent increase in aeronautical charges in two years from May 2008 and regular annual increases with commencement of fourth years. and every year thereafter for remainder of the term.

 A minimum of 10 per cent increase on year-on-year basis was also stipulated. None of this was followed. A nominal10 per cent increase was given for all airports in 2009 (after the last increase in 2001) and no increase thereafter has been given to DIAL as yet. AERA cannot be blamed for the delay as it was a newly created organisation without rules or guidelines and it was the unrealistic assumption of the government that it will be able to do so. AERA introduced the concept of a five year control period for calculating  aero charges and based it, correctly, on various factors including passenger traffic projections.


 The first control period was, however, fixed as May 2009 to May 2014 of which nearly three years have already passed. Though maximum investment was made by the DIAL in the first two years of control period, no increase in tariff has been allowed. The economics of a concession like airport, road or bridge goes haywire if increases are not given in time. Had the ad hoc increase come in say 2008 followed by a regular increase by April 2010, things would have been different as DIAL would have paid off or retired part of its debt/ interest burden. This amounts to a default by the government which should be compensated.


Differences of opinion


Further, there are differences of opinion between AERA and DIAL on three counts. First, concessionaire has sought a return of 24 per cent on cost of equity invested while AERA has give only 16 per cent. A return of 16 per cent on the capital deployed may not be attractive for a long term gestation infrastructure project like airports. SBI Capital Markets Ltd, a subsidiary of State Bank of India has reportedly stated that the return to investors in airports should be 18.5 to 20.5 per cent. Standard and Poor’s Financial Services have also backed DIAL’s demand.

  Second, DIAL has received nearly Rs 1,500 crore as refundable interest free deposit from the concessions it has given,in turn, for commercial development which is outside AERA’s calculation for aero charges. The third difference is the projected passenger growth. While AERA has done a simple analysis of growth based on last five years with 2008 as base and given 17.6 per cent growth for the next two years, DIAL has produced a study from Madras School of Economics giving 10.2 per cent growth based on current economic crisis. The claim of the concessionaire is supported by ICAO and ACI forecasts. All these issues need reconciliation.

Lastly, the issue of 45.99 per cent revenue share going as rent to AAI needs to be looked into for future. This kind of bidding is reminiscent of telecom auctions of Sukhram days and becomes a spoiler in the game. With 46 per cent of gross revenue going to AAI, it leaves DIAL only 54 per cent to meet all the costs of loans repayment, operating costs and payment of dividend.


Had AERA or MOCA given the increases in aeronautical charges in due time as per SSA in 2008 and thereafter, there would not have been such a high demand from DIAL today. In these circumstances it may be prudent and desirable to spread out the payment of 46 per cent revenue to AAI over the next ten years or so which will give DIAL some relief without vitiating its contractual obligations.



It is, therefore, felt that the government is creating yet another mess in the privatised airport sector. In PPP contracting, while there are strict and legally binding clauses and penalties on the concessionaire, for the government, there are none.



(The writer is chairman of International Foundation of Aviation, Aerospace and Development)
 
