Deloitte

Final Report

Promotion of Regional and Remote Area Air
Connectivity in India
Ministry of Civil Aviation

Submitted by

Deloitte Touche Tohmatsu India Private Limited



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Discimimer

This docwment and the mformation contained herein have been prepared by Deloitie Touche Tohmetsu Indizn
Private Limited (DTTIPL) for Minisiry of Civil Aviabon, Government of India as part of Study on Promotion of
Regional and Remote Area Alr Connectivity. The contents of this document should not be copled or reproduced
by any third pary o otherwise quoted ar referrad 1o, nowhobe or in part, without the prior peemigsion of OTTIPL in
writimg. DTTIPL diacleims any respansibility for any loss or damage suffered by any entity by faking reliance of
this document. Furthemnore DTTIPL will not be bound 1o discuss, explam or reply to gueries ra=ed by any
agency olher than the intended recipients of thizs document. AN services’ deliverables are only nlended for the
penadit of the Ministry of Ciwvil Aviation, Government of India. The mere receipt of any advice, apinions, reports or
other work product by any other persans s ot intended te create any duty of care, professional relatiznship ar
any present or future liability between those persons and DTTIPL. Az a conseguence, if copees of amny advics,
opinions, reports o other work product (or any infesmation derived therafrom) ane provided 1o athers under the
abowe exclusions, it is on the basis that OTTIFL owses no duly of care or ligbility o them, o any ether parsons
who subseguently receive the sams.,

Cur masesement and analysis are limited to our scope of work presented in our proposal and ase besed on the
facts and detgils provided 1o us during our discussions with Mnistry of Sl Aviation, Govemment of India and
other relevant government deparments and are specific o the Project. i any of these facts or detalls provided to
us are not complete of accurele, the conclusions drawn from subsequent complete of soccurete facts or details
could cause us 1o change our opinion. The conclusions drawn 2nd recommendations made &re based on the
information available at the time of writing this docwment.

OTTIPL does mod accept any liability or responaibility for the accuracy. reasonableness or completeness of, or for
any errors, amissions or messtatements, neghgent or otherwise and does not make any representabon of
warranty, express or implied, with respect to the information contained in this document. The information
contaned in this document is selective and i subject to updating, expansion, revision and amendment. 1 doas
mad, and does nat pupart 10, contain all the infarrmatian that & recipient may require, Futher this s not 2 financial
audt repon and no relance should e based on this report for the purposes of financial audit.

Page 2 of 170 i@ 2013 Deloltte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Table of Contents

Summary of Recomimended Ao e B
= B
Towns for promoting Regional ' Remote Air Connactivily ... e s B
Rouwbe Dispersal GUidelines. ... s, s e s s e s s s a e e e 22 asa s bann 8
Promotion of Regional and Remote Area Air Connectivity through a Regional Air
Connectivily Fund [RACF .. e e issss s s s sams s saa smisassiasis aesssas ssssa sians 8
Contral Government BOliOrS ..o aes s s a8 eSS 2868 EE A28 008 11
State GovernmeENt ACTIONE e et 4o 800485548 428 4SS SR 2868 EE A28 000 11
Regulator (DNGCA 7 BCAS) AELIOMNS coiiiiaimmii maniinsiasiiss s isass s s it as i amsis ssiss baans s saasssss anss W12
Airports Authority of INQi@ (BAL) .o e s s s s i bR S ARS8 ks b AR 8 R0 13

2 Coverage of The Sy e e e e mm e n e amnen 14
3 Hegional & Femole s e e e e e nm e e n e anmnnamnen 16
34 Contexts drive definitions oo e ssiassiass s s e 16
3.2 Definition of Aegional Air Connectivity for this study ... 16
3.3 Definition of Aemote Area Air Connectivity for this study ... AT
4  Ezisling Stafus of Air Connectivity in India e 18
4.1 Growth in BiF TraFE e e e st s s e s s s s s mss s s an srans .18
4.2 Mature of the Comnectivily . s e s anss .18
5 Imparabive of Begional Air Gonmeeimily e 23
5.1 Multiplier Economic Benefils ... i e isssssassas s w23
5.2 SOCIAl CORMBEION .ooiianiimnianinsianmiasies s st s eS8 55§84 E4 £ 428 LSS EA £ AR £ R R SR bEA2E w25
6 Parameters for salechion of towns lor promoding Bagional Air Connectivity ..o 26
6.1 Drivers for Air Conneclivily c.c e s e s s anss 26
6.2 PP UM e i i s e R R S AR AR AR SRR R e 2T
6.3 Economic Potential... .. e asississsiasiss s sss seass .28
6.4 Tourism POEntial. .. s asiiesias i s s s s s s s s s ambs s aan braas 30
6.5 PrioritiSation PAMMEIEES (e e asiiesian st e s s s e s bR SRR aan baaa8 w3
6.6 Remolenass of AFBAS . e e s s s s A S s S S e S R e mn bRans 37
7 Aircrall Sizes and Airport Infrastrecture e 38
7.1 Aircraft deployment over Regional Roules ... s -39
T.2 Aircraft Size for Regional Air Conmeclivity .o e 40
7.3 AUNPOTE INF A UG IFE oo iaeianiinniamiiani s saninas iaamsias i m s amh e 44 £ a8 RS R RS SRR S am bR A28 o

Page 3 of 170 i@ 2013 Deloltte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

B Issues impacting Bagional Air Conmectivily e 46
8.1 Demand of air ransPort SarviCeE ..o s s s s asss s sasas sans AT
8.2 2 T 48
8.3 CommErial FAhOrm. e e asiissiani s e s s e s s s s s amEs 4 s an £Ea28 .5
B.4 Policy and Regulatory ISEUBE ... e asiissiani st e s bias i siasiissiassss sassn ianss .58

9  Imternabonal Expanances in Promoting Regional Air Conmectivily .o e &6
8.1 Support Schemes | Mechanisms ..o e e s seans .. 66
8.2 Policy and Regulatory Measurs . ..o aesianiss s mas iesiisssasias s sss ass .. B8
8.3 Comprahensive Ald PACKagES i e ias issiassiasisss s s iaass .. B8
9.4 Regional Aviation in CRINa .. e e e s s s s s s sss s sass baass .68
8.5 = T T T .68

10 Sfralagic Options for Promoling Begional and Ramate Area Air Connectiviby .. T2
10,1 License Based APProach oo s sa e sassisssissiaass snssasssss saass T2
10.2 Direct Subsidy APProdCh c s s s e ms s s amssa s amss T3
10,3 Other Kay ENaBlers .. ..o iasis s iass s sasssss saias T4
10.4 Ewvaluation of Strategic Oplions...c. e nassssmesimass s mass T4
L L = o T T W75

11 Heview of Route Disparsal GUEIBIME ... et er et e s st s s mn s TG
11.1  Roule Dispersal Guidelines — T30 ... s e s s saas . TE
11.2 Previous Reviews of Roule Dispersal GUidelines .. ... e .78
11.3  Present Status of RDG Complanmon ..o eeseesmemisssmsss e s e s s 83
L - oo T T . B5

