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CHAPTER 1. INTRODUCTION 
The linkage between civil aviation sector and economic activity and its 

catalytic impact on general development are now well recognised. In 2 1998 study, 
the Air Transport Acton Group (ATAG)' had estimated thatthe tol direct economic 
‘impact of aviation on goss word output would increase fom USS1.36 lin (en) 
‘in 1998 to $1.7 um by 2010; 28 million (rn) jobs ~incuing diet, indirect and 
induced employment ~ are affeed by the civil aviation sector. The Intemational 
Civil Aviation Organization (ICAO) estimated that $100 spent on air wansprt 
produce besefis worth $325 forthe economy; & hundred additional jbs in air 
teanspct results in 610 new economy-wide jobs. The ICAO study atributes over 
45% of global GDP to the ar transport component of civil aviation, A DRIeWEFA 
study’ ofthe impact of civil aviation onthe U.S. economy in 2002, using a variety of 
‘economic multipliers encompassing the direct, indirect and induced effects on related 
industries for which civil aviation provides an enabling function, estimated a 9% 
share of civil aviation in GDP, amounting to about $900 billion (ba) and 1 ma jobs, 

‘The aviation sector in Ini is rapidly gaining importance, although its many 
impacts have not been rigorously quantified. Iti estimated that foreign exchange 
transactions of $22.5 be are diretly facilitated by civil aviation and another $96 bn 
indirectly trough civil aviation services? 95% of tours aval are by at. Agpots 
facilitate growth of high-value and perishable tae; 40% of exports and imports in 
India by value are cared by ar. The sector might one day also serve to routinely 
provide connectivity to remote areas otherwise inaccessible by other modes of 
anspor. 

{ATAG, “The Eeonomic Benefit of Ait Tanspon’, 1938. {CAO brace, "Econom Coon of Cl Aviation Ripe of Prosperity” 200, 
2 DRIeWEFA Ine, "Natal some lpac af Cr Avatio’ July 2002 
“The ation seciorin Tia can We roa cased ito the dict fntional spe: (i) opraton, nclaing te scvies of Ian Alines (1A) and is whol ovned suidiryAllance 
[NT(AA), icin (AD, Pan Hane Hlcoer and ote ete operas, (since, une the purew of the AiporsAutory of India (AAI), and (i) teplation and development, the 
responsi of the Diesorate Genera of Cnt Aviation (OGCA) an the Bureau of Ci Avision 
‘Secu CBCAS), 
Unless otherwise efienced, he mumbes in his epee culled fom the 2002-63 Anal Report ofthe Mistry of Col Avan, he Teh Five Yew Pan document ad eselaion ade to he 
‘Commitee by Mints ike Toss, rgasaon ike AAT nd DGCA, a anspor operas thd 
‘ou duty saoitions ke Cl tnd FICC 



‘The Airports Authority of India (AAI manages 122 airports, of which 94 are 
civil aispors (including 11 intemational airports) and 28 ae civil enclaves at defence 
Airfields.” These sports handled over 4.4 crore (cr) passengers in 2002-03 (1.5 er. 
‘international and 2.9 er. domestic). Domestic passenger traffic had increased 8% in 
2002 to 1.3 cr, despite adverse operating conditions, viz, low load factors, high fuel 
and insurance costs, ete Intemational passenger trafic carried by Air India (AD) and 
Indian Airlines (1A) also increased 8% to 0.4 cr. in this period, Indian airports 
hhandled close to a million tons (MTs) of cargo (0.65 MT of international and 033 
[MT of domestic) in 2003, 2 15% increase over the previous year, Traffic and eargo 
‘growth over 2002-03 to 2006-07 is forecast to be between §-7.5% per annum for 
domestic and intemational traffic 

‘The partial deregulation of selected segments initiated in the nineties and the 
‘consequent competition has transformed domestic airline operations. Choice and 
Aight quality of service, especially on tunk routes, has increased’ dramatically 
Flexible tariff structures are making lying increasingly more affordable, Customer 
imterface and the quality of ancillary services are beter. Innovative aitine operations 
‘models are being introduced. Cargo is governed by an open skies policy: Responses 
of the goverment to economic exigencies have also pad dividends; its decision to 
announce open skies for winter schedules has led fo increased tourist arsvals, even in 
1 volatile intemational environment, and there is now a clamour for extending thi 
policy for three more years 

Despite these advances, India has lost out in aviation: it has missed the travel 
‘boom of the nineties, ceded its natural geographic and economic advantages as 
‘argo and courier hub to other countries and air travel still remains confined to a tiny 
section of the domestic population, The share of India in total world aviation traffic 
continues to remain minuscule. India accounted for @ mere 24 lakh tourist arivals in 
2002, compared to 71.$ cr. workdwide and 13 cr. in Asia Pacific (a 0.38% share). 
Worldwide, tourism accounts for 10.2% of GDP, while in India, itis just 4.8%. OAG, 
4 respected industry information service estimates that while air seat capacity has 
increased 485% in China over 1989-2000, in India, this has increased by a mere 40%, 

These ae at Debi, Mumbai, Kolat, Chena, Thiwvarathapsrim, Bangalore, Hydenbad, 
eset, Goa, Avis and Gua ‘tthe wl 00 ares he county



Total world scheduled passenger tfc was 1615 cr and cargo tafe by scheduled 
sins aloe was 30 MT. The 25 largest port in he wel handed some 102. 
senges and [1 cr. commercial ai transport movemenss in 2002. Mumb and 
Delhi airports are ranked the 80th and 109th busiest airports, respectively, in the 
‘worl in terms of passenger movement 

‘An efficent aviation sector is essential to support tourism, an industry with 
immense employment opportunity. Here, itis noteworky that investment in tourism 
industry would generate the largest number of jobs ab compared to investment in 
‘thr sectors. Ths, an investment of Rs.10 lakh creates 

13 jobs in manafacturing 

45 jobs in agriculture, and 

{89 jobs in tourism, 

Furthermore, tertiary benefits of tourism ae significant as the tickle down benefits 
‘of the travel & tourism industry on the economy go far beyond what is apparent. The 
Satellite Accounting figures of World Travel & Tourism Council (WITC) suggest 
that the $11.33 bo travel & tourism industry in India supported $23.8 bn in related 
economic activities. 

Barring few airports, available infrastructure is underutilised. The four 
gateway aisports account for 42% of revenue. There are a large number of aports 
where fll infrastructure is available, but only operate one to two flights a day; bout 
50% of AAI airports ae not being utilised by airlines. Although litle quantitative data 
{s available on Indian sizports' performance parameters, casual empiricism suggests 
that quality of service is severely lacking. Intemational airports, the gateways forming 
tourists’ fist impressions of India, are sub-standard. Pascenger amenities, conveyor 
belt facilites, etc. are, forthe most part, an embarrassment. Grossly inadequate cargo- 
‘handling procedures at airports result in delays ofa couple of days in transit from one 
terminal to another. Only ten airports made a profit in 2001, despite airport landing 

a a Norh Amen, 6m Bpe and Sin Asa 



charges having been increased theefold over the last 15 years. Airport charges? 
India are 78% higher than the international average! 

‘Clearly, the aviation sector in India i in crisis. Our airlines are bleeding, with 
the public sector domestic carier having made a loss of about Rs. 380 er, and the 
prvaie airlines to are reported to have incurred heavy losses in 2002-03, The average 
age of IA’s and AI’ fleet is about 17 years, as compared to an. age of 6-7 years 
internationally. Furthermore, AI employs 16,000-18,000 staff and 1A has & staff 
strength of 20,000, much higher in tems of passenger route kilometres compared to 
international benchmarks. India has been losing (or, in occasional years, barely 
‘managing to retain by dint of bilateral rights) market shares in terms of passengers, 
aircraft and cargo volumes. The combined capacity of JA and AI actually contracted at 
421.8% CAGR over 1997-2002, thereby restraining them from maximising the nework 
uilistion that is critical to airline profitability. Expectedly, India currently uses barely 
40% of its international bilateral. Costs of travel to and from India remain high, 
‘which, combined with the inconvenience of procedures here, has effectively shackled 
wowth of ar travel. 

The public sector ownership of AI and 1A, entailing multiple layers of extra- 
‘commercial accountability and cumbersome procurement processes, further hobbles 
‘those enterpries and stifles both the commercial orientation and the agility required 
for expanding in a competitive market. Labour policy inflexibility prevents effective 

‘cost management. 1A"s share of the domestic market (in terms of route passenger 
Jlometres (RPK) has dectinedffom 100% in 1993-94 to 45% currently. Globally, a6 
‘arule of thumb, carriers invest in capacity when load factors touch 70% of capacity, In 
India, loads consistently cross this hunile throughout the year. During the peak travel 
‘months of October to March, international passenger loads far exceed this level, as a 
large numberof travellers who have been offloaded from fights from India during 
peak season will testify. On the other hand, the consrants cited above contribute to 
Keeping domestic travel depressed; seats routinely go abegging on most routes, in turn 
adversely affecting the financial viability of domestic exriers. There is persistent 
worry over the ageing fleets of the public sector carriers and the management of air 
teaffic control systems. 

Compesing of lating cages, roe avigtion fly charges (ENFC) and tinal navigation 
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Twist hat the proximate cause ofthe stines distress is ted to the dificult 
times trough which the civil aviation industry, wocdwide, is pasing® But the 
‘malas is deeper in India, Over the year, the civil aviation sector as been used often 
to dispense politica patronage andthe consequent meddling has adversely affected the 
sector's viability. The dificult envionment for civil aviation as exacerbated 
istrions, inefficiencies and constraints for wich government policies are also 
responsible 

Current restrictions on the provision of ancillary services at aitports (like 
fuelling) give advantage to public sector undertakings, hinder competition and serve to 
Keep costs high. Private airlines are not allowed to establish hangars for major 
maintenance overhauls at sirports and consequently have fo outsource maintenance 
activity to high cost locations abroad, Vacillation over the privatisation of our 
cartirs has seriously hindered ther growth and modemistion. 

Discussion on privatisation of AI and IA is often centred on the need for 
having government-owned national carers. In this regard, the Commitee has noted 
that our own history half a century back, where a privately owned Air India had pride 
of place in the global aviation community, is often forgotten, It might not be 
appropriate therefore to discuss this issue as a matter of national prestige. Any aitline 
of India ~ public o private ~ enjoying a good reputation as an efficient carrier should 
be as much @ source of national pride. It is also noteworthy that in a dynamic and 
competitive industry like air transport, its quite likely thatthe incumbent national flag 
carrier will cede the role to other airlines that emerge a8 stronger operators. The most 
prominent example is the U.S., where American Airines and United Aiines have 
onned this mantle from erstwhile arines like Pan Am and TWA. 

mn sector i essential to Given our sie and strategic needs, a vibrant civil av 
‘our economy as well as security. Substantial data has been cited to indicate the 
importance of civil aviation as an important segment of country's infrastructure, A 
ssrong airlines system backed with 3 well-planned network of airports would be 
‘valuable in any national emergency. It would not be appropriate, therefor, to view 

Igeing targa (TNL. 
The bal alin nus ie enpecte to posta $6 br ss in 2003, 
Cl pesenation fo the Come, 



<ivil aviation in India as a service for the elite and the rich. This approach, which 
reeds to be adopted in our view for future planning, would require a thorough review 
of the manner in which the burden of taxes and fees levied inthe sector as well as the 
‘eps that are needed to encourage and support the growth of civil aviation in India 

‘An onerous fiscal burden, arising ftom a view that looks upon the aviation 
sector a elitist and hence, a milch cow rather than an engine of growth, is taking atoll 
‘on air carriers, Excise duty on ATF is 16% and sales taxes on ATF for Indian carriers 
are on average 25%, resulting in a total mark-up of 45% on basic ATF prices 
Allowing PSU cil companies to levy high and arbitrary charges, by dint of their 
‘monopoly fr supplying ATF, only adds tothe burden. As a consequence, iis cheaper 
for domestic travellers to fly to South East Asian tourist destinations rather than ones 
‘within the country, (See Table 11) 

‘Table 1.1: Alefare from Det Selected Domestic & International Destinations 
Round Trip 

Dethi to Airfare 
[ony 520,470 
‘Cochin 5 30,700 
‘Colombo (DGCA Fare: Round Trip Excursion) Rs.17.388 
‘Bangkok (DGCA Fare- Round Trip Excursion) Rs25,170 
via Chennai 
‘Bangkok (DGCA Fare Roand Trip Excursion) Ra 980 
Direct Code Share Flight 

‘Note Includes Passenger Service Fee and Tnsurance Fee, as applicable 
Source: Indian Airlines 

Financing has become a constraint as well, Airlines are a highly capital 
intensive and risky business. Over the next 7-8 years, Al and IA will require a capital 
infusion of RS. 16,000 cr. and Rs. 10,000 cr, respectively, including an equity infusion 
‘of Rs, $00 cr. and Rs. 400 er." Financing requirements of this magnitude require 
access 0 investors with appropriate risk appetites, Le, foreign capital and it is 
precisely in this area that restrictions on foreign investment, especially equity, remain 
‘the ‘most onerous, The equity limit for foreign individuals and companies in 
international services, for instance, is 26% and in domestic passenger transport, 40%." 

"Boma of ie eel consuluns to Alan 1A 
"The Tenth Five Year Plan, 20022007, “Presence 1 the Nasonal Development Conc” ‘Panning Commission, New Deli, Decembet 2002, Caper 3 pg 984



Complete prohibition of equity participation of foreign airlines in passenger air 
‘tansport is, frankly, not to put too fine a point on it, rational, There are other entry 
Darrers relating to licensing requirements, which arificially serve to limit 
competition. 

In many countries with similar problems, deregulation and liberalisation of 
aviation in the past decade has enabled them to hamess the postive effects of 
competition. Recognising the need for expeitious redress of the above deficiencies, 
this Committee was constituted by the Goverment of India (vide order 
FNo.Av.13011/02/2003-DT dated 21.7,2003) to chart a road map for rapidly 
rationalising and reforming the aviation sector in India. The Terms of Reference (TOR) 
ate detailed in Appendix | 

During the course of its deliberations, the Commitee held extensive 
consultations with many stakeholder organisations, a list of which is given in 
Appendix 2. All these organisations have uniformly underscored the imperative to 
lower aviation costs and make air wavel more affordable so as to facilitate economy- 
wide development in general and growth of travel & tourism industry in particular. 
‘The Commitee sealsed during these consultations that, while iti important to draw 
‘on intemational experience of deregulation, wit its range of alternatives and diversity 
of instiutional practices, there is & need to evolve structures that suit Indias specific 
needs and realities. The Committee found it useful to view the aviation sector as 
comprised of two distinct and separate types of services. The fist, the core of the 
scclr, isto be operated as a business and run on commercial principles, The second 
st, im consonance with social and distributive objectives, including connectivity, 
should be supported through direct and transparent subsidies from the goverament 

‘The Commitee felt that, given the breadth of issues involved in deregulating 
the sector and the complexity of implementation ofthe resulting recommendations it 
‘would be difficult to do justice to the issues in one Report. Hoary as the cliché may 
sound, the Committee reiterates thatthe devil wil lie in the details. It was therefore 
ecided thatthe TOR would be addressed in two pars: Part Io concentrate on issues 
‘that will impinge on the structure of liberalisation, and which will consequently have @ 
‘bearing on the Civil Aviation Policy (CAP); and Part twill focus on implementation



issues, especially relating to coordination with other government departments, namely, 
the Ministries of Finance, Defence, Home Afftirs, et. 

Although the Report is structured (for simplicity) in individual modules 
ealing with options for reducing systemic costs, ar transport services, spor, air 
tnaffic control and the institutional framework, it is important to emphasise that the 
individual aviation segments have to be viewed aan organic whole for achieving 
system-wide efficiencies. The Committe is convinced that if India wants the civil 
aviation and the tourism sectors to become the key engines of growth, every aspect 
Pevtaining to the aviation sector needs to bé examined and expeditiously actioned 
pon. The most important of these relate to the state of our airports, aitline 
profitability, the high costs of fuel (including the fiscal effects on these costs), capacity 
‘augmentation and the costs of security. In the radically changed, competitive (and 
increasingly private sector dominated) environment thatthe Committee foresees as 
emerging, itis imperative thatthe existing institutional framework be substantially 
‘modified and some new institutions developed, with each of these organisations 
having clearly defined, commercially-orented and sharply focussed limited roles. The 
Committee is of the firm view that we should have an efficient and vibrant civil 
aviation Sector comprising airlines, aiports, air waffic control and cargo services that 
‘match up to world class standards and are intemationally competitive. Towards 
fend, the Commitee’s recommendations pertaining to various segments and 
institutional strctures, taken together, provide a comprehensive approach that 
balances the need for safety, viability and affordability. The integrated approach is 
founded on four fundamental pillars. First, the Commitee secks to establish a level 
playing field for all operators and reduce the debilitating burden of an extortionate 
fiscal regime. Secondly, the Commitee seeks to increase private participation and 
competition wherever possible by reducing entry barriers. Thirdly, the Committee 
advocates adherence to stringent safety standards and, in the areas not amenable to 
competition, the use of contestbiity, with a sound regulatory oversight to prevent 
abuse of market power. Fourthly, recognising that affordability and accessibility are 
‘ofien conflicting with connectivity and need to be balanced with viable commercial 
‘operations, the Committee suggests institutional mechanisms that transparently and 
explicitly provide support for socially desirable but uneconomical services. 