12 Hegional Air ConmEolivilly FUNE et s e smms s s mremme sms s smms s smms s mn s aeme s s a3
12,1  Rationale and DbBJective . s s s s s sase s s ans 833
12.2 Empirical Evidence and Past Proposals for an air connectivity fund ... 833
123 Objective of Regional and Remate Area Air Connectivity Fund (RACF)....c.ccane. . D6
L o T g LT S . D6
12.5 Key considerations and RequUirémMents ... imemess e s s s BT

13 Policias and Begulabory INHALES ..ot e emt e s me s mm b s s s se smms s ma s e nme s 108
131  Proposed Measures by the State GOVErNMENLS (.o masssmes s s s e 108
13.2 Proposed Measures by Central Government ... e e 113
133 Proposed Measures by the Regulatory AQENGIES .. .. e mans 116
134 Proposed Measures by Airports Authority of India.....ininennem. 118

Page 4 of 170 i@ 2013 Deloltte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Annexure 1 — Sludy Terms of Baferanmte . e eeeeeeeeeeeeenae 12
Annexure 2 — List of industry stakehalders with whom inferacthons weare held... .. 125
Annexure 3 — Exsting Policias |/ Bagulabioms . ...t e e e e e 126
Annexure 4 — Capacity Growih and Trafe Growth e eeeneen 120
Annexure 5 — Existing Cannactivity at bop 18 8imports et cmmn e smes mmn e eemne e S0
Annexure & — List of lowns/cities dentified basad on criteria of Population and Econamic potential 131
Annexure 7 — Additional list of fowns § cities idenfified based on Economic pofential ... 132
Annexure 8 — List of towns | cibies based on Tounsm potential e 133
Annexurg 3 — B G ol an G e e e enme e nmeenmeenmne e |
L == B e R R = I o I I 136
Annexure 11 — Universal Sarvice OBIgabon FUmt .. ...t s cmmms s sams s mmn s smmmne TR T

Annexura 12 — Mational Childran's Fumd ..ot eee s mmes s mes e emnemae 18T

Annexurg 13 — Mational Culbure FUmd .. e e e ee e 143
Annexure 14 — Summary of earlier Committee Heports on Regional Air Connechvity Fund ... 145
Annexure 15 -Ragional Connectivily Funds in odher CounbriEs e ee e 148
Annexure 16 - International praclices for promofion of regional air conmectivity ... 151
Annexure 17: Recommendations on Boute Dispersal Guidalines by Beporl an Air Connectivity ...... 154
Annexure 18: Crder for ADGE COmMPERMGE ... et st e e s mraam s smm s semsemmms ser smms s mn s e e meamnn 157

Annexure 19: Annual Charges al All-awned Airports . e eeeeeeeeeeeeeeo 158

Page 5of 170 i@ 2013 Deloltte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

List of Tables

Table 1: Struchure af the Bapor .. e e e emeeemeeeecenees |
Table 2: Compounded Annual Growth Bate for Passenmger Carmiad. .o 18
Table 3: Distribufion af Air Tratfic e eemeee e eeemeanees | 8
Table 4: Meftro and Minor Hub Sirpars im INdIE ...t e emes e e emn s 2

Table 5: Towns considared for Tourism Patential in the Rohit Nandan Committee Report ... 30
Table &2 Priority st of towns [ cities for promaoling regional air conmectivity™ ... 35
Table 7: Additional list of towns | cilies for pramating air connectivity based on Toursm Patenbial ... 37
Table & Approximate Costs per hour of operating e Gireraft ..o e 41

Table 9: Measuras adopied by state governments o promate regianal air services ... &0

Table 10: Suppaort Mechanism for demand related uncarainties — Intemational Examples ...............7T0
Table 171: Roules wnder Calegory .o eemeeameeameenmeenemeannes § D
Table 12: Monthly RDG Compliance published By DGO oo e &3
Table 13: ASKs proposed lo be deployed per weak (on an averaga) as Percentage of Category-|... &3
Table 14: Existing Connactivily — Gategory Il oot e e s e e e e s R
Table 15: Stralegic Oplions for Promoding Regonal Air Cannectvity e a7
Table 16: Indicativa Values for estimalion of fha size of fund... e 105
Table 17: Fund Hequirement Tor Each Y Sar e 106
Table 18: Typical Cast Comparnants 165 8m 8ir CAMTIBE ... eeee e mm e e senr e emssneeeenenee 110D
Table 19: Dedicated State Avialion S08MEY . e eemeeeneee s amesmmes smensmmssmmesmmnnmeamee 1 10
Table 20: Slakeholdars INeraola Wil e et e e e 125
Table 21: List of Policies / Regulabons studied in tha present study e 126
Table 22: Capacity Growth and Tralfic Gromii ..ot eem e s s aeemmssemnane 128
Table 23: Exishing connectivity at top 18 aifports e eeeeeeeeeeeeeeeeee 13D
Table 24: List of towns [ cities identified for promoting regional air connectivity based on criteria of
population, econamic polantial and lack of axisting connectivty ... 13
Table 25: Additional list of tawns [ cilies for promoting regional air connechvily based an Ecanamic
potential and lack of EXiSting ConmBolivi ..o e e sssss s s s sssssessssess ass nss s smssssssmnsssns 132
Table 26: List of fowns § cities for pramafing regional air connectivity based on critena of Tourism
potenfial and lack of Existing CommBelivity e e 133
Table 27 ASKM Deploymeant (9] af GalBOry | et e eeeremc s e seessmmms s smes s mmn s sammn e |
Table 28: VAT SAIEE TaE Om AT e et et et e s e ems s sme e enms e s e D]
Table 20: Besull 0 LESI0F ... e e e am s sems s mme s se s me e sms s smm s smteees sme e e e nmnennn 140
Table 30: Regional Connectivity Funds in Othar CaumbriEs e eemanne 148

Page & of 170 i@ 2013 Deloltte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

List of Exhibits

Exhibit 1: Growth af airline capacity deployment and passenger traffic in India...o.ooeeeen e

Exhibit 2: Daploymant of SEals 0n BOULBE .t ee e e et e s mn e
Exhibit 3: Air Connectivity Patterm across INEIE ...t e e e e
..26
..28
.30

Exmhibit 4: Factors driving regional air connaclivity retuiramenil.........o e
Exhibil 5: Nurmber of Distncts wilh different population Bands. .o
Exhibal &: Nurmber of Districts with different GODOP levels e
Exhibit 7: Candidate towns / cilies far promoling air conmectivity ..o

Exhibit &: Candidate towns ¢ cities far promofing air connectivity based on population & economic

L= S
Exhibil 9: Aircrall Deployment over Regonal Boulas e

Exzhibil 10: Break-up of direct operating costs for a typical route e

Exhibil 11: Mature of awnership of existing airport infrastructure in idantibad fowns [ eities ...
Ezhibil 12: Slatus of exisling airport infrasiructure in identified fowns fcities .
Exhibit 13: Revenue and Cost structure for a typical regional airport in India ..eeeeeee e
Exhibil 14: Measures for promoting air conmeelivily e

Exzhibil 15: Broad frameawark of possible support mechanisms for improvament in air connechvity ..

Ezhibil 16: Indicalive process for consideration of propasals fo the Fund.
Exhibit 17: ASKM Deploymeant on Catagory I Bowtas ..o e

21
21

Page T of 170 i@ 2013 Deloltte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

1

Summary of Recommended Actions

Regional Air Connectivity — Provision of Air Transport Services to under-served

- and un-served markets (towns ¢ cities) with polential, providing connectivity both

within a Region as well as between Regions.

DGCA has identified 5 regions as part of Civil Awiation Requirement (CAR) laying
down Minimum Reguirements for Grant of Permit to operate Schaduled Regional Air
Transport Service as North, South, East, West and North-East coinciding with Flight
Information Regions (FIAs). It is recommenced that such already identified regional
boundaries be continued with.

Remote Area Air Connectivity — Provision of Air Transport Services to areas not

- adequately connected through surface transportation = including parts of the country

with difficult terrain (hilly), separated by large water bodies (islands) and areas with
security (including Left Wing Extremists related) concemns. to enable reliable
transpaortation to the rest of the country.

It iz recommendad to develop a mechanism, based on relevant parameters, to
identify towns which are suitable for promotion of regional and remote area air
connectivity. The parameters should ideally reflect such properties/profile of towns,
which merit their consideration for connectivity or indicate a certain need of the area
that can most suitably be met by air connectivity.

. The following parameters are suggested for consideration (and categorized below)

for identification of towns for promoting regional / remote area air connectivity:
a. Population of the town / city signifying a market / base for travellers, or
b. Tourism potential of the town / city signifying a market / demand, and

c. Level of economic activity signifying the inherent potential of the town | city to
be able to afford / sustain the requirement over time, and

d. Reguirement to connect remote areas.

. The above would represent a superset of towns / cities where air connectivity could

be possibly considered for promotion. Howewver, in view of the reguirement to focus
initially at a smaller =cale and then progressively consider more towns /[ cities for
promoting air connectivity, a mechanism would be required to prioritise towns / cities.
Twa such factors for prioritising could partain to:

a. Towns and cities with more than 1 factor driving air connectivity requirement;
and

b. Towns and cities which are not connected by air transport services - neither
directly nor indirectly.

In this context, the study has considered adequate access to an airport with
adequate connectivity in terms of less than 3 hours driving time or 150 km distance to
any identified major and minor hub airports (have at least 14 flights a week). Since
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trawvel time through surface transport may vary depending upon the condition of the
surface transport infrastructure, towns / cities which cannot access such airports on
account of specific issues with surface transport facilities can be included.

5. Also, in the first instance, towns / cities satisfying both the parameters of Population
and Economic Potential could be prioritised for promotion of air connectivity.

6. ldentification of towns for promoting air connectivity should not be a one-time
exercise and a periodic review should be undertaken once in at least every three [3)
years so that experiences with policy initiatives and new developments can be
factored.

1. Existing Category |l rotes and attendant requirement to provide services on such
routes under ‘Route Dispersal Guidelines” may be considered for discontinuing with
immediate effect.

2. Category Il and 1lI-A routes provide conneclivity to remote areas. "Route Dispersal
Guidelines’ requirements for such routes may be continued on account of social
obligations and naticnal cohesion pricrities for a transition period of 2 years.

a. The importance of such Guidelines for this category of routes along with
operational experience of the market-based mechanism is recommended to
be reviewed after 2 years and a decision taken on discontinuing requirements
to provide services on these routes by Aidines.

b. Director General of Civil Aviation to notify that for rendering the prescribed
minimum service on routes in Category |l and IlI-A. an operator may at his
option provide the service with aircraft in any other operator's fleet on
mutually agreed terms (market based capacity trading) including through
operators with permit to operate Scheduled Regional Air Transport Service.

1. RACF to promote both regional as well as remote area air connectivity.

2. RACF should be a non-lapsable fund to be created for a perod of at least 10 years in
the first instance.

3d. Fund to provide Direct or Indirect financial support to air transport service providers
for operations on unviable routes:

a. onthe basis of a transparent competitive bidding process. and
b. for a fixed period of time specified upfront.

4. RACF should have a strong legal and institutional framework with a sustainable and
credible source of financing for the fund.

Institutional Framework of RACF

1. The fund should be set up as a separate institution with a provision to be temporarily
create under an existing institution to ensure that the whole objective is not delayed
substantially.
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Implementation Mechanism of the RACF
1. Key Stakeholders include:

.

An Approval Committee with mandate to grant final approval for sanction of
funds for evaluated proposals, allocate funds and award contracts
subsequent to transparent bidding process. The Minister of Civil Aviation
could be designated as the Chairperson of the Approval Committee with other
members including the Director General of Civil Aviation, Chairman AAl etc.

An Evaluation Cell to function as the secretanat for the Approval Committee.
The cell could have the mandate to evaluate proposals for air connactivity,
implement awarded proposals and monitor & audit allocated funds.
=ecratary, MoCA could be designated as Chairperson of the Evaluation Cell
with other officials including representatives from DGCA, BCAS and AAl and
supported by independent professional experis with background in  air
transport services.

2. Funding Sources for RACF:

a.

b.

FPrimary funding sources

= Budgetary resources from the Government on a year to year basis linked
with likely demand for disbursements during the year; and / or

= Levying a fixed passenger charge / cess on each departing domestic
passenger in the country.

Supplementary funding sources

= Houte specific support from the State Govemment, local industry
associations efc.

= HRevenue Share / Premium obtained from existing/ future airport
infrastructure privatizations undertaken by the Ministry of Civil Aviation.

3. Ministry of Civil Aviation to issue guidelines for operation of the RACF. The
Guidelines should cover:

a.

b.

Detailing of formats for submission of proposals, and criteria for eligibility, of
funding through the RACF.

Criteria for prioritization of proposals for funding through the RACF.

Identification of key provisions in the agreement to be signed with the airines
such as minimum connection requirements, penalty mechanisms, contribution
from the State Governments, tenure of the subsidy efc.

4. The indicative process of consideration of Proposals by the Fund is presented in the
diagram below
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Regianal amd Rensole Area Conmaclivity

Fumd [RACF)

Evaluation Regait

" In-Princhple Approval

Romte ' Meqwnrk
1' wpasal Coivession Agrocment
winh Wisaseg Hidder
Subssly Suppaort
SateGowernment | e -

Central Government Actions

1. Reclassification of ATF as Declared Good to cover Aviation Turbine Fuel sold to an
aircraft with a maximum take-off mass of less than forty thousand kilograms operated
by non-scheduled air transport service providers (except for Business Jets) in
addition to its present coverage of scheduled operations

2. ATF be brought under Petroleum and Matural Gas Hegulatory Board, India

3. Itis understood that the Fuel Throughput Gharges are levied by the Airport Operators
on the Qi Marketing Companies at the airports and this charge is passed on to the
airlines by the Oi Marketing Companies. MoCA may consider exemption from the
levy of such Fuel Throughput Charges at regional airports to benefit the aidines.