‘The structure of this Report is as follows, Chapter 2 explores options for 
reducing the high systemic costs so a8 to make ait wansport more affordable and 
enhance air connectivity. Chapter 3 outlines the rationale for deepening and widening 
the ongoing process of liberalisation and privatisation of air wansport services in India 
and delineates various policy measures necessary to uccelerate these efforts. Chapter 4 
‘examines methods of increasing efficiencies of existing axpors in India, including 
accelerating the process of inducting private participation that is already under way. 
Chapter 5 outlines the strategy for efficient provision of ar traffic control services in 
India, including associated isues such as financing and regulation. Chapter 6 outlines 
an integrated institutional framework that will be best suited to provide a seamless 
laterface between the disparate activites and segments of the sector, as well as provide 
effective oversight in the emerging liberalised environment. Chapter 7 surmmarises the 
key recommendations. The Committe’s acknowledgements are contained in Chapter 
8



CHAPTER 2. IMMEDIATE CONCERNS AND REMEDIES 
‘The civil aviation sector in India & facing a eri, as explained in the 

previous chapter. The Committee is of the firm view that extricating the sector from 

‘the current malaise requires a series of policy and structural changes, encompassing 

all major operational segments and the associated regulatory institutions. Towards 

this end, the Commitee deliberated at length on each of the major operational 
segments and drewing upon international experience and sound economic concepts, 
as outlined a set of recommendations in subsequent chapters. The Commitee, 
however, recognises that implementation of broad policy and deep stracurl changes 
‘sound to take some ime, whereas certain measures canbe implemented relatively 
wick. 

In this context, many persons and institutions forcefully argued before the 
‘Committee that, at present, the civil aviation sector is viewed as a cash cow for 
‘gamering revenues by the central and state governments and government-owned oil 
‘companies, Inevitably, this has raised costs of ar transport. Managing the sector in 
{his manner is untenable and incongruent withthe govemment’s avowed objectives of 
‘making air transport more affordable, enhancing regional air connectivity and 
providing a boost to tourism. The Cor 
‘key stakeholders, has identified the scope for lowering systemic costs forthe sector as 
‘whol, through intervetion inthe following five areas: 

, based on its discussions with various 

(@) Fiscal regime; 
(©) Aiport charges; 
(6) Sourcing of ATF; 
(4 Level playing field isues; and 
(6) Interface with other Ministries. 

24 Flscal Regime 

From presentations made tothe Commie" iis amply clear that the present 
fiscal regime is rendering air wansport unviable even in areas where it a 
‘comparative advantage over other modes of transport. Presently the aviation sector 

% Preseautions to the Coninee by Jet Ainwns, Air Saba and the Minisry of Tourism, erase find 
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subjected to a plethora of taxes, duties and fes, viz, excise duty and sales tax on 
ATE, Inland Air Travel Tax (IATT), Foreign Travel Tax (FTT) and Passenger 
Service Fee (PSF). Surprisingly, most of these charges are either set at very high 
levels or inequitable across comparable services. 

‘Excise Duty and Sales Tax on Aviation Turbine Fuel: In other countries, 
while fuel cost is usualy 10-15% of airline operating cost, in India it accounts for 
shout 30% of the operating cost of domestic airlines, The average price of ATF for 
domestic airlines is Rs.19,811 per Klolitre (KL), a8 against the intematonal average 
‘of Rs.10,192 per KL. Even within India, domestic operators pay $1% more for ATF 
than international operators (see Table 2.1 below). This is mainly de to the incidence 
cof igh excise duty (16%) and high sales tax (average 25%; in some states as high as 
39% (Kerala)) on ATF for domestic air carriers. In effect, on basic ATF price, 
domestic artnes are required to pay 45% towards excise duty and sales tax, 

‘Table 2.1: Price of ATF for Different Operators, 
i _ Rs. Per KL 

“Type of Operator | Mumbai [Delhi | Koikata [Chennai [Average | 
(tae 1 Operators | 12.831 [13,160] 14,194 | 12,485] 13,160 
‘AULA (International) 16027_| 15,792 [17,766 | 16,074 [16.415 

[Domestic Operators” | 18,659” | 18.248 | 22,090 [20,210 | 19,811 
* Includes domestic operations of TA 
Source: Jet Airways presentation to the Committee 

Clearly, high excise duty and exorbitant sales tax are adversely affecting the 
Viability of domestic astines and affordability of air transport In view of this, the 
Commitee recommends that excise duty and sales tax on ATF should be substantially 
lowered. One way of achieving this could be to categorise ATF as “declared goods” 
‘oder the Cental Sales Tax Act so that sales tax on ATF does not exceed 4%, Incase 
cof smaller aircraft that are essentially deployed to enhance regional connectivity, 
governments should do away with the existing discriminations based on the type of 
icra and, accordingly, bring patty in the taxes on ATF for jets and turboprop 
aircraft 

Customs Duty and Sules Tax on AVGAS: At present, AVGAS ~ which is 
fuel for trainer aircraft at Flying Clubs ~ is subjected to a 20% customs duty and, on 
average, a 25% sales tax, Given that international pres ate very high and, in any 
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‘case; the revenue yield is negligible, the Committee recommends that the import duty 
and sales tax on AVGAS may be abolished to give a flip to aviation traning and 
encourage flying clubs 

In addition to taxes on fuel, the air transport sector is subjected to [ATT, FIT 
snd PSF. The IATT ~ which is 15% of afar ~ was introduced asa “Fuel Surcharge” 
at the time of the first Gulf War, and has stayed on without any rationale, 
Furthermore, since IATT is charged on the ticket price, whenever ticket prices are 
raised to meet the increase in ATP/insurance, IATT also rises automatically, 
Moreover, airtines are required to pay fill IATT on the ticket price, even in the case 
of discounted (apex) fares and non-paying travellers such as isles’ staff and 
security Sky Marshals. According to an estimate,1$ through IATT and PSF,16 the 
‘government is expected to collect Rs1,000-1,100 cr. in 2003-04, and this constitutes 
about 15% of the total revenues of the domestic sirines (Rs. 6,500-7,000 ex). Given 
the government's aim to make air travel more affordable, the Committee recommends 
that aviation related taxes and fees such as JATT, FIT and PSF may be replaced with 
4 single, lower ad valorem sectorspecific cess, say at $% of actual airfare, and the 
proceeds thereof should bering fenced into the proposed noo-lapsable Essential Air 
Services Fund (EASF, detailed in Chapfer 3), to subsidise uneconomical but essential 
air services including commercially unviable arpors, 

23° Airport Charges 

‘At present, airport charges in India are 78% higher than the intemational 
average and exorbitant in comparison to countries such as Bangladesh, and 
Malaysia” (See Chart 2.1 below). Within India,/at the 12 airports designated as 
{international airports, charges are 16-90% higher compared to other domestic 
airports, contributing an additional cost of Rs.69 cr. per annum forall domestic 
operators, The Committee recommends that airport charges should be substantially 

"Ae Sturn presenition tthe Comite, 
PSP is charged lhe te of R200 per passenger. "Jel Atay pesenaton woe Commitee



brought down to levels comparable with neighbouring South East Asian and Gulf 
countries. 

‘Chart 2.1: Comparison of Airport Charges 

{eva charge’ per ih toclng 28 

ate tnt Begteoh Maton Tank USA 

+ Toul charges nce Landing Charges, Route Navigation Facility Charges and 
‘Terminal Navigation Landing Charger 
Source: Jet Airways presentation tothe Commitee 

24° Sourcing of ATF 

‘Currently, the govemmentovwned oll companies enjoy exclusive privilege 
cover supply (domestic and imported) of ATF and control fuel hydrants and associated 
Infrastructure located atthe airports. All the three goverament-owned oil companies 
continue to charge the same price." Furthermore, an examination of the fuel price at 
various point in the supply chain suggests that these companies may be overcharging, 
at the expense of air caries. The Committe is ofthe firm view thatthe monopoly 
cof government-owned companies in the supply of ATF is grossly incongruent with 
the ongoing process of liberalisation in the oil sector, Accordingly, the Committee 
recommends that srtines shouldbe allowed to source ATF from the supplier oftheir 
choice. In order to facilitate this process, the Committee further suggests that the 
Airports Authority of India (AAI) should offer to buy out the fuel supply hydrants 
and associated infastructue ofthe government-owned il companies and provide all 
‘il companies equitable access to such facilities, Altematively, the government= 
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‘oxned oil companies should be required to provide private oil companies access to 
these facilities based on a “common user/carret” principle. In ether case, given that 
abuse of monopoly power cannot be ruled out, fuel supply infrastructure at airports 
should come under the purview of the proposed Aviation Economic Regulatory 
‘Authority (AERA) (detailed in Chapter 6). 

1k may be well argued that the aforementioned recommendations of the 
Commitee to tum the aviation sector around are primarily focused on fiscal 
concessions, This is largely true. Given that civil aviation is an internationally 
contestable space, the Committe is convinced that itis imperative to adopt a fiscal 
regime that cannot be completely out of Hine with international practices. Having said 
that, the Committe also recognises that there is substantial scope within the sector 
{or improving efficiency. In fact, the thrust ofthe remsining chapters ofthis report 
‘on devising structural and institutional changes encompassing airline, airports, air 
trafic control services, with a view to catalysing efficiency gains, ui two: 
pronged strategy of competition where feasible and economic regulation in the 
residual areas of natural monopoly. 

2S Level Playing Field Issues 

{As of now, Indian Airlines has some comparative advantages over is private 
sector counterparts. Among domestic operators, only IA is allowed to operate 
imemational services and provide third-party ground handling services. In addition, 
government and PSU employees are permitted air travel only by 1A. The Commit 

‘does not see any justification for these arangements. The restrictions on travel of 
government and PSU employees on private airlines should be removed. Furthermore, 
since the sector has spare capacity inthe domestic segment and under-capacity in the 
lmemationsl segment, and a substantive portion of the bilaterals are not being 
utilised, it makes eminent sense to allow the domestic private carriers to operate 
{ternational services. 

In this context, the Indian Airlines has submited that allowing private domestic 
sir carriers to provide international services would severely dent their viability, which 
is already under pressure due 10 various commercially unviable obligations imposed 
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‘0 them on social considerations. nthe other hand, various industry representatives 
including those ffom travel and tourism sectors have strongly argued in favour of 
‘enhancing the capacity on intemational segment, by allowing the private domestic air 
cartiers to offer international services. While the Commitee is sympathetic 10 the 
plight of IA, i regards continuation ofthe current protectionist arrangement 2s akin to 
‘opaque crost-ubsidisation and inefficient and hence, aceds to be eschewed, Thus, 
‘while recommending elsewhere that IA should be compensated for its losses on 
account of commercially unviable obligations imposed on them and to establish 
transparent mechanism to provide subsidy to support to operations on unviable routes, 
the Commitee recommends thatthe private domestic ar carers should be allowed to 
offer international services in an equitable manner. 

In addition, considering the need to foster fair competition and ensure a level 
playing Feld the Committe recommends thatthe domestic privat airlines should be 
allowed to provide third-party ground handling services. 

Greenfleld Airports: Recently, the goverment has decided to review the 
provision in the National Policy on Airports, 2002, that “no greenfield airport will 
normally be allowed within an aerial distance of 150 kilometres of an cxising 
zport” The Commitee endorses this amendment. Given the location-specific nature 
of air travel, driven by a variety of considerations ranging ffom commercial to 
cultural, and the significant sunk costs involved in erecting airport inffastructure, 
sirpons enjoy a natural monopoly. An effective way to contain such monopoly 
power, as observed in several large cities across the world, is to allow the emergence 
of new airports in the vcinit ‘of existing ones, The Commies, however, cautions 
‘hat the investment decisions regarding greenfield airports shouldbe based on purely 
commercial considerations. Accordingly, central and sate governments may reffain 
from extending concessions in general and subsidies in particular to greenfield 
ieports, which might impinge onthe viability of existing aeports. 

26 Interface with other Ministries 

Effisient provision of air uavel services requires effective co-ordination 
between several organisations including Ministies. The Commitee is particularly 
heartened that various Ministries that interface with civil aviation are keen to 
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‘cooperate to streamline operating procedures and facilitate efficient fight operations. 
In this context, the Commitee notes that a high level inquiry committee chaired by 
‘Shri RC. Jain conducted a detailed study of the management of airports in India and 
submited a wide array of valuable recommendation, particularly focusing on the 
‘ned as well as scope for streamlining the activites of various organisations engaged 
im the functioning of sirports and for improving coordination between these 
‘organisations, The Commite also sees immense potential for improving operational 
efficiency of our sirpors through effective inter-agency co-ordination and, 
‘accordingly, proposes to address this issue in greater detail in Part Il. Here, the 
‘Committee sought to highlight certain issues that require urgent intervention by the 
Ministries of Home Affairs and Defence. 

Ministry of Home Affairs: Any international traveller to and from India can 
‘vouch for the inordinate delays a immigration counters. These delays are attributable 
to a lack of space and inadequate computerisation. In light ofthis, the Committee 
suggests that at intemational airports, operators must ensure availability of more 
space so as to enable the Ministry of Home Affairs (MoHA) to locate additional 
‘counters and deploy more immigration officers. 

Government as started issuing machine-readable passports only recently. 
Even now, only 50% of the new passports are o readable. One reason mentioned for 
this is that the passports issued by Embassies abroad are not machine-readable 
because they do not have the necessary equipment, Even if all the new passports 
were machine-readable, it would stil take nearly tn years before all the old passports 
are replaced by new ones; the validity period of a passport being 10 years, If the 
immigration process at airports is to be computerised, there has to be a vigorous 
campaign for replacing all the existing old passports with the machine-readable 
passports, Simultaneously, all immigration counters at all the intemational airports 
should have equipment compatible with the new process. Software packages for 
advance sereening of passengers have been developed in Australia and some other 
countries, which are now being widely used, There is, therefore, no need for 
reinventing the wheel. What is required isa determination to take up this programme 
in mission mode within a fixed time-frame. Furthermore, the present practice of 
<eploying the mix of local police and B Staff atthe immigration counters needs to be 



reviewed, There is a need for a dedicated and specially trained staff directly under 
the contol of the Ministry of Home Affairs for manning the immigration counters. 

Furthermore, the paperwork involved in immigration should be reduced in 
line with international practice — i. all outgoing passengers as well as incoming 
nationals (Indian citizens) should not have to fill in an elaborate form, and incoming 
foreigners should also be required to fil in only simple forms that are amenable to 
easy and fast processing. 

‘At present, all the costs pertaining tothe provision of security at airports is 
being bome by the aviation sector. Recently, due to the rise in threat perception of 
terrorism, security costs have escalated significantly, For example, inducting the 
CCISF in place of the state poice has resulted in security cost increasing from Rs 85 
ct t0RS.350 cr. Here, its noteworthy that following the Chicago Conveation, the 
government has the sovereign responsibilty for security cover, for instance against 
terrorist attacks In light of this, aviation and airport security should be taken over 
and funded by MoHA. 

Ministry of Defence: At present, large parts of Indian airspace are reserved 
for defence use, thereby restricting the choice of optimal routes for commercial 
aircraft. This results in congestion of airirafic on narrow coridors with planes 
having to fly at lower altitudes and so consume more fuel. In many airports, there are 
restrictions on the timing of civil aviation movements. Furthermore, defence services 
o not pay landing charges. In order to optimise the use of airspace, the Committee 
recommends thatthe government may consider the model followed in the U.S. and 
‘many other countries, wherein the air space is permanently made available for civil 
aviation and segments of airspace are re-vested and made availble to defence on 
request. Defence services should also be required to pay user charges as mutually 
aged upon for facilities such as runways. To facilitate effective co-ordination of ait 
space and cost sharing, civil and defence ATCs may be co-located where feasible (as 
isthe casein Brazil)



CHAPTERS. IR TRANSPORT SERVICES 
‘This chapter outlines the rationale for deepening and widening the ongoing 

process of liberalisation and privatisation of air transport services in India, and 
delineates various policy measures that are necessary to accelerate these effort, 

34 International Trends 

During the last two-and--half decades, worldwide, the air transport industry 
witnessed three major transformations. First, the industry substantially moved away 
from goverment control and ownership towards deregulation and private ownership. 
‘The origins ofthis trend are generally attributed tothe deregulation of the U.S. attine 
industry in the Ite 1970s, which led to lower fares and higher productivity.” Spurred 
by these benefits, several counties have pursued the path of liberalisation and 
privatisation This transformation also subsumed another trend of privatisation of 
national “flag caters” ~ that i, airlines designated by a country's government to 
‘operate international air services to and from that country ~as evidenced in Australia 
(Qantas Airways), UK. (British Airways), Germany (Lufthansa), Japan (span 
Airlines), and Hong Kong (Cathay Pacific?" The second transformation pertains to 
‘iberlisation of international air transport services. At the bilateral level, within the 
traditional approach of limiting the points served, capacity, number of airlines and 
pricing, many countries have begun to incorporate greater flexibility or features of 
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panes the average wer! up fom 1369 in 1977 to 531i 1988 and succeded ling pear 
Pecenage of those ses fom an average of 526% in he en years Defoe 1978 to 61094 the 
{elie yets air The ama move to hubandspoke opersions (m which an atfne rots its ‘igh rough one or weve hu” ce) has Icened efficiency te mambet of ways inching 
{eer ataptaton of equipment to markets and ofler af a weer vary of destinations 
ps on date, sit wanapor indy sly eve in Nor Ameria andthe govermnetowned 
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caries ie, Argenta (Aeflines Argenta), Chile (LanChi), rail (Varig) and Netheands 
Frei 
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liberalisation”? tn addition, various groups of countries have ether entered into or are 
in the process of forging fll-market-access arrangements covering their member 
countries. These arrangements are arived at either on a regional basis ~ as in the case 
‘of the E.U. and the Andean Pact countries of South America” ~ or ona pluiateral™ 
basis. The third transformation is the emergence of co-operative alliances between 
airlines, encompassing a wide range of operational and commercial matters such as 
‘code-sharing and loyalty programmes 

‘While pursuit of economic efficiency isthe prime mover underpinning all the 
aforementioned transformations, the process of privatisation is also motivated by a 
variety of other objectives: (a) relieving the fiseal burden on account of loss-making 
‘govemment enterprises; (b) using privatisation proceeds to reduce public debt; (©) 
atvacting local and foreign capita; and (d) transforming the erstwhile government 
enterprises into more atractve alliance partners 

32 Emerging Indian Scenario 

Clearly, deregulation and privatisation isthe way forward in air transport 
trend, has liberalised its air transport services. India too, taking due cognisance of 

services for private participation in domestic scheduled and non-scheduled passenger 
seevices and in cargo services. In India, the Ait Corporation Act, 1953 was repealed 
in 1994, leading to the opesing up of scheduled domestic air wansport services in 
India to competition and private paricipation”* (see Box 3.1 below for the key 
features of the curent policy). Thanks to this liberalisation, between 1994-95 and 
2001-02, the domestic air transport industry has registered impressive growth on 
Several parameters including the mumber of aircraf-kms flown (by 155%) and 
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passenger-kms flown (by 76%) In 2000-01, private operators catied 48.2% of the 
passengers and made available 43.7% ofthe seat-kms.”” 