4. Consider encouraging / incentivizing development of 3rd Party MRO firms within
India. Helaxation in Service Tax on labour charges (on the labour used by MRO
firms) and in VAT on imported spares (required for replacement of parts of aircrafts)
to be considered.

5. In order to bring down the cost of acguisition of aircraft, Withholding Tax on lease of
Ajrcrafts — especially in respect of aircraft with a maximum take-off mass of less than
forty thousand kilogram. to be rationalized.

State Government Actions

1. State Gowvernments should form a dedicated agency for facilitation of civil aviation
matters in the State

2. In view of the key role of State Governments in promoting regional air connectivity,
the State Governments may be encouraged to provide support to regional / remote
air transport services in terms of following measures:

a. Reduction of VAT on Aviation Turbine Fuel sold to an aircraft with a maximum

take-off mass of less than forty thousand kilograms operated by non-
scheduled air transport service providers (except for Business Jets) (in
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additional to the present provision with respect to scheduled air transport
sandice providers).

b. Underarite Seats on new routes between towns identified for promotion of
regional / remote connactivity.

3. In order to support operation / creation of airport infrastructure in towns identified for
promotion of regional / remote connectivity, the State Governments may be
encouraged to provide support in terms of following measures:

a. State Governments to bear cost of provision of security by CISF or take over
provision of security by State Police in compliance with requirements
specified by Bureau of Civil Aviation Security.

b. Provision of land and extension of roads (access infrastructure) and utilities
(power and water connections) for development of low-cost airports.

¢. Reduction of Property Tax rate.

d. At airports with limited aircraft operations, Rescue and Fire Fighting services
could be provided by the State Government provided that the senvices and
vehicles comply with applicable sections of DGCA  Civil Aviation
Regquiremeants.

1. Relaxation of clauses in the Civil Aviation Requirement, Section 3 Air Transport,
Series 'C' Part VI, which lays down the Minimum Requirements for Grant of Permit
to Operate Scheduled Regional Air Transport Service. The clauses where specific
relaxation is sought by the industry are presented balow:

a. Clause 3.2.3 pertaining to the maximum certified takeoff mass of more than
5.700 kg for aircraft to be reviewed for revising it to a lower value of maximum
certified takeoff mass

b. Clause 3.2.1 which prescribes that the applicant will be permitted to operate
with one aircraft to facilitate the start of operations and shall acquire a fleet of
minimum three aircraft within a period of two years and minimum five aircrafts
at the end of five yvears 1o be reviewed. It is recommended to confinue
minimum five aircrafts to be acguired by the end of five years while waving off
the reguirement to acquire three aircrafts within a period of teo years.

c. Definition of "Scheduled Regional Air Transport Service™ should be reviewed
to remove the restriction on the operation of a Scheduled Regional Air
Transport Service to a designated region. Scheduled Regional Airlines should
be permitted operation to other regions except to the metro airports of other

regions.
d. Scheduled Regional Airlines should be permitted to trade-off their Available

=eal Kilometer (ASKM) on Category |l and 1A routes with Scheduled Airlines
(presently not permitted as per Note 3 in Clause 2).

2. MoCA in consultation with Bureau of Civil Aviation Security in India (BCAS) should
consider reviewing the requirement for round-the-clock security service for small and
low-activity airports in order to reduce the operating expenses of such smaller
airports.
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3. MoCA in consultation with the DGCA may consider relaxing the requirement (as

provided in Rule 38B of The Aircrafts Rule 1937} to have cne cabin crew for an
aircraft having a seating capacity of not less than 10 and not more than 50
passengers. The same rule provides a helicopter having a seating capacity of not
less than 20 and not more than 50 passengers to have one cabin crew. Similar
requirement (fo have one cabin crew for a seating capacity of not less than 20 and
not more than 50 passengers) should be specified for fixed wing aircraft.

In case the restriction on Scheduled Regional Air Transport Service o operate to
only one region is not considered to be removed, code-sharing should be allowed
between Scheduled Regional Airlines as well az Scheduled Aidines, as code-sharing
will allow the airlines to leverage each-other's network and marketing strengths

Meed to provide more clarity on certain regulations in terms of compliance !/
mandatory requirements. For example, Clause 5.4 of Civil Aviation Reguirement,
Section 3 Air Transport, Series "G Part VIl mentions that “For the impont of
unpressunised aircraft, the decision will be taken on a case-to-case basis depending
ot 8 complafe examination of the recards and, if required, inspection of the aircraft
baing procured. Howewver, DGCA would normally not allow import of more than 20
vears old aircralt”. The Airlines under such cases are not sure of whether the aircraft
intended by them to be acquired and imported in India will be cleared for import or
not. It s recommended that the clauses should clearly indicate whether an aircraft
with certain age will be allowed for import or not. Similar clarty would be desirable on
other such cases.

. AAl being the Key provider of airport infrastructure in towns reguiring regional /
remote air connactivity, the following actions could be considerad:

a. Exemption for aircrafts with a maximum take-off mass of less than forty
thousand kilograms (small’ regional} from payment of Route Mavigation &
Facilities Charges (RMFC) and Terminal Mavigation & Landing Charges
(TMLC) for a period of 5 years

b. Exemption for private regional airports from payment of Air Navigation
=ervices (ANS) cost recovery charges for a period of 5 years.

i. RNFC and TMLC Charges to be computed for Aal at a ‘system-level’
i.e. taken across all airports and traffic handled at such airports

c. Slots to be provided for flights on Remote and Regional air connectivity routes

d. Waiving Landing and Parking charges for aircrafts with a maximum take-off
mass of less than forty thousand kilograms being operated for non-scheduled
air transport services (except for Business Jetz) for a period of 5 years

i. Charges at Major Airports are determined by the Airponts Economic
Regulatory Authority of India. Discussion / Policy Guidelines may be
required for extending similar exemptions at such ainports.

. Flexibility to regicnal operators to choose from senvices such as CUTE f GHS
f. Evolve benchmark for construction of low-cost aimports

g. Preparation of plan to rehabilitate / create infrastructure in key towns for
promotion of air connectivity
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2 Coverage of the Study

The Ministry of Civil Aviation (hereinafter referred to as MoCA) decided to conduct a
study to examine the issue of regional air connectivity and the steps required for
promoting such connectivity. Deloitte Touche Tohmatsu India Private Limited
(DTTIPL) was appointed to undertake the study on "Promotion of Regional and
Remote Area Air Connectivity in India”.

The Terms of Reference for the study specified by MoC# are presented at Annexure
1 = Study Terms of Reference.

DTTIPL reported progress on the study through interim reports. Subsequently,
presentations were made to the Ministry of Civil Aviation on 16" January 2013 and
g" February 2013, Based on the discussions, and ocbservations provided, this Final
Report presents the study and the key recommended actions for promoting regional
and remote area air connactivity in India.

In view of the inter-linkages of various issues studied, and to present the same in a
logical sequence. this Final Report has been structured as presented in the following
table.

I Tahble 1: Structure of the Report

Coverage
Swmmary of HAecommended Key recommendsfions for formadation of & policy

Section

Actons

framework have bean summarized in this Seclion

Cowerage of the Shudy

Inbrosduction b the Study &nd the key aregs covered

Regional end Remote Areas

Defines the terms Regional Air Connectivity and
Remate Ares Alr Conneclivity for the Study

Presents the existing stwcbere and nature of air
transpart serdices in India

Existing Status ol Air
Connectivity
Imparative  of Reglonal  &ir
Connectivity

Discusses the vanous bensdits and reasons 1o focus
on regianal sir connectvity

Farameters for selection of
iowns for promeding Regional

Presentz the perameters for identification and
prioritization of iowns for promating air connaclivity

Alr Connectivity

Alrgraft  Sizes  and  Alpont Rewiews the availability of aviation infrastructure in
Irfragtruchus thie identified towns / cilies

lssues Impecting Regional Air Rewiews fesctors constrainng growih of regional air
Connectivity connectvity

interngtional  Experiences  in Presents mechanisms employed in other countries
Promotng Regional Air  for promoton of air connectivity to selectied regions
Connectivity

Efrategee Optons far Promating
Regional and Remaola Area Air
Connectivity

Key aptions for promotion of regianal alr caonneclivity
are discusged

Rewew of Route Dispersal
Giashcioline

Reviews Rowte Dispersal Guidelines
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Table 1: Structure of the Report

Coverage

Regional Air Conmectivity Fund Provides recommended policy  framewark  for
operglionalizing & dediceted fund for promaotion of
regional and remate area ar conmectivity in India

Policy and Reguiatory Initigtives  Ancillary  palicy mechenisms/recommendations  are
presented to complemsnt operationalization of the
Regional Air Connectivity Fund

Section
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3 Regional & Remote Areas

Review of international practices and experiences indicates that there is no standard
definition of regional air connactivity.

A maotion presented for European Parliament resolution on the future of regional
airports and air services in the EU acknowledged the lack of such a definition and
stated that “._.... whereas there is currently no wniversally accepted definition for the
term ‘regional airport’. ... ... and whereas fhe Commission is urged fo saf common
criteria in order to faciitate a proper definition of ‘regional airport’ ........ wheraas,
however, regional air senice' showld be defined as a fight departing from anadior
landing at a regional airpor;......." .

A note for the House of Commons in UK also noted that “... The term regional ainort
is not a statufory or legisiative onae, although it is very widely used in writings about
UK airports. " and refers to an eadier categorization of ainporns in UK, which defined
regional airports as those, “which provide a network of short-haw scheduled
international services, a significant range of charter services and domestic sernices
including links with gateway airports.”

Further there is no clear definition for “remoteness”. Intemational Transport Forum in
itz discussion paper on “Air Transport Services in Remote Regions™ mecognizes this
and states that “...There is no unambiguous definifion of “remoteness”™..... There is
limited research within the area of air fransport in remote regions. .. 7.

The terms regional air connectivity and remote area air connactivity have accordingly
been defined by various countries in their specific contexts. For example, in Canada,
regional airport i defined as "...those airports that handle scheduled passenger
traffic but are aulside the critera for the Natiohal Airports System (NAS)..." and the
MAS includes “airports in al national, provincial and ferriforial capifals, as wall as

airports with annual fraffic of 200,000 passengers of mora”.

As regards the definiion for Hemote Airports, Government of Canada defines
Remote Airporis as, "Airports are considered fo be remote if air transportafion is the
aonly refiable vear round mode of transportation available fo the community it serves.”™

In the United States, “wnderserved air fransportation marke! means passenger air
transportation markaf (as defined by the Secrefary) that (A) is served (as defarmined
by the Secretary) by a non-hub airport or a small hub airport; (B) is mot within a 40-
mile radius of an airport that each year has at lpast .25 parcent of the tofal annual
boardings in the United Stafes”.

In the Indian context, the DGCA has identified regions as part of its Civil Aviation
Reguirements (CAR), Section 3 Air Transport, Series 'C' Part VI, which lays down
the Minimum Requirements for Grant of Permit to operate Scheduled Regional Air
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Transport Service. Under this CAR, Regions are identified as Morth, South, West,
East’ Morth-East coinciding with the Flight Information Regions (FIRs) and the
airports in a particular region are as defined by the Airports Authonty of India (AAl)
for the respective regions.

The imperatives of promoting and ensuring Regional Air Connectivity discussed in
zection 5, clearly bring out that one of the key objectives could be to provide required
fillip to economic development of various parts of the country through reliable and
efficient transportation through air transpart services.

In this context, Hegional Air Connectivity, for the purpose of this study. is being
defined as:

“Provision of air transport services to under-served and un-served markels (towns /
ities) with pofential, providing connectivity both within a Region as well as betwean

In the Indiam context, remote areas can be considered as parts of the country that
cannot be connected reliably = either in terms of guality or time reguired for
transpaortation. through surface transport on account of factors like terrain, contiguity
of land mass as well as security issues.

While supporting economic development of such parts of the country would still be an
imperative, Remote Area Air Connectivity would also have a crifical imperative of
ensuring and maintaining social cohesion between various parts of the country.

This would be especially true considering that gecgraphical dimensions of India are
guch that travel from one part to the other through surface modes could take
substantial time {(more than a day at times) and impact movement and inter-linkages
between different parts of the country and local populace for economic activity as
wietll as social interactions.

For the purpose of this study, Remote Area Air Connectivity is being defined as:

“Provision of air transport ssmicsstnmsmtadsquﬂafymm&mdﬂlmwh|
surface transporiation - including parts of the country with difficult terrain (hilly),
separated by large water bodies (islands) and areas with security (including Left
Wing Extremisis related) concerns, rﬂMEmﬁaﬁatmmpmwmmﬂmstwm‘
country.”

Under this study. the smallest unit of land mass for providing connectivity has been
considered as town / city due to such units reflecting a certain level of spatially-bound
congregation of people and concentrated occurrence of economic activity as well as
availability of information for the purpose of analysis under the study.

The following Section presents the nature of air connectivity exsisting in the country as
well as basis for categorization of towns / cities in terms of being ‘well-served’,
‘under-served’ and 'un-gerved’ by air connactivity.
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4

4.1

Existing Status of Air Connectivity in
India

Growth In Air Traffic

Indian aviation sector has seen remarkable changes in the last two decades. Various
policy measures in late 30s such as repeal of Air Corporation Act, Open Skies Policy
& Foreign Direct Investment promaotion in aviation and airport infrastructure allowed
the flow of private investments in aviation in the form of the emergence and active
participation of new airlines. Other factors such as economic growth and influx of
foreign tourists also supported the aviation industry by keeping the demand buoyant.

Owing to these factors, the capacity deployed by various airlines over a number of
routes (measured in Available Seat Kilometers (ASKMs)) as well as passenger traffic

carried over such routes (measured in terms of Revenue Passenger Kilometers
(RPKMs)) have grown at an impressive rate as depicted by the chart balow:-

Exhibit 1: Growth of airline capacity deployment and passenger tratfic in India’

Capacity and Traffic Growth in India

ABD -

20000
1O -+

I II IV ITIIIIIT IV

——ASKM | Milliors)  —B—RPm {Milion)

The Indian aviation industry following the trend emerging in western countries and
the Low Cost Carrier (LCC) model gained prominence in India after 2003. Entry of
LCCs was an inflexion point for the industry as an alneady growing market expanded
at a much faster rate, as depicted by the table below”.