‘Box 3.6; Key Features of the Current Policy Pertaining to Domestic Air Transport 
‘+ Private sector is allowed 1 operat scheduled and non-scheduled services. 
‘© Operator should be a citizen of India or a company of a body corporate which is 

registered in India and whose (i) principal place of business is in India; (ii) 
Chairman and at least two-thids of its Directors are Indian citizens; and (il) 
substantial ownership and effective control are vested in Indian nationals. 

‘+ The scheduled operators are required to follow route dispersal guidelines ~ an 
administrative mechanism that was aimed at extending air wansport services to 
‘egions/outes that is not necessarily commercially viable 

‘© Operators are required to have a stipulated level of fleet size and subscribed 
‘equity capital. For example, scheduled operators should have five aircraft (by 
‘outright purchase or through lease) and a minimum subscribed equity capital of 
1Rs.10 cr. (R30 cr. if operuiors have an aircraft of maximum take off mass 
‘exceeding 40,000 kg). 

‘+ Foreign Equity participation up to 40% and investment by Non-Resident Indians 
NRIs)’ Overseas Corporate Bodies (OCBs) up to 100% is allowed. The 
‘epresentation of the foreign investing insttution/entity on the Board of Directors 
(ofthe Company shall not exceed one-third ofthe total 

‘¢ Foreign airlines are not permitted to pick up equity. Foreign Financial Institutions 
‘and other entities who seek to hold equity in the domestic air transport sector, 
shall not have foreign airlines as thei shareholders. 

+ While fares are left to be determined by market forces, operators are given choice 
regarding aircraft type and size. 

Open skies policy for cargo services. 
As regards safety and security arrangements, the operators must ensure 

compliance with the relevant regulatory requirements stipulated respectively by the Directorate General of Civil Aviation (DGCA) and the Bureau of Civil 
Aviation Security (BCAS). 

L 

33° Way Forward 

Although progress thus far has been impressive, the existing policy leaves 
substantial room for improvement in three directions, as detailed in subsequent 
szctions: 
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(2) deepening reform in the domestic ar transport segment, through abolition 
of route dispersal guidelines, removal of entry buriers and liberalisation 
of investment norms for foreign equity investors and foreign airines, and 
‘encouragement of regional air serviees, helicopter operations and general 

() extending the liberalisation process to the intemational 
‘segment; and 

(©) privatisation of Indian Airlines and Air India 

transport 

33.1 Route Dispersal Guidelines and Essential Air Services 

Like in many other countries, in India too, there are some routes which are 
viewed as deserving sir services on the basis of socal, strategic or geographical 
‘equity considerations, even though they might not be commercially viable. In order 
to ensure availabilty of sir services on such routes, existing policy requires all 
Scheduled operators (both public and private) to follow route dispersal guidelines, 
‘According to these guidelines, routes are divided into three categories, and each 
‘operator is required to offer at least 10% of its deployed capacity in Category T 
routes" for “uneconomical” Category Il routes connecting stations in the North- 

Easter region, J&K, Andaman & Nicobar and Lakshadweep. Furthermore, each 
‘operator should deploy 1% ofthe capacity exclusively within Category I stations and 
50% of the capacity provided on Category I routes on Category IMI routes (that is, 
routes not inchide in Categories I & I). Airlines are expected to cross-subsidise their 
losses on commercially unviable routes under Categories M1 & III routes by profits 
they make on other routes, 

The current arrangement for ensuring essential sir services suffers from 
several limitations. To begin with, artines often incur losses on Category TI routes as, 
they are required to charge subsidised fares on these routes” Furthermore, shorter 
routes among Categories Ml & Il are commercially unatactive in view of the 
‘competition from altemative modes of transport such as rail and road. In any case, 
‘major airlines with thee fleet comprising larger aircraft (geared towards capturing a 
share ofthe profitable long-haul trunk and regional routes with dense trafic) find it 

Cleat Deh Cae Bangalore, Calet-Channa, Dels-Banglore, Delhi Hyderabad, and De 
Gena. 
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‘sub-optimal to serve shorter routes. Normally, rovies that are not found to be 
commercially viable by major airlines can still be serviced by niche airlines with 
appropeite aircraft. The experience of Vayudoot not only underscored demand for air 
ltansport in small cites, but also tat it can be successfully provided with the help of| 
‘small moder economical aircraft! Recently, Air Deccan ~ a private “no-fills” 

launched its service connecting Bangalore, Hubli and Mangalore. The route 
ispersal guidelines ray be inadvertently hindering the emergence of specialised 
aiclines with appropriate aircraft to cater tothe regional and short-haul feeder routs. 
‘This is because given that the larger ailines are bound by the route dispersal 
_Buidelines to operate specified percentage of thei deployed capacity on Category I 
& TI routes (regardless of the viability of such operations) they can (potentially) 
‘undercut the specialised airlines on those routs, 

In view of the above, the key to achieving the goal of expanding the reach of 
sir services in the country appears 1 bein abolishing the route dispersal guidelines. 
‘Such a step would enable major airlines to focus their efforts on the routes oftheir 
choice and more importantly, reat rom forthe emergence of specialised airlines to 
service the remaining shor-haul, regional and feeder routes. As regards maintaining 
essential air services on routes that are strategically important but are commercially 
unviable, the government should provide explicit subsidy support, preferably through 
icet budgetary transfers or the imposition ofa sectorspecific cess or a combination 
‘ofboth. In ation, such suppor shouldbe allocated through a transparent process of 
‘minimum subsidy bidding.” Here, itis noteworthy that competitive tendering of 
subsidy for maintaining esseaial air services is a well-established practice in several 
countries, as it allows such routes to survive but on the basis of fir competition and 
at the lowest cost posible to the taxpayer. For instance, the Remote Areas Subsidy 
‘Scheme (RASS) in Australis and the Essential Air Services (EAS) Programme inthe 
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US. are broadly based on minimum subsidy bidding” (see Table 3.1 below for a 
summary of key parameters of RASS and EAS). 

‘Table 3.1: Comparison of Air Services Subsidy Programmes in Australia and the US. 

Key Parameter “stale ws ‘7 Nae of tc sceme | Rea Area Semice Subsidy | Escnal Air Servees EAS) 
a " __| Scheme (RASS) _| rogram 
pean since | Orga scheme ics 957 198 

= {chisened as RASS in 19825) Sep ight operators providing egular | PT carer 
week srsrvicestoaprotinatly | 114 communis 
350 remote commanitin uly 200), Sone of Fade ‘Budgetary location and User Feat | Badgetry allocation an 

5} Proposals mised by | Communes ‘An Caners 
{Selection process | Minimum Sabi idling ‘Mini Sb iing 
7 Duaion af wad | Fixed term, uly lis than yeas_[ Reviewed every 2 yeas 
“Source 1) Working Paper $8, Buea of Tranpor and Regional Economic, Ausra 

(eb ste: hi i gov aulsesap Sch ml) 2) US. General Accounting Office, Washington DC, 20848 (Ref: GAO-02.997R 
Essential Air Service) 

Drawing upon international experience, the Commitee suggests the following 
combination of principles and steps, to meet the objective of preserving essential but 
‘uneconomical air services 

‘+ Fist, the scope of Essential Air Service (EAS) objective (including the 
‘ace at which it is pursued) must be congrusnt with the available quantum 
fof finances. In the absence of a firm link between the objective and 
‘resource availability, the esental service goals cannot be sustained and, 
worse, the entire ittiative may lose credibility, In other words, if adequate 
funds are not available, the scope of the EAS may have to be less 

aggressive, Le. target routes may need to be priontised. 
‘© Secondly, while amiving at a quantum of resources availabe for mecting 

the EAS objective all avenues of raising resources through direct user 
‘charges must be exhausted. This is necessary to wean the targeted 
Segments away from the umbrella of subsidy support and, more 
importantly, to mitigate the risk of subsidy being perceived asa perennial 
entitlement 

‘+ Thirdly, the promise of support shouldbe fora reasonable length of time, 
and backed by a credible stream of resources, so thatthe service providers 
can make their invesoment decisions with a greater degree of confidence. 
Towards this end, the government may consider the creation of a non- 
lapsabie Essential Air Services Fund (EASF), ouside the Consolidated 
Fund of India, and the Fund's management may be vested with an 
Independent board 
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‘© Fourthly, the government may consider replacing aviation-related taxes 
and fees such as IATT, FIT and PSF with a single, lower ad valorem 
Sector-specific ces, sy at 5% of arfre, and the proceeds thereof may be 
credited to EASF. 

** Fifthly, the proceeds from the proposed privatisation of Aiqporss may be 
ploughed back into the sector, i, into the EASF, towards meeting the net cast of EAS. 

‘© Sixthly, to the extent thatthe central and state governments consider EAS 
1 an area of priority in genera, they should augment the resources 
‘through the general exchequer (as is indeed the case for other laudable 
‘objectives pursued by the governments). In a similar vein, the state 
‘governments may contribute to the lowering of the net cost of EAS 
through fiscal concessions, as for example, by exempting the EAS 

‘operations from high incidence of sales tax on ATF. 
‘+ Seventhly, the finds from the EASF may be used to “purchase” essential 

air services through a transparent process of minimum subsidy bidding. 
‘The Commitee: recognises that the scope of EASF would include 

‘uneconomical airports and Air Traffic Control (ATC) services (as detailed in 
(Chapters 4 and 5). Accordingly, the Commitee suggests that ll such services should 
‘be supported through the proposed EASF ~ subject, of course to a clear demarcation 
‘of resources for different steams of suppor. 

33.2. Entry Barriers 

‘At present, domestié air transport operators in different segments ere 
subjected to a varying degree of requirements with regard to minimum flet size and 
subscribed equity capital. For instance, scheduled! operators are required to have a 
minimum fleet size of five aircraft (by outright purchase or lease) and a minimum 
subscribed equity capital of Rs10 cx. (R630 cr. if operators have an aircraft of 
maximum take off mass exceeding 40,000 kg). Normally, such stipulations are 
justified on account of ether safety considerations orto safeguard the interests ofthe 
other stakeholders interacting with the operating entity; the capital adequacy 
requirement imposed on banks isa case in point. n the absence ofa similar or any 
other justification for imposing minimum size and capital requirements for airlines, 
the Committeefirmly believes that these issues should be left open for resolution by 
‘equity investors (based on commercial considerations) and debt financiers (through 
the usual due diligence exercises) In view ofthis, the Committee recommends that 
requirements regarding fleet size and equity capital be removed, so as to encourage 
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nity (and competition) and allow operators and financiers to make decisions based 
‘on commercial considerations. In order to ensure that airlines operate on a level 
playing field in fair competition with each other, it is imperative that all airlines 
should be required to maintain accounts pertaining to their air transport services 
‘separately in a transparent manner, To faciliate this process, the Commitee 
recommends that all scheduled airlines operators should be registered under the 
‘Companies Act. In fact, this should be made as a onditin of license, 

333 Investment Norms for Forelgn Equity and Foreign Airlines 

At present, in the domestic air transport services, equty participation by 
{foreign individuals/companes is capped by a ceiling of 40%, and foreign airlines are 
‘not allowed to hold equity investments either directly or indirectly. The eurent policy 
futher stipulates that ownership and effective control ofthe airline should be vested 
‘with Indian nationals and tht the sttine’s Chairman and two-thirds of its Directors 
should be citizens of Indi, 

‘Admittedly, controls on foreign participation and ownership have been widely 
prevalent in the aviation industry, andthe origin ofthis regime is generally attributed 
to the Chicago Convention that created a legal system in which the citizenship of 
icles was a critical component. Often, these controls are justified on the basis of 
‘seategic and safery considerations. Even today, many countries ~ including some 
with a highly mature ailine industry suchas the U.S. ~ continue to take a particularly 
aggressive stance wit regard to national ownership and contol requirements” tis, 
however, noteworthy that several other counties, driven by public benefit 
‘considerations, are taking an increasingly liberal stance with regard to foreign 
participation. For instance, an ailine that has been granted an Operating License by 
any E.U. country is allowed to exercise wali rights on virtually any route within the 
EU, and can set its own fares freely.” Australia, on the extreme end of the 
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liberalisation of domestic air services, allows foreign persons (ncuding focign 
‘irlines) to hold 100% equity in an Australian domestic airline, unless this is judged 
contrary to the national interes. Given the highly capil intensive nanre ofthe 
lines business, iberal norms for foreign investment is aerial pre-requisite for 
‘rhancing India’s airins’ access to ntemational capital ows. Equally importantly, 
the size and spread of operations of foreign investors across the globe, endow them 
‘with a higher risk appetite to undertake large, long-term investments, which are a. 
‘ulnar of ane fet expansion requirements. This equity infasion canbe obtained 
citer through strategic investors (ie, foreign direct investment (FDI) of through 
foreign isitutional investors (Fis). Investment by a foreign strategic investor (Le, 
DD, being primarily driven bythe investor’ interest ina long-term stake inthe host 
conomy, has the addtional advanage of providing a stable source of capita 
Furthermore, FDI is likely to facilitate access to advanced technologies and ctting- 
‘edge business practices as well ab a superior understanding of sector operations, 
specially inthe interational segments. 

‘The Committee is aware of views that foreign equity investment (including. 
investment by foreign airlines) should be restricted due to national security concerns 
given the strategic nature of air services, We would like to dissbuse this notion. The 
‘ound realty regarding the more liberal foreign ownership norms in another 
strategic sector in India, telecom (up to 49% FDI by foreign telecom companies), 
buttresses our view that liberal norms for foreign equity investment should be 
‘established inthe case of air transport services as wel. 

Furthermore, the Commitice noted that even counties with stringent 
requirements of ownership and control of domestic ailines by their citizens, do take a 
liberal view regarding partcipation of foreign airlines, subject, of course, to the 
overall limits on foreign equity investment and anti-rust provisions. In other words, 
policies of many counties seem to acknowledge the likely gains ffom equity 

Infomation Pape, Workiwide Air Tranport Confrence: Challenges and Opportunites of 
irerlaion, Mie, 241029 Mach 2003) 2 Sfetine Mergen and Allances”, Diecorae for Financial, Fcal, and Eneise AM, Comte on Competton Law and Policy, OECD, Febray 2000 
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participation by foreign airlines, viz., efficiency improvements and economies of 
Hate 

Jn light of international experience andthe advantages associated with foreign 
‘equity participation, the Commitee suggests that foreign equity investment norms 
pertaining to both domestic and international” scheduled air wansport services should 
be liberalised, to allow up to 49% foreign investment. As regards investment by 
forcign airlines, investment up to 49% may be allowed with the approval of Foreign 
Investment Promotion Board (FIPB), In all other air services, Le, non-scheduled 
services such as chartered aircraft and helicopter operations, foreign investment 
(Gncluding investment by foreign airlines) should be allowed up to 100%. 

334 Liberalisation ofthe International Ale Transport Segment 

‘As highlighted inthe earlier section on intermational trends, the international air 
Iuansport segment is inexorably moving towards liberalisation, particularly at the 
regional and sub-regional levels. Even within the bilaterals, which continue to be a 
dominant form of regulating international air transport” many of the recent 
agreements and amendments are reported to contain some features of liberalisation. 
Many counties have unilaterally opted for liberal air transport polices, often based 
‘on a broader perspective of national interes inching economic development and 
rade benefits”? For instance, India has liberalised its air cargo services segment 
‘through a unilateral open skies policy“* In light ofthis, the Committee recommends 

The iting muse reaps econamis of scope when the cast of supeving vo products oly is 
‘eaper tan producing them seputtly. These economies usualy reise tothe se of a aiie's Agar newark For expe advering cosa se ot aed at parca You, bt te aie's 
‘wole nework Lage networks ao gie opportunites for economies of scope ats Such as 
Trequt fer schemes to geettecusose nyly and compu reservation stems Te ima 
‘yen, global lances between two ais, in parcalar se whose seco ae 
‘ohnee efit by allowing roniation the network src and peat explaion of 

has with other counties For esance, mos counties as for example, Austala, US. and EU. Coates cominve to impose spies restos on frig ewes ad onl, cbtage and 
‘hei of enablisment "During anu 195 o December 20, oer 00 biter wer repo conludd or senda “Lele of Mat Ace, rae by ihe Seah. Meier Tmo 
confrece: Challenges ard Oppories of Liberalization, Monel, 240 29 Math 3003 
‘Sst i) op ng foe cs peas ym fights ty any pe of scr ony apt hang cats thd emigration fis wou ay ied 
gece The operas ae fee lo cae ates scoring fo te demand and soppy son 
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that India should pursue a path comprising of the following phases, for the 
liberalisation ofits international ar transport segment. 

In the first phase, private airlines based in India should be allowed to provide 
imernational air transport services to and from India. As explained in Chapter 2, the 
sector has got spare capacity in the domestic segment and under-capacity in the 
international segment (particularly during the peak season), and we are presently 
using barely 40% of our bilateral rights, In view ofthis, it makes eminent sense to 
allow domestic private carriers to operate international services 

In the next phase, india should actively pursue the objective of complete 
Iveraisation of the international air transport segment through (a) secking more 
liberal arrangements under the bilaterals; and (b) enhancing full-access to wider 
market segments by joining a regional or a pluristral group of counties with a 
similar agenda of iberalistion, 

335 Liberalisation of Chartered Services 

‘The Committee takes note that chartered services are emerging 28 an important 
segment of air travel, offering fares that are substantially lower than TATA fares. 
‘According to the Bombay Chamber of Commerce and Industry the charter fare on 
certain segments is Rs.25,000 lower per seat as compared to the IATA fare, indicating 
that liberalisation of chartered services could offer substantial benefits to travellers 
Furthermore, it is reported that a sizeable portion of resident Indians are curently 
availing chartered services by making intemet bookings ex-UK, thereby depriving the 
Indian economy of taxes on charter earings and the retail travel trade of a significant 
‘opportunity to increase their tumover and profit margins by offering comprehensive 
rravel packages. With a view to benefiting consumers, enbancing tax revenues and 
fiving Slip w the retail travel trade, the Commitee recommends further 
liberalisation of sir chartered services. Specifically, the Commitee recommends 
relaxation of restrictions pertaining to frequency and foreign ownership norms for 
chartered operators In addition, the Committe suggests that tourist charters should be 

(CLibeaiing Air Cargo and Toure Chares Operation Preset by Indi), Wordwide ar 
Traniport Conference Challenges and Opprtunier of Liberalization, Motel, 24 to 29 March 2003) 
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allowed to take Indian Passport hors on board and also to cary a mix of foreign and 
Indian passengers on domestic tourist circuits. 

33.6 Privatisation of Indian Airlines and Air India 

Its the feeling ofthe Commitee thatthe management and personnel of both 
Aland 1A have performed wel in difficult situations and a difficult times, In recent 

years, they have been able to improve their performance in a more competitive 
‘environment. The Committee is confident that, fred from the shackles that are 
associated with governmental ownership, they have the inherent strength to withstand 
‘competition and perform as world clas ailines. 

‘The profitability of both Indian Airlines (LA) and Air India (AD) has been 
‘under pressure, The extemal consultants to these airlines recommended early 
implementation ofa strategy comprising ofthe following measures for turing these 

aictnes around. 
(@) Capacity addition mainly through the acquisition of new aircraft. I is 

‘estimated that inorder tobe able to fund the envisaged expansion plans 1A 
‘would require Rs.18,000 et. of investment over the next 6 years and AI 
would require Rs. 16,000 cr. ofivestmeat by FY 10, 

() Product improvement through a combination of service enhancement and 
‘tionalsstion of network and schedules; 

() Operations improvement by enhancing employee productivity and 
reducing procurement and channel costs; and 

(@) Financial restructuring by way of unlocking value from non-core asses, 
improving working capital scenario and optimal capital planning. 

‘A closer examination of the factors underpinning these recommendations 
reveals that both TA and AI suffer from similar limitations ~ inadequate capacity 
addition, slow decision-making, low operational efficiency and low labour 
productivity ~ which are largely attributable to their government ownership. In case 
OfTA, government ownership imposes an estimated additional burden of Rs.5S er. per 
annum on account of serving commercially unviable domestic routes In view of 
this, unless IA and AI are freed from government ownership (and contol), the 
ficiency gains anticipated in the turnaround measures are unlikely to materialise, 
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‘Such under-performance is likely to further accelerate the curent vicious cycle of 
oor financial performance leading to derailment of plans for capacity addition. All 
this, in tum, adversely affects the growth and profitability prospects of these azines. 
Already, IA shares more than $0% ofthe market and Al is also likely to follow suit ia 
‘case entry into international air transport segment is liberalised (along the lines 
suggested in Section 3.34 above). Thus, continuing government ownership of these 
airlines is likely to dim their prospects of turnaround, In the mean time, i is essential 

‘that AI and IA should be not constrained in their operations and in facing competition 
‘on account of lack of capacity. Hence, the capacity acquisition plans of Al and TA 
should be processed in an expeditious manne. 

‘Among. the approsches that seem plausible? given the need to rapidly 
improve efficiency, augment investment and limit goverment interference in 
peratons, the Commitee is clearly in favour of eatly privatisation and transfer of 
smanagement contol to (steps) private investor. Viewed from this perspective, 
the government's decison” to reduce its share (1 49% in TA and 40% in AN) 
through sale of equity to a strategic partner (26% in IA and 40% in AD, employees 
and other investors seems in principe tobe a sep in he right direction However, 
ven the tepid response ofthe investors tothe ctr privatisation efforts (bo Ait 
India and Indian Airlines) and the continued poor financial performance of these 

enterprises, in order to be able to atact strategic private investors, the government 

* Preset tothe Conic bythe extemal cents (Ws AT Keay) 1A and AL. Eri, the Kear Comite alo highighed tt A's operations on uneconomic but cl wal fot at 
{pkey reaton or tacoma ose There are to bend catego of model for encoumging private partion in sities. Fest 
category comprises of ondivesitae optons sch ar management omrars and Jot vets, ‘wheres the second category inches sever! paral ot complete divest options uch a8 action 
[epouted eet plcenest, maugenest-coployer buyouts, ial publ oflering and capiasation 
(ovation proceeds ae ploughed bck in the compas), Even hin vestte opons sever ‘arian re ponsible To bein with, cerai acti fe airline wach te repaed a amare a8 

the xg eae fo oe r more aor ims (she cse of Korea iin) or hough share 
{sve inte sal of Brsh Awa) on combina bth 
Ministry of Disiestment (we sit: ipuww divest <The fs bow Cus renee of suns tring pvlced aps or cramp, Cutt 
Airway was ved intro pases fist 29% of he alin was sol t Bich Aways in 1993 und 
later i 1998 remaining 79% war sold trough « publi lation. Other sities whch have been 
‘vated in ene (nla Au Camas (tain of 49% and 87% i wo wach), Keay Aways {260s sale te KLM Airways, flowed by 51% floton, sed KLM (Botton of 6% and 26% in to 
tranches) 
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‘may need to consider enhancing the atractiveness ofthe privatisation offer. This 
‘could be done inter alia through a combination ofthe following measures: 

() Some financial restrcturing. For example, IA should be compensated for 
losses attributable to policy decisions such a8 provision of uneconomical 
services in pursuit of the govemment’s social and developmental 
objectives and the grounding of Airbus 320s in early 1990s; the 
‘quantum of such compensation is estimated at Rs.400 ce In a similar vein, IA should be compensated for the financial burden on account ofthe 
Vayudoot merger. According to the Committee of Experts on Indian 
Airlines (Kelkar Committee), 1996, the merger of Vayudoot with TA in 
May 1993, added a burden of about Rs.20-er. per annum as operating 
‘expenses and TA was also required to take care of Vayudoot's outstanding 
liabilities to the tune of Rs.183 cr 

(b) Retaining profitmmaking activities such as _ground-handling and 
‘engineering services as part of the privatisation offer; 

(6) Alleviating 1A’s social obligations through a credible mechanism of 
‘directly and transparently subsiding essential but uneconomical ait 
services; and 

() Liberalsing foreign investment norms as outlined earlier. 

In this contex, the government could consider private placement of shares 
with domestic financial institutions (FIs) and banks. Given that domestic Fls and 
banks have access to ample liquidity, shares of TA and AI could be sold to these 
cnttes after independent valuation, Selested foreign institutional investors (Fs) 
may also be invited to be pat ofthis consortium. Although this approach does result 
in reducing the govemment’s share in ownership, the Commitee recognises that 
there are potential problems involving passive institutional ownership, apart from the 
lack of precedent for this method. Under this option, given thatthe Reserve Bank of 
India (RBI) regulations prescribe ceilings on investment in shares by banks, most of 
the investment wil, perforce, have tobe by domestic Fls and Flls. However, even if 
the government is « minority shareholder, management control, by default, may 
‘remain withthe government ~ thereby diluting the primary motive forthe exercise as 
argued above, An effective way out of this predicament would be 10 allow the 
institutional investors freedom to appoint a management team of thei choice, The 
institutional investors should subsequently be allowed t exit at ther volition. 

Presentation othe Commit by the extra constants oA and Al 
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337 Privatisation of Pawan Hans Helleopters Limited 

Pawan Hans Helicopters Limited (PHHL) was incorporated in 1985 as a 
Government Company under the Companies Act, 1956. Out of the present equity 
capital of RS113.76 ex, Rs.89.26 cr. is held by Gol and Rs.24.50 er. by Oil & 

"Natural Gas Corporation Limited. According to revised estimates, the company made 
8 profit of Rs.3S cr. in 2002-03. The Commitee is of the view that PHHL, which 
«aters mainly tothe needs of the oil sector and charter services, has no justification to 
be in the public sector. Inline with the perspective thatthe government should focus 
‘aly on policy-making functions and distance itself from the role of an operator, the 
‘Committee recommends thatthe Government should disinvest in PHL by indueting 
strategic partner and, thereafter, goin for an Initial Pubic Offer. 

33.8 Regional Air Services 

In order to improve air connectivity, operations to remote areas need to be 
encouraged. Since the trafic on routes in these areas might not be adequate for air 
transport operations to be economically viable, certain incentives will need to be 
‘iven for such operations. 

The Commitee deliberated a good deal on the desiabiliy and feasibly of 
‘ving specific incentives to low-cost, nol scheduled ines. 1 was recogised 
that general incentive for low-cost operators (similar to incentives for small scale 
industries) might be counter productive inthe Jong run. Instead, it was fl dh 
incentives should be targeted towards small icra, which are more likely 19 be 
‘eployed on regional utes. Accordingly, the Commitee recommends that the use of 
irra (including amphibious aircraft) having a maximum cerified capacity of less 
than 80 seats and helicopters may be encouraged through reduced charges for route 
ravigation service and landing 

In addition, state governments seeking to encourage air transport operations in 
remote areas should consider reducing the sales tax on ATF and AVGAS tothe level 
of Centra Sales Tax, fr all operators who provide 
un-served / under-served regional routes. 

ir transport services on specified 

* Source: we prvanhans compote hm 
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339 Helicopter Operations 

Helicopter operations have the potential to improve connectivity in the country, 
particularly in areas where fixed wing operations are not feasible due to difficult 
terrain or the absence of an airfield. Regulation of helicopter operations is presently 
based on rules that are laid down for fied wing operations. This inhibits fell 
utilisation oftheir capability and adds to costs. Hence, it is necessary that dedicated 
‘operating procedures be developed by the DGCA for helicopter operations so that 
‘they are not unduly stifled by the regulations designed for fixed wing operation, 
which are of an entirely different nature, The current practice of combined provision 
of inffastructre services for helicopter and fixed wing operations places the former at 
4 disadvantage, In order to overcome this limitation, separate operational areas 
including helipads should be developed at major airports. This would also facilitate 
faser movement of fixed wing aircraft as they would not be delayed by the slow 
movement of helicopters. In addition, the incentives recommended for general 
aviation (see next section) should also be extended to helicopter operations as well 

‘To encourage business and tourist traffic and tackle natural calamities, the 
Government should consider licensing of heliports by the private sector, subject to 
prescribed safety guidelines, which could also be applicable to state governments for 
constructing their own helipads. 

33.10 General Aviation 

General aviation is an important element ofthe aviation sector, as it provides 
basic trained manpower for scheduled airlines and connectivity to small towns not 
normally served by scheduled airlines, and helps to promote tourism. General 
aviation also includes aon-scheduled fying and training activities by operators / 
schools authorised by the DGCA. General aviation operators usually cater to small 
airports and remote areas, which are not normally equipped with high technology and 
capital intensive navigation snd other aisport facilities. In order to encourage general 
aviation, the Committee recommends the following incentives: reduced navigation 
and landing charges, rationalisation of sales taxon ATF and AVGAS to bring it at par 
with Central Sales Tax, waiver of the proposed sectorspecific cess for subsidising 
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‘essential air services, lower hangar charges at airports, ee. In any case, the total 
‘mount of such concessions to general aviation would constitute a very small portion 
of ‘otal revenue collection from the sector. Moreover, the aforementioned 
concessions would result in increased operations of small aircraft and helicopters 
including special lights for agricultural operations and industry and thereby help 
compensate for the loss of revenue and may even result in additional revenue and 
‘increased employment. 

33.11 Aviation related manufacture 

Despite sigutieant growth in the overall indus” production scenario and 
evelopment of technology, manufactre of irri ai civil aviation products Hike 
components and spares for local use as well as exports, hasbeen relatively quite low, 
Consequently, most products and spares have to be imported. There is excessive 
emphasis on the area of aviation operations thus aéglecting the manufacture of 
sviation products There has Deen siguficaa’ Gib in petro-chemical and 
suomobiles sectors due 10 opening up of the economy resulting in increased 
indigenous consumption ofthese products, quality standards and exports. Most of 
these have been driven by economies of scale. There has been some work in the 
country on development of Light Combat Aircraft (LCA) and Advanced Light 
Helicopter (ALH). Capacity alo exss for attempting manufacture of smaller civilian 
sircra tis high time we made serious study of the posites of encouraging 
manufacture of airer®R and products forthe aviation industy. This could be 
‘acilitated and encouraged by giving incentives for local design and development of 
small aircraft and products that go into aviation industry. Specific fiscal incentives to 
the manufacturers of such prodcts would enable them to make dia a competitive 
‘force in aviation-lated manufacturing industry. 

‘The above approach would succeed only if the growth of the civil aviation 
sector in India is actively encouraged. ‘This is one more reason for giving greater 
Importance tothe expansion of general aviation in the country. 
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3.3.12 Safety and Economie Regulation 

‘A growth strategy fr the 
and economic regulation 

rine industry should necessarily encompass safety 

‘As regards safety regulation, the Chicago Convention (1944) enjoins countries 
{to follow highest practicable degree of uniformity in regulations, standards, 
‘procedures, and organisation in relation to (a) ateraft maintenance and operations; (b) 
personnel Hicensing: and (c) airways and auxiliary services — as laid down by the 
Intemational Civil Aviation Organisation (ICAO). In line with this, the DGCA 
regulates the airlines industry in India through 2 Safety Oversight System, covering 
‘many aspects including personne licensing, flight operations and airworthiness of the 
alirraft, According toa Safety Oversight Audit of DGCA conducted by the ICAO in 
1999 and a follow-up audit in 2001, the system established by the DGCA for 
certification and surveillance ofthe aircraft operations and air anspor activites was 
satisfctry and enabled the country to flly comply wit its obligations. While the 
ICAO's audit report indeed is a suong endorscmcnt that India does have stisictry 
safer reglation, a study finalised in 2001 reported prevaling percetion inthe 
industry that (he cument system's) “extreme singency as well inability to account 
for ground level realities has sied the industry.” The study fonher highlighted 
that, according 1 a crose-scton of professionals associated with the industry, the 
DDGCA hardly consults th operators and is not sensitive to the economic\commercial 
impact of is directives on operators. In order to alleviate this perception, the 
‘Committe suggests that the safety regulation regime should be reformed to 
incorporate a mandatory consuative proces sucha, fr example, he Notice Pir to 
Rule Making (NPRM) procedure followed by the Federal Aviation Authority 
(aay 

‘As regards economic regulation, very few countries, if any, resort to heavy 
handed practices such as controlling of fares and allocation of routes. In many 
‘counties, ai transport operators, particularly in the domestic segment, are allowed 
freedom in seting thet fares and choosing the routes that they would like to service 

‘the Fue of Civil Avion ia Ini: Struc, Ply, Regulation and Iasasrucare™, Nosh 
{Gouet of Applied Eeosomi Research, New Deh, 20 Unter NPRM FAA iach ste tl operat, ig fl ders of regulations conemplated and rect thes feedback wth oa othe eran eri! past of he proposed srangemert 
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Many governments at the same time, are acutely conscious tht incumbent sieines 
can ~ either alone or trough alliances ~ potentially engage in anti-competitive 
practices a several levels, viz, hub & city-pair out (dominant operator can resort 19 
predatory pricing and, incase of hubs, to extortonary pricing of allied services) and 
network (loyalty programmes for customers and tavel agents and discriminatory 
acces o reservation systems), Acquisition of dominant control over sot in capacity 
constrained airports is yet another source of monopoly power forthe stins (sce Box 
3.2 below). Given thee avenues for anti-competitive practices, lines are normally 
regulated under the anti-trust laws of the respective countries. Furthermore, given the 
iynamic and complex nature of the industry, competition authorities are spically 
sven significant discretion in imposing conditions on what would otherwise be anti- 
competitive mergers and alliances and also over the remedies that canbe requested as 
1 reslt of an infringement of compotion law” In view of this, in Indi too, 
competition laws (and the Competition Commission of Indi) should be relied upon 
to regulate restrictive trade practice by stines. 

© For intunce, a past of te precondtions for Bitch Aways (BAYAmescan Anes (AA) ase, the European Conumision (.) regu the merging nes to give wpa ge numberof 
Slots wo camper witing to provide US-London series, but could not cba sts G2OUBt 
‘ora sllcaon mechan



Box 32 Slots 
| __ Asaiqons become congested it is rica for atin tobe assured of access 
| such airports by way ofthe right to take off and land ata particular time of day. 
| Such rights, commonly refered to as slots, are normally provided on a fist-come= 
| icstserved basis and subsequently “prand fathered”. The allocation of slots is | 

| complex mater becase of the acd 0 ene compatiblity bance sls at eer 
tend ofeach particular route (and in cases involving multiple sectors, at each point on 
te route). Allocation of slots pertaining to international routes is effected through 

ice yearly slot alloation conferences tht take place between members of the | 
Intraional Ai Transpor Association (IATA), In accordance with procedures | 
‘developed by TATA. Ailes routinely exchange slots on 2 reciprocal basis and | seldom publicised “Tac” is that aioes may ask for, and receive, some financial 
‘consideration while exchanging valuable slot with les attractive slots 

| 
| 
| 

‘There is economic evidence that capacity constraint on slots and gates | 
teanslate dizetly into market power For instance, im the U.S, of the 43 aiports 

| sthich are classified by the Federal Avion Authority (FAA) as “large hubs” the 
| fares are generally much higher atthe ten asports which suffer fom capacity 
constraints, Across counties, a variety of policies have besa tried to prevent arines 

| from acquiring and srengtening a dominant position in slots, with mixed resulta 
| Under dot ning eyo ambduced i the U.S, dona incomet eiint| 
| have succeeded in increasing their proportion of the ttl sos, despite explicit 
| provisions to ensure that slots become available to new entrants Yet another 

mechanism is “use it or los it, which requires an airline to use a slot at least 80% of 
‘the time or face having the slot revoked by FAA. A far more drastic mechanism | 
‘proposed by the Port Authority of New Yark and New Jersey envisaged a modest | 
Withdrawal ofa carer slots, not exceed 39% onan anual basi, fr reallocation 
‘0 new entrants and small incumbents by louery. 