I Table 2: Compounded Annual Growth Rate for Passenger Carried

W Time Ferlod ASK Fassendger Numbers
M 1993-54 to 2003-04 B.7% 4.7%
BN 2004-05 to 2011-12 16.0% 17 4%

' Data provided as part of Annexure 4 — Capacily Growth and Traffic Grawth
® Based on data available at DGCA website
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4.2

While, the capacity deployment over a 10-year period starting 1993-94, increased at
more than 8% per annum, the passenger traffic increased at less than 5% per
annum. Howeaver, with the emergence of LCCs after 2003-04, over the period 2004-
05 to 2011-12, passenger traffic grew at over 17% per annum - faster than even the
growth rate in capacity deployment.

Mature of the Connectivity

Passenger Traffic Distribution

As per AAl data, total Domestic air passengers in the year 2011-12 were 121.5
million. Of these, the top 6 busiest airports in India -~ Delhi, Mumbai, Chennai,
Bangalore. Kolkata and Hyderabad accounted for nearly B0 million passengers
(~B7% of total domestic passengers) and the remaining 69 airports accounted for the
rest 40 million passengers (~33% of total domestic). If the next 12 busiest airports
after the 6 metro airports are also excluded. the remaining 57 airports accounted for
less than 14% of total domestic traffic.

I Table 3: Distribution of Alr Traffic
'pE u Total Passenger Tratfic Total Alrcraft Mowement
n Top 6 Airports (Melra) ~B7% ~B3%
Top 18 Airparts -86% =BO%:

Bazed on the latest 2011 Census, India has a total of 4041 Statutory Towns. An
analysis of the data available with DGCA indicates that presently 75 towns out of
these have airports with scheduled air connectivity.

Also, presently one airline provides Scheduled Regional Air Transport Services vis-a-
vis six that provide Scheduled Air Transport Service at a national level.

The above trends indicate that air connectivity is presently concentrated at select
airports / centres in the country.

Capacity Deployment

Existing winter schedule of scheduled carriers in India, as available on the website of
DGCA, was analysed to study the distribution of seat capacity over various parts of
the country categorized as Metro, Tier-2 and Tier-3 towns [ cities.

While, in common parlance cities are classified as Tier-1, Tier-2 and Tier-3, no
standard definition of such fiers could be ascertained from any Government of India
source”. For the purpose of the study and in the context of air connectivity in India,
the below mentioned classification has been used for further analysis. This

? A somewhat similar classification followed by Government of India, pertains to classification of cities
in groups named as X, Y and Z. This classification is as per the Sixth Pay Commission which
distinguishes cibes on the basis of House Rantal Allowances as a percentage of income and divides
the towns in fhree calegorias viz. X constituling & meatros, Y with 54 cbies and £ covering resi of 1he
fowns. There hawve been olhar research! reports by various independent agencies which use their own
definifion of tiers based on a specilic confexl. For example, ona such report categorizes the country
basad an population wiz. Tier 1 with papulation mare than four milion, Tier 2 with populabion batwsan
ana millien to four million and Tier 3 cowaring ihe rast.
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classification is based on the degree of air connectivity with reference to data from
the winter schedule.

#  Bix Metro Airport 'Hubsg' or Metro !/ Tier-1 cities
#  Tweblie Minor Airport ‘Hubs' or Tier 2 cities
= Hest of the country or Tier 3 cities

The degree of air connectivity has been reviewed in terms of number of destinations
connected through air transport services from an airport in the city as well as the
number of departing seats produced by airines from that ainport (with a minimum of
20.000 seats). Based on this classification, six metro and twelve minor "hub” airports
have been identified in the country as listed in the following table".

Table 4: Meiro and Minor Hub Airports in India
L Metre Hub Alrporis Minar Hub Alrports

Dealhi Pune
(o, | Mumbai Guwahati
5. || Kaolkata Ahmedabad
4. || Hyderabad Cochin
m Bangalora Magpur
(5 | Chennai Jaipur
Bhubanaswar
(8 | Indiare
(8. || Goa
m Coimbafore
Luckriow
ﬂ Srinagar

On analysing the Winter Schedule for airlines, filed with the DGCA for 2012-13, the
presently concentrated nature of air connectivity at select airports / centres in the
country is reinforced.

The chart below represents the seat deployment for scheduled airline operations on
routes connecting Metros, Tier-2 and Tier-3 towns. While nearly 93% of the total seat
deployment by scheduled airine operators is over routes between Metro and other
towns / cities, seat deployment by these operators over routes connecting Tier-2 and
Tier-3 towns / cities is only around 7%.

! Details provided in Annexure 5 — Existing Conneclivity at top 18 airporis
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Exhikit 2: Deployment of Seats on Routes

Seats Deployment on Routes

- Metro
- Tier 2
- Tier 3
- Tier 3

4.2.3 Spatial Air Connectivity Pattern

The spatial distribution ! location of metro and minor hub airports is depicted on the
following map of India. On the map, the circles in red denote metro airports {and their
immediate catchment areas) that are connacted to maore than 20 other airports in the
country and the circles in blue indicate minor airports (and their immediate catchment
areas) that are connected to at least more than 6 other airports in the country.

Exhibit 3: Air Connectivity Pattern across India

With reference to the above mentioned classification of towns / cities for the purpose
of this study and the nature / pattern of air connectivity across the country, towns /
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cities can be considered to be ‘well-served, ‘under-served’ and ‘un-serced’

depending upon the number of other towns / cities directly connected by air transport
services from the town / city or the number of seats deployed on such routes by
scheduled airlines.

«  Well-servad Town / City: A town / city which has direct air connectivity with 2
or more towns / cities in the country or with a seat deployment, by scheduled
airlines, on routes connecting such town / city of more than 20.000 seats per
wenek.

» Lnder-served Town / City: A town / city which has less than 14 flights per
waek by scheduled airlines.

+ Ln-served Town / City: A town / city with no scheduled flights.
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5 Imperative of Regional Air Connectivity

Transportation services are a crucial element for the growth of a developing economy
and an evolving society. A well developed and extensive network of transportation
system allows for linkages between different parts of the country creating corridors
for the flow of tangible benefits such as goods and services and intangible benefits
such as culture, information and social interactions and cohesion.

Air fransportation serves these objectives as well as creates additional value in terms
of the advantages that it offers over surface transportation — essentially in terms of
reduction of travel time, enhanced comfort as well as associated ability to channel
savings in travel time to more productive uses.

As discussed in the earlier sections, air transportation has exhibited substantial
growth in terms of volumes but the same has been largely concentrated on certain
types of routes. This has implied that parts of the country are devoid of market
genarated supply of air services.

For the country, air connectivity to under-sernved and un-served regicns could provide
impetus to economic development / growth of such regions and contribute to a more
uniform and equitable growth in economic activity across the country.