Tn summary, it appears that regardless ofthe approach adopted for allocation 
of slots, there is strong possibilty for anti-competitive behaviour, since a dominant 
operator would be willing to pay more than a competitor for acquiring valuable slots 
In due recognition of this reality, many countries rely primarily on competition law to 
prevent arfines from attaining & dominant positon in slots, 
Source: Ailne Mergers and Alliances, Directorate for Financial, Fiscal, and Enterprise 
‘Affairs, Commitee on Competition Law and Policy, OECD, Fes 2000, 
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CHAPTERS. AIRPORTS 
Airports play a critical role in promoting, tade, tourism and economic 

development of country. Airport operators are responsible for providing and 
‘maintaining airport inffastructue, providing esseatial services, and allocating space 
and resources among airlines. Operators’ recover the bulk of their revenues from 
sispor charges levied on airlines and also ffom commercial use of airport facilis, 
‘Usually, the revenue obtained from commercial activities is significantly higher when 
an airport is privately owned in comparison to when it is under government 
‘ownership. ®? 

India has over 400 airports out of which the Airports Authority of India (AAN) 
manages 94 airports and 28 civil enclaves in military stations, The AAT was 
constituted in 1995, to bring about integrated development, expansion and 
‘modernisation of operational, terminal and cargo facilities at the airports in the 
‘country. The AAI is also responsible for managing the entre Indian airspace and 
provides aie waflic services over this airspace and adjoining oceanic areas." 

‘Although it might appear that India has considerable airport capacity, only 62 
sigports are in use with the rest remaining inactive, Additionally, over 40% of the 
passenger trafic is concentrated in the two main intemational aeports at Delhi and 
Mumbai, and as a result the limited terminal capacity at these atports has led to 
increased congestion, bunching of Mights and delays in passenger clearances, This 
situation is exacerbated by outdated infrastructure, inadequate ground handling 
systems and night landing cilities, and poor passenger amenities. The poor 
uilisation of existing capacity has impeded development and growth of the sector, 
and today only 10 iepOrts are profitable.” 

‘While there have been a few positive developments through government efforts 
in recent years, viz, an increase in the number of international airports and 
evelopment of proposals for new greenfield airports in Bangalore and Hyderabad, 
there is still plenty to be done. The privatisation proposal of the two major airports, 

0 Beuncor and R. Rend, “Regulsing Private! Instructs and Apr Service. Spain °° The acs of AAT een ees as ben crease the mero imeratonal port, perding su ee como sysems xt ajo aor id nsing ung programs improve employee 
‘esgonse and uprae reson sills (AAT eb se) 
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‘namely Delhi and Mumbai has only recently been cleared after several delays. There 
is an urgent need to encourage better utilisation of existing capacity through 
incentives, add capacity at certain airports to ease congestion, and improve overall 
viability; something that a combination of fiscal burden and cumbersome government 
‘regulations have hindered, Hence, the need for privatisation. 

Private Participation: International Developments 

‘Traditionally, allover the world, the aieport sector has been under government 
control. The move towards airport privatisation is a relatively recent phenomenon, 
and was driven by two Key factors, First, due to continuous increases in passenger 
traffic across the world, there was an urgent need to expand existing capacity and 
invest in additional facilities. Governments were unable to undertake the necessary 
investment 25 continued public financing of aisport infrastructure was becoming. 
increasingly difficult, given the competing needs for tax revenues. Secondly, the 
declining level of operational effisiency and the apparent inability of government 
‘operators to run airport ina cost-effective manner, made a strong case for involving 
‘the private sector. 

‘The British Government decided to privatise the British Airports Authority 
(BAA) in 1987 by opting for fall flotation. While tis isa rare and unusual case of 
‘complete privatisation,” several governments across the world introduced private 
Participation in the sector, and by 1995, some form of the other of private 
paticipation was under consideration in over fifty-four counties. ** 

Privatisation of airports has been making rapid progress in Europe and Latin 
‘America, with countries such as the US., and those in the Middle East and Astica 
preferring « slower pace. Most counties in Europe have opted for ownership 
ivesiure (mostly paral) of siport infrastructure, whereas developing countries 
have typically opted for concession contracts, long-term leases or management 
contracts. The nature of privatisation depends toa large degree on governmest policy, 

5 pcsematon of te Airports Aor of nino the Commitee 20025, 
» Ouse te UK, the rst freeing patton pra bas ben in Ausra, where log ‘erm later ($0 yeas than option to eed for anther #9 yer) were oer for sl for 1 oF he pets opeated bythe este Ausealas Fede! Atports Capuron. 
*-prvatsing Airports Options ad Case Ste Publi Poiy for he Private Secor, Wedd Bank, 
1996 
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the existing financial condition of the aizports andthe state ofthe capital markets. Ris 
apparent that there is no standard intemational best practice tht is applied when 
considering sirport privatisation. As deseribed in Table 4.1. below, airport 
‘Privatisation largely falls in tree categories depending on the degre of private sector 
involvement. The following sections discuss various models, outlining relevant case 
studies and prescat the benefits and drawbacks of ech model 

‘Table 4.1: Options for Private Sector Participation at Aleports 

‘Option T Option 2 ‘Option 3 
‘Aloeaiion of 
responsibilities 
Ownership Sue state Private Seetoo/ Mixed 
Investment Siac Private SeetorMixed | Private Sector 
| Management & Operation | Private Sector Private Seetr Private Sector 
‘Common stratpls for | Service concessions | Buld-operate-wansfer”| Wraparound addons 
private partlepation | Conractina-out (BOT) schemes | Trade sales 

Management contracts | Long-term leases | BOT schemes 
‘Muliple concessions |Master concessions | Strategic byouts 

ie = m ‘Capital markets 
cent cases and “Reropors Da ‘Abe ntemational | Bish Airports 
examples (Careroon, Cameroon | Aspot, Greece Authority, UK. 

[Saniago, Chile |E1Dorado Auport, | Belfast Intemational 
Kai Tak Aipon, Hong | Bogota, Columbia’ | Airport, Scotland 
Kong. Stewart Airport, NY. | Australia 

Argentina 
‘Source: Privatising Airports Options and Case Studies, Public Policy forthe Private Sector, Work Bank, 196. 

4.11 Management Contracts 

tn the case of « management contract,” the public sector operator continues to 
‘own the airport infrastructure and is still responsible for operation of core activities 
such as managing runways and air traffic contol facilites. The private secor 
‘operator manages airport assets suchas passenger terminals and other activities fora 
fee, which is typically linked to revenues ffom these activities This model of 
private participation allows the private operator to introduce best practices across 

Als refered om Service Concenon and Cvrcing Ou ° An example ofa management crac cident in Caeuon where he Government of Cameroon 
red av Ieper company, Aeropos Dv Cameroon, 0 operate 7 out othe 18 part in he ‘omy fora fieen year penod. The company compre jo eae betwen Aeron de Pas 
‘G29, Cameroon Goverent (245), wih te remus Hares Beng held by aie ats and 
Fauci nsttaionsOtber examples of management conta can be sen in Alban, ioe cast of ‘Tara Apr. in Hong Kong for Kal Tak asport, and ir Chile the management of terial in 
Ine temas! apo in Sustiags.|



aisport activities thereby increasing revenues and enhancing profitability of airport 
‘operations. The drawback with this model is thatthe public sector operator still has 
‘the responsibilty of rising financing for investment inthe airport infrastructure. 

Management contracts have been used extensively in developed economies as 8 
‘mechanism for increasing the efficiency and costeffectiveness of airports and airport 
services. In developing economies too, where capital markets are often not developed 
‘enough to undertake full privatisation, management contacts often serve as an 
intermediate mechanism to improve performance and profitability through private 
sector management, 

4.1.2. Concession Contracts and Variants 

‘Concession contacts are an innovative arrangement for airports that allow for 
the benefits of private sector involvement without releasing ownership of a public 
asset Larger economic benefits generally can be obtained through such long-term 
‘contracts, in comparison to short-term management contracts, and as a result 
concession agreements are becoming increasingly common, especially in less 
developed countries” 

In the concession model (also known as a BOT scheme), control of all or some 
‘of the core assets ofthe airport is transfered to a private investor who is responsible 
for financing investment and managing the operations of the airport for the term of 
‘the concession, typically 15-20 years. The private operator usually pays concession 
fees to the government through the concession period and in retum the private 

‘operator gets all the revenues from aisport operations and bears the commercial isk 
for the period ofthe concession contract, after which itrevers tothe government. The 
concession contact may be regulated in regard to prices being charged and the 
‘quality ofthe services. A prominent example of a BOT scheme isthe case of the El 
Dorado Aiport at Bogota in Colombia (see Box 4.1 beiow). * 

2 The jn of szpont pevatsation projects have ben cared ct hough conesion cea 
* Examples of BOT concsions nce 30-year concession seared 1 the Hoc cocsriam to uid nd operate ew Aiken (Spi) septa sua 2-)arconcesion cue ented 
by the Cypas povernmen 10 bull and operate sew pasenger ternal at Lavaca and Paphos 
pons 
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Box 4.1: BOT Scheme: El Dorado Airport, Bogota, Colombia 
After deregulation of the Colombian air transport market in 1990, passenger 

twafic had increased substantially (especially intemational ai traffic), and as a result 
the single runway at El Dorado reached its technical capacity in 1993, 

The Government of Colombia, recognising the urgent need for additional 
‘epacity decided to build a second runway through a BOT scheme. The BOT scheme 
‘was considered for construction and maintenance ofthe new runway and maintenance 
ofthe old runway. The concession was awarded in 1995 for USS 100 million to a 
‘consortium comprising Ogden, Drayados and Conconereto. The concessionaire was 
‘expected to recover the investment through landing fee revenues during the 20-year 
‘concession period. Asa rate case, the government assumed commercial risk through & 
‘aranteed level of minimum revenues which is not typically the case in BOT 
schemes. 

Using the private sector to address the capacity constraint has allowed 
Acrocivil, the corporatised civil aviation authority to focus its investment on 
increasing the level of airside operations and deal with safety issues and regulation 
Source: “Developing Best Practies for Promoting Private Sector_Inveximent in 
Inirasuuctue Airports and Ait Traffic Control, Asian Development Bank, 2000 

Long-term leases: are variations of concession contracts, which ‘ypically 
involve transferring the management and development of the airport to a private 
‘operator for a fixed period while the goverment retains ownership of the airport 
Long-term leases tend to be longer than typical concession contracts and are usually 
awarded for over 30 years, and can extend wp to $0 or even 99 years. On the expiry of 
‘the lease, the management and operation of the arpor is returned tothe government, 
‘unless there is an option to extend the lease.” The U.S. has opted forthe long-term 
lease route in privatsing Stewart Airport ia New York. In 1998, New York State 
‘opted to lease Stewart Airport for 99 years fo a UK. firm, National Express Group, 
ple, over four other finalists, having offered $35 million in ash up-front, plus a 
percentage of airport revenues 

‘There is some downside to concession contractsleases. Fist, the process of 
‘conducting economic and technical studies and choosing a concessionaire can be a 
‘complex and time-consuming process. Secondly, the concessionaire’s costs could be 
inflated du to uncertainty of how compensation clauses atthe end ofthe concession 
will ‘actully play out Additionally, the lack of ownership rights could make it 
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<ifficalt and costly for privat investors to raise the required capital and may restrict 
the private operators ability to operate independently 

4.1.3 Strategie Sale or Partnership 

In the strategic sale / partnership model, a private company or consortium 
Acquires stake in an ieport ora state owned airport operator. This option entails the 
partial transfer of ownership to a strategic investor in the private sector. The 
‘government has the option of determining what proportion of private ownership is 
required and the advantage is that the wansfer of ownership can occur in stages. 
Surtegic partnerships also allow the government to get access to private capital and 
thereby help to relieve financial constraints. The government benefits from private 
sector decision making and involvement in management, which can have a direct 
impact on operational efficiency 

‘A similar mode, also known as partial divestiure occurs when the shares of a 
public owned airport or airport operator are sold to private investors, usually through 
flotation. An instance of a strategic sale isthe case of Vienna Airport in Austria,” 
which was originally owned by the government, and is today partially privately 
‘owned by Amsterdam Schiphol Airport, which has share inthe 4896 stake that was 
divested tothe private sector. 

‘This model as mainly been used in developed countries, where capital markets 
‘are mature and there isa high degree of interest from qualified private investors, In 
developing counties, a partial divestiture may not interest foreign invesiors, unless 
‘management is also transferred. 

444 Full Privatisation (Complete Sal) 

Full privatisation involves the sale of airport infrastructure from a public 
operator toa private eniylinvestor through a flotation or a trade sale. The privatised 
‘entity is then wholly responsible for allsitpor operations and financing of any new 
sctvtis of investments. The British goverment kicked off the airport peivatsation 

ite cae of pvaition i Ausalia, apors were waded oagh gebalopt renew for anaes #9 yeas 
Beane op. it 

fy yea ese hat ba 

“8 



trend by announcing the public sale of the British Airports Authority (BAA), a 
{government agency that owned and managed seven ofthe country’s largest sirpots, 
Including London Heathrow, the world’s busiest iteration sisport. A phenomenal 
1.4 billion shares of stock were sold to 22 millon citizens in the intial pubic 
offering, and the newly privatised BAA (BAA pi.) remained as manager of the 
sports single golden share was retained by the government and 25% ofthe equity 
‘vas reserved for employees. The Aitpors Act also provided forthe regulation of 
BAA pe in order to avoid any misse of monopoly power 

AA little over fifteen years later, Briten's privatisation program has been a 
success by every measure. As a private company, BAA has increased the number of 
fights and passengers (its aieports account for 71% of all passenger taffic in Britain), 
‘eared higher profits, increased capital investments and managed atthe same time to 
Tower per passenger charges in real terms. Heathrow, for example, dropped from 
being the 18th highest charger of airline fees in 1990 o 26th in 2000 

42 Private Participation in Indian Airports 

‘As described in the introduction, India's airports wrgently need to improve and, 
in varying degrees, undertake investments for capacity addition. In view of the 
{ntemational experience outlined earlier, the Committee is in favour of encouraging 
private participation in the sitpors and, where feasible, introducing elements of 
‘competition. 

Since ae tavel is predominantly loctin-specific and is driven by a variety of 
considerations ranging fom the commercial tothe cultural, and the huge investments 
involve, airpons exhibit a stong characteristic of natural monopoly. Despite thi, 
there is scope for introducing competition in a variety of ways. Fir, airport 
operators in developed markets can face competition fom nearby aipors, suchas in 
the case of London or New York, where more than one airport services a geographic 
area and airlines and consumers havea choice between airports. Secondly, there is 
fea scope in large hu aipons fr creating competion witia an airport, given the 
numerous services provide by airports, For example terminals could be given out to 
Aifferent operators who would compete recy with each ote, and therefore price



services competitively."! However, in India, given the traffic levels at most of the 
‘destinations and the limited numberof terminals even at major airports, there appears 
‘be litle scope for introducing competition any time soon through these methods, 

Given the limitations in Tndia's airport inftasructure, a more suitable method 
would be to introduce “competition forthe market” in airport services, where an 
existing airport is given on a concession, through a competitive bidding process. 
However, this essentially represents 2 case ofa public monopoly being tured over to 
the private sector, and regulation is important to ensure thatthe private sector does 
not gouge atlines and passengers (detailed in Section 4.3.1 on Economie Regulation). 
Within such concessions, one could introduce additonal safeguards such as requiring 
the aitpor operator to aliow ~ either through concession or mandated free entry ~ 
‘multiple third-party operators for certain commercial services such as ground 
handing, leaning and land-sde services such as banks, foreign exchange counters 
and restaurants, 

‘Against the above backdrop, the Committee suggests a strategy for improving 
the quality and affordability of airport services in Indi, in three broad areas, viz, 
privatisation of existing airports, greenfield lgports and uneconomical siepors, as 
detailed in subsequent sections 

42.1. Privatisation of Existing Airports 

‘The Cabinet has recently taken a decision on the long-standing issue of 
privatisation ofthe New Dethi and Mumbai airports, and approved the proposal to set 
up joint ventures for these airports where AAI will have 26% equity, and the private 
partners will own the rest (74%). In other words, the government has chosen to 
encourage private participation through a concession contract route, which has been 
sed extensively elsewhere 

“bce caption in his stations kl tobe mos effective when tees une capaci, When capacty lev ee consrsne, internal competson i Hkly tobe las eecioe ting [Fics butmay enor ta opacity ued elec. ‘The fecent Cabinet dein at aproved the putin ofthe por ough he jot verte 
rout. where 749% willbe eld by the pate tcc, Mote impor. the goverment has Dot 
rene he evel of frig invest, lowing wo 74s fri gy patton via the diet {ppronal rou. Wale nally the pla es pivane Mamba and De arpoes ely he model of 
prhataton adopted a tate spot wil provide te ba or piston of or sorta 
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This move towards privatisation comes asa much-needed impetus to the reform 
and restructuring of the sector and isto be applauded. Private sector management is 
needed for effective and nimble devision making and larger financing that the 
‘government may not be able to provide. However, there are several factors that could 
impact on the privatisation of these airports and therefore need to be addressed on a 
priority basis 

+ First, the Committe has noted (easier in Chapter 2) that sirpot charges 
in India should be substantially brought down to levels comparable to 
neighbouring South East Asian countries. Such a benchmarking exereise 
should be completed prior to the bidding proces, as it would affect the 
‘Valuation ofthe concession. 

+ Secondly, one of the key features of the current privatisation modet 
envisions the transfer of existing employees of AAI 10 the new privatised 
Joint venture fora period of thre years so that thece is no retrenchment 
‘The government should reconsider this decision and as an alternative can 
choose to compensate these employees from the general exchequer 
through voluntary retirement schemes (as it indeed has for some PSU 
employees). 

‘+ Thirdly, at present, the AAI bears significant costs in providing adequate 
security foreach of these aieports, whereas the Commitee suggested that 
these costs should be bore by Ministry of Home Affairs. This should be 
clearly setled prior tothe bidding process. 

+ Fousthly, there needs to be effective co-ordination and streamlining of 
security, immigration, and passenger management services (Le, check-in, 
boarding. et) to ensure thatthe efficiency gains from private service 
provision are not outweighed by delays in other government-run services. 

*Fithly, there is the important issue of existing tenants who have occupied airport space inthe past, who may have tobe relocated or compensated. 
‘Lastly, itis important to ensure thatthe qualification criteria are not 100 

stringent, 4 as to limit competition inthe bidding process. While it might 
bbe desirable to attract private entities that have a strong track record in 
sisport management, these criteria may be limited to ensuring that one 
member of the bidding consortium has prior experience in managing 
airports, 

“These issues if not handled effectively before the start ofthe bidding process 
could derail the privatisation initiative on two counts, Fist, highly qualified 
international bidders might choose not to participate in the bidding process, and 
secondly even if the airport atracts qualified bidders, heir ability to improve the 
ficiency level of airport operations will be hampered. 



‘Successful privatisation ofthese two airports, which account for over 40% of 
{otal waic will also serve the interest of promoting general aviation in the country 
and will have spill-over effets into other airports, The same privatisation model can 
bee applied to other profitable airports, once the four metros are privatised. Ia the 
absence of private interest in concession contracts for less viable siports, the 
‘goverment may consider the use of management contracts. 

42.2 Greenfield Airports 

Recently, a greenfield airport has been promoted at Kochi, by the Goverament 
‘of Kerala in the private sector. The Union goverment has also accorded in-principle- 
approval for two new proposed greenfield airports near Hyderabad and Bangalore 
with majority private sector participation. Ina major development, the Union Cabinet 
in April approved the much-awaited amendments to the Aitports Authority of India 
‘Act, 1994, which wil help to grant independent status tothe long: pending Bangalore 
imernational airport project“? The new interational srport proposed at Shamshabad, 
20 km from Hyderabad, isthe other proposed greenfield airport 

Recently, the government has decided to review the provision in the National 
Policy on Airports, 2002, that “no greenfield airport will normally be allowed within 
an aerial distance of 150 kilometres of an existing airpor.” Given the difficulties and 
delays associated with greenfield projects, the Commitee recommends that the 
govemment may focus its efforts on hamessing efficiency gains ubrough better 
management of existing capacity, 1 is critical that investment decisions regarding 
sreenfielé airports should be based purely ox commer 
Accordingly, central and sate governments may refrain ffom extending concessions 
Jn general and subsidies in particular to greenfield airports which might impinge on 
the viability of existing airports. Additionally, greenfield alpors that are envisaged 

© Bano Intrtinsl Alt 1 (BIAL) has reached comers wih the Ministry of Fence, ‘Gonermen’ finda on te concsion agree or 30 year Ih agenda conewssonl feof 
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meet socilstrategic considerations can be addessed through the proposed 
Essential Air Services Fund (EASF) (Chapter 3). 

‘There are many tourist centres in India which can atract a large aumber of 
international tourists if they can be easily accessed by chartered flights, The 
‘Committee, therefore, recommends that the Government should actively encourage 
‘ventures, including inthe private sector, to setup small no-fil airports for catting to 
the needs of chartered flights. Similarly, ventures should also be encouraged to Set up 
heliports, wherever there isa demand for such services. 

42.3 Uneconomical Airports 

‘The case for privatisation becomes exceedingly difficult when considering the 
‘case for smaller uneconomical aipors. These sports are typically loss-making and 
serve social obligation of providing nation-wide connectivity, rather than preseting 
profitable investment opportunities, Countries have developed different mechanisms 
‘to deal with what is commonly known as “essential sir services” in order to provide 
connectivity services to remote areas that might not be commercially viable, and are 
unlikely to attract private investment. 

In India too, a large number of airports do not generate enough revenue to 
‘operational costs and, as a consequence, the AAT is notin a position to 

‘upgrade exiting small airports or develop new ones. Hence, financial support for the 
{development and maintenance of essential but commercially unviable airports will be 
necessary for some time to ensure adequate air connectivity throughout the country. 
In this context, the Ministry of Civil Aviation should develop objective and 
‘ansparent criteria for selecting airports that need to be provided with financial 
support 

sect 

In order to improve the efficiency of operations at selected essential but 
commercially unviable airports the government can award them tothe private sector 
‘using minimum subsidy bidding cither through a one-time capital grant or annual 
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payment Funding for such a subsidy programme can be met through the proposed 
Essential Air Services Fund (EASF) whichis described in detail in Chapter 3. 

43° Regulatory Issues 

43.1 Economie Regulation 

Given the potential for abuse of monopoly power in airport activities, the 
port operations should be Kept under the purview of an independent economic 
‘regulator. 

‘One of the areas tat is most vulnerable to monopolistic behaviour i the setting 
of overall airport charges" Here the most common too! for regulating monopoly 
power is price regulation. In the past, most countries followed ICAO and IATA 
guidelines and essentially had similar pricing structures based on a landing fee 
calculated according to aircraft weight and a departure fee for passengers. However, 
with increased private participation, s uniformity is likely to come under pressure, 
18 airports look to increase efficiency in pricing. A good example of price repulation 
is prevalent in the U.K. and Australia, where they have adopted a form of multi-year 
price-cap regulation, known as RPI-X regulatca” which is applied to revenues from 
airport charges. The price cap is a weighted tariff basket of annual changes in prices 
{for aeronautical charges. The cap requites thatthe prices fr these services should vise 
by no more than RPI-X, where RPI is the Retail Price fndex (RPD)" and a factor X, 
which is determined fora fixed period of time, say five years after which the level of 
X is re-examined. This form of regulation provides a strong incentive for airport 
operators to reduce costs and has proved to be an effective method of regulation 
provided itis coupled with extensive monitoring of service quality standards, 

"Te atemative method of banding prone sports wth nprostable operations 8 was dane in 
Argnina, woul ring incre subse, and would hamper the peas process of profiable ion 
se Rapom charges ate define as chres levied oe sitra operators in connection withthe nding. tino takeoff acts and charges eed on port passengers 
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Further, to ensure thatthe operator isnot abusing its monopoly power in other 
siport activities, the regulator can apply the principe of “single-till” regulation. This 
‘method involves calculating the appropriate level of airport charges for an operator, 
by deducting revenues generated by the operator through commercial activites. The 
single-til method has been applied both in the U.K. and Australia. However, there is 
fn important concern that remains unadéressed in this method, namely, an 
‘opportunity 10 the operators for cross-subsidisation or “price gouging” in some 
commercial services. 

Since, unlike most other regulated businesses airport operators often derive a 
significant portion of their revenue from other commercial services (see Table 4.2 
below), which include ground handling services and aiport retail and rental services, 
itis important to enhance competition in these areas. 

‘Table 4.2: Revenues of London Airports (Figures in Million Pound Sterting) 
o0i-02 Percent 

[Ripon anges 3 9% 
Other operational Activities 738 3% 
[Notoperational activities 9 1% 

‘Notes: Aiport charges. include runways, sina. sifildsupersision and ccmegensy seviees Ole openionl ative Wats 1 reeling yer, ‘Sear eal (commer property management. check-in, bggage clam, cat 
‘tac. Now-opersonal activi pedominaly compre ners. 
Source: “Repro he Eeanomie Repition ofthe London Airport Compan, 
BAA pe, Onober 200, 

‘There are two ways to increase competition in these commercial activites, 
‘One approach, currently being considered in the U.K., would be to adopt dual til 
regulation. This approach allows for separate regulation of airport activities and other 

‘operational (i¢., commercial) activities and therefore prevents the operator from 
‘ross-subsidising or abusing its monopoly power in both areas. Alternatively, another 
‘method would be to provide effective competition by (a) requiring the operator to 
issue multiple concessions in commercial services; ot (b) mandating free entry into 
these services where possible. This provision, while ensuring thatthe operator is nat 
_granced exclusivity over these services, is likely havea direct impact on the price that 
the operator is willing to pay forthe concession and shouldbe clearly specified before 
the bidding proces is initiated. 



Going forward, given the increasing level of privatisation, itis recommended 
that the responsibility for ensaring the appropriate level of regulation be vested with 
‘mn independent Aviation Economic Regulatory Authority (AERA) as enunciated in 
Chapter 6. 

‘Another area of airport operations that requires regulation isthe allocation of 
slots for airlines. While slot allocation is carried out differently across countries, the 
key isto ensure that the dominant aitine, typically the national or incumbent 

‘does not hold undue sway over the process and hoard otherwise under-uilised slots. 
‘The introduction of a profit-maximising airport operator, as isthe case that is being 
proposed in India, will have strong incentive to extrct the maximum revenue 
Possible from each take-off and landing, and will use careful price discrimination 
‘berween different carriers and routes. However, are needs to be taken to ensure that 
smaller carriers are not excluded from airport slots and that there is transparent 
‘mechanism for slot allocation and the pricing mechanism for slots prevents hoarding 
by dominant operator. For further detuils on how countries have adéressed this issue, 
please refer to examples in Box 3.2 00 “Slots” in Chapter 3, 

43.2 Safety Regulation 

‘The role of the regulator in ensuring safety standards broadly consists of two) 
key elements. First, private operators have to adhere to safety and quality standards 
laid down by the regulator, which needs to be monitored stringently. Secondly, in 
order to reduce impact on passengers, safety procedures should be streamlined 
effectively with passenger services to ensure efficient functioning of sports, The 
GCA has traditionally been responsible for the implementation and monitoring of 
stipulated standards regarding the safety of aisport and aircraft operations, licensing 
‘of personnel and civil airports and itis recommended that this should continue 
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CHAPTERS. AIR TRAFFIC CONTROL 
‘This chapter delineates a strategy for efficient provision of Air Traffic Contol 

(ATC) services in India, including associated issues such as financing and regulation, 
‘based on emerging trends in other counties. More generally, Air Traffic Management 
Services (ATMS) comprises en rowe and airport air waffic contol, airspace 
‘management, communication, navigation and surveillance, contingeney planning and 
crisis management, eronautical & meteorological information, and search & rescue. 

It is reported that under the existing arrangement, wherein both airports and 
ATC services are controlled by a single organisation (jg. AAD, ATC services often 
remain neglected on account of inadequate atention from the top management 
Hence, thre is an urgent need to review the current practice and evolve an effective 
‘mechanism to provide ATC services that are commensurate with the international 
best practices and standards, 

5.1 Internationa! Trends 

Globally, Air Traffic Control (ATC) services have been considered part of 
siport services and treated as a deemed public-service function, fr reasons of safety 
and security and, consequently it has remained under goverment control, Over the 
last couple of decades, in the wake of an increasingly deregulated aviation 
environments and privatisation of state sitlines and growth in the mumber of 
independent and low-cost operators that followed, there has been an enormous 
‘increase in demand for ATC to manage the increasingly congested airspace. Even as 
the costs of safely handling increasing trafic levels have escalated,” the government 
procurement processes have been found to be rather restrictive and inflexible, This 
hhas hampered the ability of the ATC service providers 1 acquire modem 
technologies and equipment, and streamline procedures. Private airlines ~ the new 
clients for ATC services — have very different concerns about cost and service levels. 
1s compared to their erstwhile government predecessors. Furthermore, inthe context 
of private provision of airport services, clubbing ATC responsibilities with airport 
‘operations also raise conflict of interest issues, with consequent safety implications. 

"Hees nsewortiy that ecve provision of ATC serves resus highly tained staf, complex ‘ecology, ion management, nd tine invents 
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‘Around the same time, there is increasing realisation that ATC services are distinct 
from sieport services and, accordingly, beter provided as part of an integrated 
airspace management system rather than merely focusing on services at individual 
airports. 

Many goverments have responded to recent developments by vesting ATC 
services with autonomous bodies, with a view to according them financial and 
‘operational freedom, and to facilitate introduction of modern busines techniques and 
practices into these services” (see Table 5.1 below). 

‘Table S.1: A comparative profile of ATC Corporations 
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From the Table above, it appears that most ofthe counties that sought (0 
corporatse their ATC services have opted for a goverment corporation, with (0 

7 The lnermaonl Civil Aviation Organ (CAO) agus tat air avgaton sevice prvi 
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notable exceptions though. While the U.K. chose a regulated for-profit corporation,” 
Canada setled for a not-for-profit corporation owned by the users and governed by a 
stakeholders’ board (see Box 5.1 below). 

Box Si: Nav Canada 
NAV CANADA is a non-share capital, private corporation which owns and 

‘operates Canada's civil air navigation service (ANS). It purchased the system from 
the Canadian government in November 1996 for $1.5 billion. Its 5,500 employees 
include air traffic controllers, flight service specialists, electronic technologists, 
‘operational support specialists and engineers. Tt provides airlines and aircraft 
‘operators services related to air traffic contol, light information, weather briefings, 
airport advisory services and electronic aids to navigation, The company’s safety 
performance is regulated by Transport Canada. In 2002, there were approximately 10 
rllon aircraft movements associated with NAV CANADA area control centres, 
control towers, flight service stations and remote aerodrome advisory services. 

‘The company has no sharcholders and is financed entirely through debt. NAV. 
CANADA has issued $2 billion in long term bonds t competitive rates, having got 8 
‘AA credit rating. The company has invested and committed close to $1 billion in 
‘new systems and technologies since 1996 to modernise and enhance the delivery of 
air taffic services. In accordance with the Civil Air Navigation Services 
‘Commercalization Act, NAV CANADA operates on a break-even basis. For fiscal 
2001-2002, revenues matched expenses at $971 milion (compared to $916 million 
the previous year), but this was only possible through the full uilisation of the 
‘company's Rate Stabilization Account, which is now in a $19 million deficit, 

| The company is govemed by a stakeholder Board of Directors with 
representation from the four founding members: airlines, general aviation, the federal 
goverment and bargaining agents representing cmployees. The members’ 
representation on the Board is as follows: airlines - 4; general aviation - 1; federal 
‘goverament «3; bargaining agents - 2. These 10 directors then elect four independent 
<irectors, andthe Board appoints the President and Chief Executive Office. 

NAV CANADA revenues essentially come from service charges paid by its 
‘eustomers. These fees replaced the Air Transportation Tax (ATT) paid by passengers 
‘on commercial ight. The tax was abolished in 1998 at which time the company 
‘began to operate solely onthe basis of customer service charges. 
‘Source Nav Canada wba, orn auveadncs 

While many ofthe aforementioned restructurings are quite recent, some gains 
have been reported in several countries:” I is generally considered that separating 

a 46% sake in National Ais Tale Services (NAT) was competitively bi in 200, wih the 
ovement eating 44% sake ard 8% beng reserved fran employee Tra Here nteworthy 
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ATC systems from goverment procedures while maintaining government safety 
regulations works well” For example, in its inital year of operation in 1993, the 
corporatised German Air Navigation Services (DFS) reduced ATC charges by 25% 
User charges in New Zealand have declined by 30% in real terms since 
corporatsation in 1987. Charges in Australia have fallen by 15% in real erms.”* 

(Of crucial importance ina corporatised ATC structure is a workable system of 
fees and charges. Most corporatsed ATC entities, as evident from Table S.1 above, 
are funded through user fees. These fees typically include en rowie as well as terminal 
navigation charges” and, in some cases, specialised charges (e.t, aviation rescue or 
firefighting) User fees have mostly replaced the earlier system of ticket taxes. Given 
the natural monopoly characteristics of ATC services, these fees are regulated by the 
respective economic regulators, 

52° Way Ahead in India 

Tn India, ATC services, including equipment, provision, operations and 
‘maintenance, had been vested with the erstwhile National Airports Authority since 
1986 and then transferred to the successor entity, AAL, since 1995, With the adveat of 
Liberalisation and privatisation, Indi, too is either already witnessing or likely to face 
‘many of the concems that prompted other countries to restructure their ATC services, 
iz, additional investment to cope with increase in air trafic, modernisation, 
‘unbundling of ATC from privatise airport services and flexibility in procurement 
ecisions. In view of this, the Committee recommends that ATC services be hived 
‘ff from the current jurisdiction of AAT and, in line with the international trends, 
constituted as a separate corporate entity (say, ATC Corporation). The reality of 
‘imminent privatisation ofthe two largest airports at Mumbai and Dethi should impart 

‘Gas forprte corporation for ATC serves has asd queions abou « “wey vers profi (ictand hs ed contoveny in the UK 
0m the other hand according 10 the US, Nata At Tae Comoes Association (VATCA), 
pivatsed ATC corprations (i Caras ad the UK) requed goverment balot im 2001 and 2002, 
implying that he prstice of independent ATC corporis ay not be a efetve option, Sach ‘elubons however reedto be tempered wih he evel ci aration event thse a ‘Tne Responses of Govenmen inthe Proviso of Arps and Air Navigaon Services ~ A Pespecve, presenttion by Guasar ante 19 te ICAO Avion Systm 9, Rep, (7 
November 198, Robert W. Pole, “Coomneiling A Tea Control”, Repulation, Sumner 1997 and Civil ‘vation Navigation Service Organisation (CANSO) web, cans. 
‘Charge ons price per tone landed or ac of oan 
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a sense of urgency to this process. Given the systemic safety ramifications of ATC 
secvices, though, it might be prudent at this juncture to preserve government 
‘ownership of this corporation, while retaining the option of a joint venture with 
stakeholders in the futur, 

ATC services, like almost all other segmeats of aviation services, should be 
subjected to safety oversight. Given the natural monopoly characteristics of ATC 
services ~ and a consequent potential for over-chargng in areas with high traffic 
density ~ the Commitee recommends that they are also kept under the purview ofthe 
‘proposed Aviation Economic Regulatory Authority (AERA). 