While a high level of air transportation services reflects general economic prosperity
and growth of a region in terms of the higher (disposable) income levels and a level
of economic activity which creates a demand for such services, it has also been
indicated by studies that air connectivity also contributes to economic growth.

For instance, as per an International Civil Aviation Organisation {ICAQ) study. the
output multiplier and employment multiplier of aviation is 3.25 and 6.10 respectively.
This implies that every 100 Rupees spent on air fransport confribute to 325 Rupees
worth of benefits, and every 100 direct jobs in air fransport result in 610 jobs in the
economy as a whole. In fact, the study atiributes owver 4.5% of the global Gross
Domestic Product (GDP) to civil air ‘tFﬂI‘tEFIﬂI‘tS-

These economic benefits from air connectivity can be seen fo be a result of a
multiplier effect in terms of the following:-

a. Direct Effect — This pertaing to the employment generated by airline and airport
operations, aircraft maintenance, air traffic management and activities that
directly serve the passengers such as baggage handling and ground-handling
services.

b. Indirect Effect = These benefits arise from the supply chain that i necessitated
by airline operation in a region. This includes presence and economic activity of
air fuel suppliers, construction companies for airport construction, inter-modal

* Source: “Ecenomic benelfits of civil aviation: ripples of prosperilty” by ICAD
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transport services such as taxis and buses from airports, goods sold in airport
retail outlets, efc.

c. Induced Effect — These benefits accrue from spending of people employed by

airlines and airports. through indirect and direct effect. and impacts generated
thereof are referred to as induced effect.

d. Catalytic Effect — The contribution of air connectivity to economics of other
industries. in terms of the ability to more efficiently channel factors of production
(labor) and mowve / make available products (to the market / leisure or tourizm
sarvices within the market), is charactenzed as catalytic or spin-off effect. It is this
effect which creates significant additional value to the economy of a region over
and above the investments required for establishing air connectivity to a fown /
city / region. The most prominent example of catalytic effect is the impact that is
witnessed by the local hospitality industry due to higher inflow of tourists.

The aggregate effect of these impacts generates the additional economic benefits
reported fram air connectivity [ aviation activity.

As the Indian economy grows, consumplion-led growth in populated metros is
expected to spill over to hinterland areas. This is also expected to be on account of
factors of production (land. labor, etc.) becoming costlier in the densely populated
metro cities. In this scenario, it iz imperative that reguired impetus be provided to the
economic growth of such towns [/ cities, for instance through promotion of air
conneciivity.

Moreover, with a threshold population base as well as economic activity in some of
these towns / cities. the environment required for strong multiplier effect is already
present. The next Section of the Report reviews these parameters and their
importance for selection of towns for promoting such connectivity.

As one of the examples of multiplier effects of air connectivity, it can also spur growth
in production and trade of certain commodities like perishable goods = fruits, flowers,
etc. Growth in production and trade of such commodities is based on comparative
advantage in the market in terms of prices and quality. Air connectivity, can
potentially provide such comparative advantage creating scope for focusing on trade
in such produce in certain parts of the country.

For instance, this iz most apparent in the frade emanating from Africa to European
nations, particularly UK. As African nations are situated in the tropical zone, thay
have a comparative advantage for production of perishables. Air connectivity allows
this advantage to be realized as the produce can be transported effectively. As per
one estimate, arcund 1.5 million livelihcods depend on the trade between Africa and
UK alona®. Movement of pershable cargo can provide similar (if not equivalent)
advantage to producers in different parts of India.

® Source: “Aviation: Benefits Beyond Borders™, March 2012 by Air Transport Aclion Group
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India’s transformation from an agrarian economy to an urbanized one is an inevitable
consequence of GDP growth led by service sector and saturation of agricultural
productivity.

Air connectivity can ensure integration of such urbanising areas with the rest of the
country and national economy. Development of appropriate connectivity between
robust urban agglomerations could check the influx of migrants to large metro and
provide for more balance regional development.

Another purpose that regional air connectivity serves most efficiently is time-effective
movement of people between regions separated by large distances, difficult terrains
or other factors (including areas with security concems like the Left Wing Extremists
related).

Easy movement of masses between regions promotes social cohesion. This aspect
iz keenly focused on in various parizs of the world. For instance, Alaska which is
separated from mainland United States of America (USA) is provided sufficient
connectivity throughout the year through various measures. This allows for the
indigenous people of the region to feel camaraderie with the rest of the nation. In
Australia as well, where towns are separated by large distances / deserts, aviation
serves a crucial purpose for assimilation of the nation, and is supported by certain
measuras. Brazil, which has a vast land area and large swaths of forests, also looks
at air transportation as a means of connecting certain areas.

In India, with its geographical spread interspersed with deserts, seas, forests and
hilly terrain, regional and remote area air connectivity can play a crucial role in this
context. Establishing or relying on railway / road networks for connecting such parts
of the country may not be time-effective or even viable (technically ! financially].

Alzo, while railway and road networks may be viable connectivity options to other
parts of the country (not impacted by issues of terrain, security, etc.). air connectivity
provides a key advantage in terms of time saving.
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6

6.1

Parameters for selection of towns for
promoting Regional Air Connectivity

Prior to being able to consider measures for promoting regional air connectivity, it
would be important to identify parameters that can be used for selection of towns /
cities for promoting such connectivity.

Drivers for Air Connectivity

The primary requirements for travel in India in general, as well as air travel in
particular, are understood to be social obligations, business reguirements and
tourism. The extent of air travel itself is impacted by the distances reguired to be
travelled and associated modal options / time requirements, ability to pay vis-a-vis
the relatives fares for other modes of transport, nature of travel requirements
(business / social f tourism), efc.

Broadly put, the key factors contributing to potential demand / requirement for air
trawvel from a town / city would pertain to (1) population of the town [ city signifying a
market / base for travellers, or (2) tourism potential of the town [ city signifying a
market / demand, and (3) the level of economic activity signifying the inherent
potential of the town / city to be able to afford / sustain the requirement over time,
and (4) requirement to connact remota areas.

While the first 3 factors drive potential demand / requirement for ‘regional air
connectivity’, the fourth pertains to ‘'remote area connactivity'.

The following sub-sections discuss first the regional air connectivity drivers and basis
for prioritising towns / cities so identified for initially promoting air connectivity and
then the mechanism for identifying remote areas for providing air connectivity.

Exhibit 4: Factars driving regional air connectivity requirement
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The abowve would represent a superset of towns [ ciies where regional air
connectivity could be possibly considerad for promotion. Howewer, in view of the
requirement to focus initially at a smaller scale and then progressively consider more
towns [ cities for promoting air connectivity, a mechanism would be required to
pricritise such towns / cities.

Twa such factors for prioritising could partain to:
1. Towns and cities with more than 1 factor driving air connectivity reguirement; and

2. Towns and cities which are not connected by air transport services — neither
directly nor indirectly.

Accordingly, from the superset of eligible towns and cities, certain towns / cities could
be identified where promotion of regional air connectivity could be prioritised.

These factors are discussed in further detail in the sub-sections balow.