53. Meteorological Services for Aviation 

‘The importance of accurate and timely meteorological information in ensuring 
the safety, regularity and efficiency of air transport operations cannot be over- 
‘emphasised, especially in India where adverse weather conditions such as monsoons 
and fog during winter months can seriously affect air services 

Although the provisions of ICAO Annex 3 should form the primary basis for 
provisions ofthese services, the Indian Meteorological Department should ensure that 
fights are not disrupted for want of necessary meteorological information. In this 
context, the Committee would like to make the following suggestions: 

‘+ There should be proper co-ordination between the IMD and the proposed 
ATC Corporation, preferably in the form of an agreement.” 

+ The IMD must provide weather information at the destination and 
‘aterate stations before the flight departs the originating station. 

In terms of files, airports with runways intended for precision 
approach and landing operation should have automated equipment for 
‘measuring, assessing, monitoring and remote indication of weather data as 
‘per ICAO provisions. In a similar vein, IMD should provide wind shear 
measurement devices at major airports in the country. The IMD should 

"ers notewonty tha unt 170, he ndan Metcorcepel Department (MD) we oben 
ar ofthe Minty of Chi Aviation,



also ensure that meteorological faites match with he ar navigation and 
landing faites provided atthe sports. For this purpose, a join group of 
representatives ffom IMD, proposed ATC Corporation, DGCA and 
Scheduled Operators may be constituted to coordinate planing of 
meteorological flies at vanous airports 

1 Necessary meteorological services should also be provided for off-shore 
heticoper operations 

‘There is dire need to manage air traffic wih meterologial services in an 
integrated manner. Prescot system of dua contol ress in difsin of espesibiity 
and accountability leading to communication gups and loss ofefcioney. Tn order 19 
improve co-ordination, the IMD should depute trained meteorological personnel to 
the proposed ATC Corporation. ech personel should function under the 
ministrative control of the Offier-Incharge ofthe sisport. In addition, the ATC 
Corporation could procure the meteorological equipment needed for aviation 
sctivities. The IMD should continue tobe vested with the responsibilities of waning 
and upgradation of skills of meteorological officers and also development of 
procedures in accordance wit he provisions of ICAO. 
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(CHAPTER 6, INSTITUTIONAL FRAMEWORK 
‘Aviation as a sector is different fom other economic sectors, is operations 

‘being an agglomeration of multiple distinc, yet intenwined, commercial functions in 
different segments ~ for instance, airlines, ground handling, airport slot allocation, ait 
‘waffic control, remote area access, competition, safety, security, etc. Aviation 
‘oversight functions are curently distributed between the Ministry of Civil Aviation 
(MoCA), Airports Authority of India (AAD), Directorate General of Civil Aviation 
(DGCA) and the Bureau of Civil Aviation Security (BCAS). This chapter develops an 
‘integrated institutional architecture for these activities that is best suited for India to 
provide inter alia a network with seamless interface in a much more deregulated 
aviation environment with the objective to preserve competition and facilitate 
efficient and affordable connectivity while ensuing adherence to safety requirements. 

‘A brief look at the institutional frameworks in selected countries with large 
and weilsfunctioning aviation sectors or those who have instituted effective 
deregulation will help clarify the remarks that follow. This comparative picture is 
sven in Appendix 3. As evident ffom the Table, there is litle uniformity in global 
practices regarding the separation of institutional functions. While these practices do 
serve fo provide a guide to what a sensible institutional framework should be, the 
‘Commitee feels that it will be best to apply basic fint-principles in « pragmatic 
‘manner for evolving the ight institutional framework in India by mostly 
‘incorporating elements ofthe successful features of foreign practices in an internally 
consistent manner. 

Jn light of interational experience andthe road map suggested i this eport 
for liberalising the major operational segments of civil aviation, the Commitee 
cnvisages the continued need for institutional intervention inthe fllowing areas: (i) 
safety regulation; (i) limited economic regulation; i) essential but uneconomical ir 
services (v) managemest of bilateral: and (¥) aviation security. The following 
sections recommend the institutions, existing and new, where such functions need 0, 
be vested 
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6. Safety Regulation 

Aviation safety s paramount and should ake precedence over, if not over- 
‘ide, commercial considerations in air traffic operations. As the table in Appendix 3 
shows, safety regulation in many countries still vests with a unified regulatory 
authority, for instance, in the UK., US. and New Zealand. On the other hand, 
‘Anstralia has established a separate safety authority, but nota separate aviation sector 
regulator. In India, aviation safety is in the domain of the DGCA and it has 
adequately established its credentials for this function though there is need to review 
and streamline procedures. The Committee feels that it remains adequately suited to 
‘ull its safety related tasks even withthe likely increase in pressures and complexity 
{na deregulated environment. It therefore makes sense to continue to vest the DGCA 
‘with the safety ction, but take a good look atthe rules and regulations governing 
aviation safety with a view to bringing them upto date 

“The Committee would like to stress, however, that safety considerations on 
‘the one hand and the associated investment onthe other cannot be totally independent 
‘of commercial considerations. Because ofthe huge investment needed for upgrading 
‘and maintaining safety-related equipment, aviation stakeholders ought to have a say 
{inthe decisions of the DGCA. In the U.S., for instance, the FAA follows processes 
Lia its Notice Prior to Rule Making (NPRM) for safety related decisions, The 
‘Commitee is concerned about an inadequate interface and interactions between the 
GCA and the relevant stakeholders. One of the areas roquiting close coordination 
(with the proposed economic regulator) is oversight of charges for air traffic contol 
services, which have systemic safety implications. Hence, the DGCA should initiate a 
process of meaningful and transparent consultations with stakeholders, similar to 
‘what other independent regulators undertake in their respective countries. 

There is an urgent need to strengthen the DGCA, by ensuring that itis 
adequately manned to regulate all important disciplines like airworthiness, flight 
‘operations, monitoring air traffic contol services, ete, While the sirworhiness wing 
‘of the DGCA is adequately manned with trained personnel, there is deficiency inthe 
case of personnel required for monitoring flight operations and air traffic control 
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For monitoring Might operation, highly tained and experienced pilots are 
required. Presently, line pilots of scheduled carriers are engaged by the DGCA as, 
Flight Inspectors, whose costs are bore by the airtines. This system does not work 
well. Since the DGCA is constrained by the wage levels and retirement roles of the 
Government, they have very litle flexibility in atracting suitable manpower. While 
ICAO requirements stipulate maximum age of 60 years for active flying, many 
countries employ trained pilots beyond the age of 60 years as Flight Inspectors for 
carrying out operational surveillance. In oder to have an effective safety system for 
‘ight operations, the DGCA also should be allowed to contract qualified pilots who 
are either medically grounded or have attained the normal age of retirement from 
sictines. Such pilots may be contracted up tothe age of 6S years (63 years on initial 
contract and 2 years extension) subject to fitness. 

Currently, the DGCA hardly has any capability td monitor the air traffic 
contro services; there is no wing or trained personnel within the DGCA to cary out 
{his job. As in the case of flight operations, here 100, the DGCA may be allowed to 
aval the services of experienced air trafic controllers (ATCOs) from the AAI, who 
are close to their retirement, through deputation or on contract basis. Additionally, the 
GCA should appoint examiners, instructors, monitor ai trafic controllers, as is 
done in cases of pilots, from among the ai traffic controllers of the AAI to cary out 
routine taining and proficiency checks ofthe ATCOs on behalf ofthe DGCA before 
licences are granted to them. Such ATCOs should also carry out periodic surveillance 
‘of ATC activities and be made responsible for implementing safety regulations in air 
\raffic control activities. 

62 Economic Regulation 

So far, economic regulation ofthe aviation sector has been, at best, an informal 
‘exercise, with the AAT combining the functions of operator and regulator of airports 
and air traffic control services. This has involved an inherent conflict of interest. As 
argued carlier in this Report, thee is strong case for establishing an independent 
entity, viz, the Aviation Economie Regulatory Authority (AERA), to oversee and 
eal with the natural monopoly and “common usevcariee segments of aiports and 
air traffic contol. The scope ofthis oversight, which should be light handed such as, 
providing multi-year price cap regulation, is provided in detail in sections 24, 43.1



and 5.2. As regards airlines, their anti-competitive practices can be checked through 
‘competition laws (andthe Competition Commission of India) 

Given the proposed approach of encouraging private participation and also 
regulating the sector through a Fight-handed, multi-year regime, the Commitee 
{foresees litle need for an elaborate economic regulatory institution. Accordingly, the 
Committee would lke to suggest that the AERA may be established ss a single- 
‘member entity, supported by appropriate technical staf. 

63. Essential but Uneconomical Services 

‘The Committee recommends establishment of a dedicated non-apsuble Essential 
Air Services Fund (EASF), ouside the Consolidated Fund of india, to provide explicit 
subsidy support for essential but uneconomical services including commercially 
‘unviable airports. The modalities of this Fund, including the various possible revenues 
forthe fand, have been detailed in Chapter 3. In addition, the Committee suggests that 
‘devolutions from the EASF should be made according to predefined, transparent 
‘criteria and processes. Furthermore, the Committe recommends that the responsibility 
of managing the EASF be entrusted to an independent board with representatives from 
the Ministry of Finance and aviation users. With a view to conserving resources and 
facilitating effective co-ordination, the Committe recommends that, to begin with, the 
Chairman of AERA may also be appointed chairman of the EASF Board. This 
arrangement, however, may subsequently be revised, and depending upon how the 
‘workload actully evolves in future, the government may consider divesting the 
‘esponsibility of supervising the EASF toa separate, independent administrator. 

64 Management of Bilaterals 

Bilateral rights, i, the reciprocal arrangements for landing and parking rights 
negotiated between countries, being considered a sovereign right, come under the 
ambit ofthe Government of Indi, inline with international practices. Only Australia 
has established an independent Intemational Air Services Commission to allocate 
bilateral rights. The Committee recommends tat, in India, negotiations of bilateral 
should continue tobe a sovereign responsibility 
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65 Aviation Security 

Jn the current security environment, # liberalised aviation sector will have to 
weave the security equizement into almost all aspects of air transport activities. The 
‘AAT currently pays significant amounts to the BCAS for security cover of its aiport 
‘equipment and installations. Following the Chicago Convention, the government, 
‘moreover, has the responsibilty for sovereign security cover, for instance against 
terrorist attacks. The Committee feels that the BCAS™ should continue to reenain the 
‘nodal agency for aviation security, but the implementation of security functions in the 
‘merging environment has tobe fine-tuned. A large part ofthis process is related to 
coordination between senior managers of the respective airports and their 
counterparts in various goverment bodies, especially the Ministry of Home Afuirs. 
‘These issues are best handled as part of the implementation processes that wil be the 
subject of Par If ofthis Report. 

‘To recap, Table 6.1 gives a summary mapping of the vesting of aviation 
‘unetions with the envisaged instittions as recommended by this Commitee. 

‘Table 6.1: Mapping of Oversight Functions in institutional Framework 

(= “ATAERA aS ea 
‘ir transport | Safety meni 

Seouniy t Z 
Unfair rade practices Z 
Essential ai services Z 

“Airpors [Security Z 
Safety aE 
‘Abuse of monopoly power cA 
‘Uneconomical airports sath 

“Kir Traifie | Abuse of monopoly power z Control Satay 7, 
‘General | Safety TT 
‘Aviation 
Legend ‘AERA. Aviation Bonomi Regn Aunty, DOCA: Drs Genel of ol viton, BCAS: Buen of ‘Got Avason Seri, EAS Entel A Sores Fan, OC. Conytion Comin of fy M&CA: Msi Ci Ate 

7% The Basen of Civil Avition Security (BCAS) i an atached ofc ofthe Ministry of Civil 
-Avaton, headquartered in New Det, bended by 1 Commisoner of Civil Aviation Seeuty ia te 
‘an of Decor Gener of Pole. 



CHAPTER 7, STRATEGY AND SUMMARY OF RECOMMENDATIONS 

74 Enhancing Affordability, Connectivity and General Aviation 

‘The Goverment of India (Gol) aims to provide word class infasructare 
facilities and efficient, safe and reliable sir services to meet the requirements of 
domestic and foreign trade and tourism, and to meet connectivity requitements of 
remote and iacoesible areas on pricy basis” Inline with thi, the Commitee 
has been requested to addkess inver alia aspects such as (a) affordability and 
comectvty in the domestic aviation sector; (6) development of regional at 
connectivity within the country; (6) promotion of general aviation; and (d) aviation 
training In fst, these considerations have underpinned the Commite's deliberations 
‘on the various operational segments and insttuton in the civil aviation sector. The 
Commitee found it usefil to view the aviation sector as comprising of two distinct 
and separate types of services. The first, core set of services, 10 be operated as a 
‘business and run on commercial principles and the second, aimed at providing 
‘connectivity in consonance with social and distributive objectives, to be suppored 
through direct and transparent subsidies from the government. The Committee would 
ike to highlight that recommendations in the eater chapters, together, provide a 
‘comprehensive strategy ~ consisting of the four tint elements ~ aimed at making 
sie anspor affordable and enhancing air coanectvty across the varius regions of 
the county 

(a) Immediate measures that are aimed at lowering system costs ofthe civil 
aviation sector. These measures iner alia include: a liberal fiscal rogime; 
allowing airlines to source ATF from the supplier of their choice; and 
Improving coordination with other Ministries such as Home Affirs and 
Defence (Chapter 2). 

(&) Encourage private participation and competition in air transport services, 
with a view to lowering fares and, thereby, enhancing affordability. tn this 
regard, the Committee recommends the abolition of route dispersal 
‘guidelines; lowering of entry barirs; liberalisation of investment norms 

‘equity and foreign airlines; further liberalisation of the 
‘eansport segment slarting sith permission for domestic 

‘rvate aielines to operate international services; carly privatisation of TA, 
‘AL and PHHL; and concessions to regional air services, helicopter 
‘operations and general aviation (Chapter 3), Facilitate private 
participation in the provision of airport services to the maximum possible 

* Teh Five Year Pln 2002-07, The Plain Commision, Goverment of in 
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‘extent, 50 as to encourage aggressive pursit of efficiency and facilitate 
investment in additional capacity (Chapter 4). 

(©) As regards ATC services, enhance operational freedom to enable rapid 
adoption of moder technologies, trough unbundling of ATC services 
from the AAI and vesting them with a government-owned corporation 
(Chapter 5). Apart from safery oversight by the DGCA. in order to contain 
the monopoly power of airports and ATC services, place these segments 
under the purview of an independent Aviation Economic Regulatory 
‘Authority (Chapters 4, 5 and 6). 

(@ Establishment of an Essential Air Services Fund (EASF) to provide 
explicit subsidy support to essential but uneconomical services including 
commercially unviable airports (Chapters 3, 4 and 5). Scope of essential 
services sought to be supported should be congruent withthe quantum of 
funds available with the EASF. Trying to do “too much’ with “too litle” 
will undermine an otherwise laudable endeavour. 

‘The Committee believes that a concerted implementation of the above 
measures would go a long way in lowering costs for the commercial and general 
aviation segments, thereby making air transport more affordable and its use more 
widespread, 

72 Immediate Concerns and Remedies 

Liberal Fiseal Regime: The government should substantially lower excise duty 
and sales tax on ATF and abolish import duty and sales tax on AVGAS. Other 
aviaton-related taxes and fees such as IATT, FTT and PSF may be replaced with a 
Single, lower ad valorem sectorspecific cess, say at 5% of airfare, and the proceeds 
thereof may be ring-fenced into the proposed non-lapsable Essential Air Services 
Fund. In case of sales tax, the government may consider categorising ATF as 
“declared goods" under the Central Sales Tax Act so tht sales tax on ATF does not 
‘exceed 4%, Furthermore, in case of smaller airraft that are essentially deployed to 
‘enhance regional connectivity, goverument should do away with the existing 
Aiscrimination based on the ype of aircraft and, accordingly, bring partyin taxes on 
ATE for jets and turboprop airerat with maximum cetfied seating capacity of less 
than 80, 

Lowering of Airport Charges: The Committee recommends that airport 
charges should be substantially brought down to levels comparable with neighbouring 
South East Asian and Gulf countries,



Freedom to Source ATF: Airlines should be allowed to source ATF from 
the supplier of their choice. In this regard, the Commitee suggests that the Airports 
Authority of India (AAI should offer to buy out the fuel supply hydrants and 
associated infrastroctue of the government-owned oil companies and provide all oil 
companies equitable access to such facilites. Allematively, the government-owned 
cil companies should be required to provide private oil companies access to these 
facilities based on a “common usercariee" principle. In either case, given the 
Potential for abuse of monopoly power, fuel supply inffastructue at siports should 
came under the purview of the proposed Aviation Economic Regulatory Authority 
(AERA), 

‘Ensuring a Level Playing Fleld: With a view to ensuring a level playing field 
between Indian Airlines and domestic private airlines, the Committee recommends 
the removal of restritions on travel of govemment and PSU employees on private 
ilies. In addition, domestic private sidlines should be allowed to operate 
imterational services and also be permitted to offer third-party ground handling 
Services. As regards grecaficld airports, the Committee endorses the recent 
{government decision to do away wit the cartier proposal of not allowing greenfield 
leports within an aerial distance of 150 kilometres of an existing airport, The 
Commitee, however, suggests that central and state governments may reftain from 
extending concessions in general and subsidies in particular to greenfield airports in 
close proximity to the existing aipors, which might impinge on the viability of 
existing aipons. 

Ministry of Home Affairs: At intemational sirpors, the operators must 
‘ensure availabilty of more space so 2s to enable the Ministry of Home Affairs to 
locate additonal counters and deploy more immigration officers. The computer 
systems at aieports should be upgraded within a one year time-frame and the 
{government should ensure that all passports are machine-readable. Furthermore, the 
paperwork involved in immigration should be reduced in line with interational 
practices. There should be a dedicated cadre of specially trained officers under the 
direct control of Ministry of Home Affairs for providing immigration services. AS 
aviation and airport security are sovereign responsibilies, they should be taken over 
and funded by the Ministry of Home Affairs 

6 



Ministry of Defence: In order to optimise the use of air space, the Committee 
recommends that the government may consider the model followed in the US. and 
‘many other countries, wherein ir space is permanently made available for civil 
aviation and segments of air space are re-vested and made available to defence oa 
request. Furthermore, the defence services should be required 10 pay user charges a8 
mutually agreed upon for facilities such as runways. To facilitate effective co- 
‘ordination of ar space and cost-sharing, civil and defence ATCs may be co-located 
where feasible. 

73 Ale Transport Services 

Jn the domestic sr transport segment, rout dspersl guidelines should be 
sbolithed and ailnes shouldbe allowed to service the routs of thelr choice based 
‘pon commercial considerations. Simutaneously, the goverment should provide 
explicit subsidy support ~ preferably from the general exchequer and supplemented 

by 2 secorspecifi ces of $% on airfare and proceeds from the privatisation of 
airports ~ for providing essential, but uneconomic services and award it though a 
sytem of minimum subsidy bidding. Towards this end, a non-lapable Essential Air 
Services Fund (EASF) shouldbe established ousie the Consolidated Fund of Inia 
dite management shouldbe vested with an independent board. The goverment 
should flly hams the scope for recovering the cost of EAS operations, as far a8 
posible, though direst user charges. Futhemore, the state goveraments may 
contribute tothe lowering ofthe net cast of EAS though fiscal concesions, a for 
‘example, by exemting the EAS operations from high icidence of sales tx on ATF. 
In addition, the Commitee recommends that requirements regarding Net size and 
ay apt shoud be removed, soa to encourage entry (nd rete competition) 
and sllow operators and ther financiers to make decisions based on commercial 
considerations. Finally, foreign equity investment sons pertaining to bth domestic 
and intematiocal scheduled air transport services should be further liberalised, to 
allow up to 49% foreign investment. As regards investment by foreign aitnes, 
investment up to 49% may be alowed with the approval of Foreign Investment 
Promotion Board (FIPB). In al other air serves, i, no-scheduled services suchas 
helicopter operation, foreign investment inudng investment by forcgn sins) 
shoald be allowed upto 100%.



‘The goverment should pursue liberalistion of the international air transport 
‘segment in two phases. Inthe fist phase, private atlines based in India ~ including 
the existing domestic privat airlines ~ should be allowed to provide international ait 
transport services to and ffom India. Inthe next phase, the government should seek 
‘more liberal arrangements under the bilaterals and enhance full-access to wider 
market segments by joining a regional or a plusilteral group of counties with a 
similar agenda of liberalisation 

With a view to benefit consumers, enhance tax revenues for the government 
and give a filip to the retail travel trade, the Committe strongly recommends further 
liberalisation of air chartered services. Specifically, the Committee recommends 
relaxation of restrictions pertaining to frequency and foreign ownership norms for 
chartered operators In addition, the Commitee suggests that tourist charters should 
be allowed to take Indian Passport holders on board and also to cary a mix of foreign 
and Indian passengers on domestic tourist circuit 

[As regards Indian Airlines and Air Indi, given the dice need to rapidly 
improve efficiency, and to augment investment and limit government interference, 
overnment should expedite the process of privatisation and transfer management 
control to strategic private investors. Towards this end, government may consider 
private placement of shares of TA and Al after independent valuation) with domestic 
financial institutions (Fis) and foreign institutional investors (FIs). This consortium 
should be allowed to appoint a management team of their choice and exit at their 
volition. 

‘The Committe is ofthe view that Pawan Hans Helicopters Limited, which 
‘caters mainly to the neds ofthe oil sector and charter services, has no justification to 
‘be in the public sector, Accordingly, the Committee recommends that the 
Government should disinvest in PHL by inducting a strategic partner and, 
thereaer, goin fran Initial Public Offer. 

‘These recommendations relating to Indian Airlines, Air India and Pawan 
Hans Helicopters will be in tune with the perspective thatthe Government should 
focus on policy-making functions and distance itself fom the role of an operator. 
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‘The Committee recommends that regional ar services should be encouraged 
by reducing route navigation and landing charges for helicopters and aircraft having a 
‘maximum cemified capacity of less than 80 seats. The Committe also recommends 
that helicopter operations and general aviation shouldbe incentivised through reduced 
navigation and landing charges, rationalisation of sales tax on ATF and AVGAS to 

it par with Central Sales Tax, waiver of the proposed sector-specific cess for 
subsiding essential air services, lower hangar charges at airports, etc, Furthermore, 
in order to encourage helicopter operations, the Commitee suggests that the DGCA 
should develop appropriate procedures for regulating such operations and that 
‘separate areas including helipads should be developed at major algpors. 

‘As regards regulation, the current safety oversight regime under the aegis of 
the DGCA should be reformed to incorporate a mandatory consultative process with 
ey stakeholders, In order to monitor and checkmate anti-competitive practices by 
airlines, competition laws (and the Competition Commission of India) should be 
relied upon. 

7A Atrports 

Given tha the key concems in the airports sector are inadequate management of 
existing facilites and the need for additional capital for augmenting capacity, the 
Committee recommends that the government may focus its efforts on early 
privatisation of all airports In line with this the government should expedite the 
proposed privatisation of Mumbai and Delhi airports and quickly tart the process of 
privatisation of other airports as well, The government should ensure that all potential 
hurdles to privatisation such as redeployment of existing employees, bearing of 
security costs, coordination between security, immigration, te. and effective 
relocation of existing tenants are dealt with effectively ex ante so that the 
privatisation proces is not delayed. At the same time, the qualification criteria should 
rot be so stringent so as to rule out otherwise competent bidders. The government's 
fim of providing regional connectivity, and ensuring the development and 
‘maintenance of uneconomical airports can be met from the proposed EASF through 
‘minirnum subsidy bidding



[Economic regulation of simports is necessary given the potential abuse of 
monopoly power by the airport operator, and should be vested with the proposed 
‘Aviation Economie Regulatory Authority (AERA). Safety regulation is a key 
‘onsieration, and monitoring and enforcement of quality standards should be lett to 
the DGCA. 

7S Air Traffic Control 

‘The Committee recommends separation of ATC services from the AAT and 
‘vesting them with a government-owned ATC corporation. Safety regulation of ATC 
‘Corporation should be under the purview of the DGCA. In order to contain potential 
abuse of monopoly power, the ATC Corporation should also be regulated by the 
‘proposed AERA. In recognition of the importance of meteorological services in 
providing effective ATC services, the Committe suggests that the IMD should 
depute trained meteorological personnel to the proposed ATC Corporation. In order 
to achieve effective ATC services, meteorologists should function under the control 
of the ATC Corporation though they may be on deputation. Furthermore, ATC 
Corporation could procure the meteorological equipment needed for aviation 
activities afler due consultation with IMD. The IMD should continue to be vested 
with the responsibilities of taining and upgradation of skills of meteorological 
officers and also development ofthe procedures in accordance with the provisions of 
1ca0. 

7.6 Institutional Framework 

Safety should remain the paramount priority of all entities. Given the technically 
complex procedures relating to safety, there should be a specialised regulator 
coversceing safety issues, separate from an economic regulator. The DGCA remains 
‘well-suited for this function and should be tasked with safety regulation. It should, 
however, reform its regulatory approsch to enhance transparency and initiate 
‘consultations with aviation stakeholders. In recognition of the urgent need to 
strengthen the DGCA, it shouldbe allowed to contract qualified pilots who are either 
‘medically grounded or have atained the normal age of retirement from ailines. Such 
pilots may be contracted up to the age of 65 years (63 years on initial contract and 2 
years extension) subject to fitness In a similar vein, the DGCA should be allowed to 
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avail ofthe services of experienced ar traffic controllers fom the AAI, who are close 
to their retirement, through deputation or on contract basis. Also, a separate wing 
should be created under the DGCA for licensing and supervision of air traffic 
controler. 

Security issues will become more dominant in an increasingly liberalised 
environment, The Committee recommends that the BCAS should continue t remain 
the nodal agency for aviation security. Presently, all offences relating to aviation 
security are being treated as offences under the Indian Penal Code. There are n0 
special provisions to tackle offences relating to aviation security. Hence, there is a 
significant division of responsibility between the security set-up atthe airports and 
the local police. It would be prudent to have special powers forthe BCAS and the 
security forces providing aviation-elated security. For this, the BCAS should be 
vested with adequate powers by amending the relevant Acts and Rules, as required. 

Segments of sports and ATC services, which have natural monopoly or 
“common userlcartier” characteristics, should be subjected to independent economic 
regulation by the proposed AERA. The Commitie also suggests that the AERA 
should use a light-handed approach such as multi-year prie-cap regulation. In fine 
‘with this, the Committee recommends establishment of AERA as a single-member 
entity, supported by appropriate technical staff As the sector develops, the regulator 
should gradually withdraw from supervision and cede oversight of anti-competitive 
practices tothe Competition Commission of India. 

‘An Essential Air Services Fund (EASF) shouldbe established to provide explicit 
subsidy support to essential but uneconomical seviees including commercially unviable 
airports. Furthermore, the Committe recommends thet the responsibility of managing 
the EASF be entrusted to an independent board with representatives fom the Ministry 
‘of Finance and aviation users. With a view to conserving resources and facilitating 
fective co-ordination, the Committee recommends that, to begin with, the Chairman of 
‘AERA may also be appointed Chairman ofthe EASF Board. 
Given that complete liberalisation of intemational air transport services is 

‘uite away off, the government will have to remsin involved in negotiating bilaterals, 
In this proces, the government should ensure that such negotiations do not adversely 
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Viability of existing airports, oF the vital interests of all the 
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‘The Committee would lke to place on record its appreciation of the invaluable 
assistance extended by the MoCA, Air India, Indian Alslines and Airports Authority 
fof India and the administrative support provided by the officials of the Integrated 
Finance Divison, viz., Shri Girish Kumar, Shri S.N.Sharma, Shri Robtas Bhankar 
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Signed at New Dethi and Mumbai on the 29° day of November, 2003, 

‘Shri Deepak Parekh 
Member at Mumbai 

Shri K. Rey Paul 
Member 

De. Promab Sen 
Member 

Shri V, Subramanian 
Member - Seeretary 

Shri Naresh Chandra 
Chairman 
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Appendix 1 

F.NoAv.13011/02/2003-DT 
Government of India 

Ministry of Civil Aviation 

"Br" Block, Rajiv Gandhi Bhawan, 
‘Safuarjung Airport, Aurobindo Marg, 

New Delhi- 110 003." Dated 21.7.2003 

ORDER 

kis recognized that aviation sector can be a catalyst for general economic 
evelopment ofthe country. Though there have been separate plans for developing 
the aslnes, airports et, there does not exist a well-defined roadmap forthe entire 
sector. The Goverment has, therefore, decided to constitute a Commitee 
comprising the following to prepare a roadmap foe the civil aviation sector that wil 
provide the basis for a new National Civil Aviation Poicy:- 

© ShriNaresh Chandra = Chainman 
former Cabinet Secretary 

(W)—Shei Deepak Parekh = Member 
Chairman, DFC 
Dr. Pronab Sen = Member 
Adviser, Planning Commission 

(Gv) Secretary (Civil Aviation) = Member 

(#) Addl Secretary and Financial Adviser Member Secretary 
Ministry of Civil Aviation 

2. The Commitee shall prepare a roadmap forthe civil aviation sector covering all 
relevant aspects including the following 

(Competition in the area of international and domestic aslines and the future 
role of Air India Lid. and Indian Airines Lid; 

}) Restructuring of airports with a view to developing @ world-class airport 
infrastructure including one or more international hubs; 

(ii) Affordability and connectivity inthe domestic aviation sector; 
(iv) Development of regional air connectivity within the county; 
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(¥) Mechanism for providing ar service to interior areas and operation of 
‘economically unviable but socially essential routes; 
Regulatory mechanism fr technical and financial issues, 
Upgradation of systems for air traffic control and meteorological information; ‘Promotion of general aviation; 
Aviation security, 
‘Aviation safety, 
Aviation training. 

3. The Committee may consulvinvte any exper it may consider useful and interact 
with institutions, individuals and organizations connected with or interested in 
civil aviation 

4. The Commitee shall complete its work and submit its final report within three 
‘months and may submit interim recommendations whenever felt necessary. 

5. The non-official members ofthe Committe willbe paid TA/DA at the rate 
applicable to officers ofthe highest grade in the Central Government for attending 
‘he meetings of the Committe. The expenditure on this account wil be met from 
the TA/DA head ofthe Ministry of Civil Aviation. 

sa 
(BK Dhal) 

‘Under Secretary to the Government
 

of india 
Tel 24640214 

To 
1. Shri Naresh Chandra, Former Cabinet Secretary, C-4/4053, Vasant Kan, New 

Delhi 
2. Shri Deepak Parekh, Chairman, HDFC Ltd, Ramon House, 169 Backbay 

Reclamation, Mumbai 400020, 
DD. Pronab Sen, Advise, Panning Commission, Yojana Bhawan, New Delhi. 
‘Shri K. Roy Paul, Secretary, Ministry of Civil Aviation 
‘Shri V. Subramanian, ASFA, Ministry of Civil Aviation. 
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Appendix 2 

LIST OF ORGANISATIONS AND INDIVIDUALS CONSULTED BY THE COMMITTEE 

SN DETAILS OF PARTICIPANTS, DATE OF 
MEETING 

T, Preliminary discusions with Senior Officers of Minisry of Chil | 782003 — 
Aviation and varius organzation/PSUs 

[Presentations by TAROT 
4) Chairman, AT and other executives 
i) DGCA 

i) Federation of Indian Chambers of Commerce & Industry 
(icc 
‘+ Ms. Ranjana Khanna, Director 

iy) CH National Committee on Civil Aviation 
‘© Mr. Cyrus Guader, MD, AFL Lid. 
‘© Shri V.K, Mathur, Chairman & Managing Dirétor 

INAPEX Lid. 
‘¢AirMarshal $$. Ramdas, Director, Blue Dart Express Ltd. 
‘* Shri Ravi Bhoothalingam, Chief Executive, 

Manas Advisory Pvt. Lid. 
‘+ Lt General A. Natarajan, AVSM VSM, Adjutant General 
‘© Shri S.K. Datta, Exeeutive Director, Jet Airways 
's Sit. M, Roy, Dy. Director Genera, CIT 

() Former Secretaries, Civil Aviation (special invitees): 
‘Shri Ravinder Gupta 

‘Shri Yogesh Chandra 
Shui SK. Mishra 

+ Shri AH. Jung 
Shr P.V. Jayaicishnan 

3. | Presentations by Tew a0OF 
1) MD, Air India Lid. 

(i), CMD, Indian Airlines Led, 
| Discussions on Report of Mis AT. KEARNEY, Consiltant of AT_| 2 

‘and TA with Consultant & its other team members 
2005 

3.) Ministry of Tourism 159.2005 
Smt. Rathi Vinay Jha, Secretary 10.30 AM 
‘+ Ms. Rashmi Verma, Additional DG 
“e_ Shei Amitabh Kant JS 

| Deparment of Commerce, Minisiy of Commerce & Tadusiry | 1592003 
‘© Shri Vinay Bansal, Addl Secretary 11.30M 
+ Shri D.K. Mital, J. Secretary 

7 | Central Board of Excise & Customs 159.3003 
+ Shri POC. Sha, J Secretary 130M 

[Mis Sahara Airlines 169.2008 
Shri UX. Bose, Chief Executive Officer and ther members| 1030 AM 
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9] Ministry of Nome Aff 1692008 
= Shri KP. Singh, Addl. Seeretary 130M 
+ Shui H.R Singh, Join Seeretary (PM) 

To_| Ministy of Petroleum 7692003 
‘Shri Prabh Das, Joint Secretary 1230PM 
+ Shri Ram Singh, Director (F), PPAC 
Shri E. Unnikrshnan, DGM (Planning), !OCL a 

TT] Ministry of Defence 1693003 
Shri Ajay Prasad, Defence Secretary 230PM 

‘Others present 
Shri Sri Krishnan, Executive Director (ATM), AAT 
Shri R.C. Khurana, General Manager (ATM), AL 
* Shei H'S. Khola, DGCA (Red) 
+ Shri Satendra Singh, DGCA. 

TE. | Mi Jet Airways 193005 
+ _ Shri Naresh Goyal, Chairman and other members 3.30PM 

TS, | Mis Decean Aviation Lid 169.2003 
Capt. GR. Gopinath, Managing Director | 430 PM 

Ta | Indian Airlines Lud. 23.102008 
‘Shri Sunil Arora, CMD, Ait Todia & MD 130M 
Shri AK. Goyal, Directo (Commercial) 
* Shri G.D. Brana, Director (Store & Purchase) 
Shri H.S. Grover, Company Secretary 
+ Sut. Manjita Khurana, Director (Corporate Affairs) 

15) | Me Ratan Tata err 2005 
103.00 PM. 

6 06.11.2003 
10:00 PM. 

Tr 21.11.2005 
130M 

cs BiTa003 
1230PM 

Shri . Rajesh Reo 
Shri SK, Shrvasuva 



Table: Institutional oversight of aviation activities in selected countries 

Appendix 3 
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