As mentioned earlier, population of a town / city signifies a market / base for air
connectivity. From a policy perspective, promaotion of air connactivity to towns [/ cities
with a certain threshold population would mean supporting and contributing to
economic growth of a town [/ city that would potentially impact a larger number of
people. Further, the potential economic growth of such towns / cities can make
growth more equitable across the country.

As mentioned earlier, the output and employment multipliers of aviation are 3.25 and
6.10, mspen:tivel:.r?. As multiplier effects also work through higher consumption and
spending propensity of the economic actors, population of a town / city being beyond
a certain threshold, provides an appropriate environment for witnessing the benefits
of air connectivity. A town / city with a cerain threshold population would have
networks of inter-dependence among inhabitants such that demand originating in cne
sub-zection would be fransmitted much more easily across the network to other
inhabitantz and beyond the region as well.

For the purpose of the study, the latest population figures as per 2011 Census were
used. Based on the same, India has a total of 4041 Statutory Towns. These towns
are further categorized as Class | Towns, having population more than 1 Lakhs. As
per Census of India 2011, there are 468 such towns.

These towns (Class-l) are further classified as:

« towns having population greater than 10 Lakhs (53 in number),

» towns having population between 3 and 10 lakhs (46 in number),

» towns having population between 2 and 5 lakhs (129 in number) and

» towns having population more than 2 Lakhs (230 in number).

" Ecanomic Contribution af Civil Swialion, 1CA0
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6.3

It was observed that towns with population of more than 1,000,000 already possess
high connectivity and have witnessed high economic growth rates.

Further, the towns in the lower population bands are being considered as the new
growth centres in the country. As per one estimate, towns with population of 0.5
million and above would be the ones which would be able to absorb large population
growth rates in the future.®

From a policy perspective, towns / cities with population in the band of 2 lakhs and
above (top 50 percentile) would be ideal candidates for promoting air connectivity so
that such connectivity could contribute to the economic growth of such towns / cities.

On account of better availability of information pertaining to economic activity (factor
dizcussed in the next Sub-Section) at the district level {in terms of Gross District
Domestic Product - GODOP) than at the town level, for the purpose of further analysis,
towns with population of more than 2 lakhs have been mapped to their respective
districts. Some districts have more than 1 town with population more than 2 lakhs.
The total number of districts in the country with towns having population
corresponding to the identified threshold (more than 2 lakhs) is 189.

Exhibit 5: Number of Disiricts with different population bands

Population of more Population af more Population of more
rizn 1,000,000 tham 500,000 thar 200,000

Economic Potential

As per Boeing's long-term assessment of aviation market, as illustrated in Current
Market Outlook 2021-2031", economic growth rate is the best explanatory variable
for air transport demand and around 60-B0% of air transport demand is attributed to
economic growth. Further, the report also states that air travel revenues consistently
average about 1% of GDP in countries around the world, regardless of the size of the

national economy.

B India’s Urban Awakening: Building Inclusive cities; sustaining economic growth, MGI
* The current edition of CMO 2012-2031 has the following methodology.

Revenue Passanger KM (growih)= GOP {grawth} + 11}, where ({1} is a time varying funclion
indepandant af incame bul depandent on behavioural economics, 6. pramium on time savad and

idiosyncratic valua alfached to parks of air services efc.
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It should also be noted that service sector industries, such as banking and finance,
government etc. have a higher propensity to use air transport services'", and the
presence of such industries or indicators thereof signifies adequate demand for
aviation services.

An appropriate economic measure for selection of towns / cities can be considered to
be their income levels. Higher income levels would, inter alia, indicate higher
propensity [ ability to pay for such services. As per one study, estimated income
elasticity for developing economies for shor-haul services was calculated to be 2.0'
which suggests that a town [ city with growing income levels would witness growth in
air travel. Also, consumption-led growth (that is being witnessed in India) would
mostly occur in towns with higher income levels. Moreover, higher income levels in
agglomerations of over 2 lakh people are likely to mostly be contributed from the
savicestertiany sector. Given this segment’s propensity to use air transport services,
towns [/ cities with higher income would accordingly be more appropriate for
promoting air connectivity.

For the study. Gross District Domestic Product (GDDP) at current prices for 2010-
11" has been used to proxy income levels of the corresponding towns [ cities.

Further, in order to enable identification of towns [ cities for promotion of air
connectivity from across the country in an eguitable manner, the threshobkd applied
was that the GODOP of the district (with the pardicular town/city) should be more than
the average GDDP'® of the corresponding state; meaning that districts with GDDP
greater than the average GDDFP of the comesponding state would be considered
under this parameter for promotion of regional air connectivity.

Out of the 189 districts identified (having towns with population of more than 2 lakhs),
the char below depicts the districts satisfying the identified GDDP threshold.

" Eurcpean Regional Arpord Study, Helios
" Air Transpart Demand, 1ATA

" For districts for which the corraspanding figures were not available, tha latest availabls figures wera
projectad o 2010-11 using inflation index of Consumer Price Index (CPI) (based on year-wise CPI
data published by the REBI) as tha growth factor.

'* Average GDDP for a state ascertained in terms of Gross State Domestic Product (GSDP) divided
by the numbsar of districs in the State
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6.4

Exhibit 6: Humber of Districts with different GDDF levels

120
100

80
60
104
40
20
0 .

District with GODP = Average District with GOOP < Average
GODDP of the Stata GDDP of the State

Tourism Potential

Tourism is a key demand-driver for air transport services to a town ! city with the
demand in this case focusing on incoming tourists to the identified towns / cities and
not the native population or their income levels.

Whila, rail and road networks extend across the country, some tourist sites such as
national wildlife parks and sanctuaries are still beyond the reach of surface
connectivity and are time-taking and inconvenient for tourists to reach. Some of the
tourist destinations could witness more tourist numbers if properly connected by air.

While there would be different seagments of tourists (international, premium domestic,
budget, etc.), in general they would be contributing to the local economy through use
of services — a multiplier effect of providing air connectivity to a tourist destination.

Also, in view of their propensity to spend on leisure, tourists are more likely to have
specific choices on more convenient and time-effective modes of travel.

The Table below lists the places identified by the Ministry of Tourism which are
important from the perspective of pilgnmage and tourism as provided in the Report
on Air Connectivity prepared by a committee constituted by the Ministry of Civil
Aviation under the Chairmanship of Shri Rohit Mandan, Joint Secretary in 2011
(hereinafter referred to as the Rohit Nandan Committee Report).

| Table 5: Towns considered for Tourism Potential in the Rohit Nandan Committee Report

BB snchea Pradesh Tirupati, Hyderabad, Vizag

m Aszam Guwahati

E Bihar Gaya, Rajgir

4. ] Chhattisgarh Jagdalpur,

E Haryana Ambala, Yamunanagar, Kuruksheatra, Panipat
Himachal Pradash Kullu, Dharamshala, Manali

Jammu & Kashmir  Leh

m Karnataka Hospet, Hampi, Mysore

B cerala Trivandrum, Kovalam
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I Table 5: Towns considered for Tourism Potential in the Rohit Handan Committee Repo I

B8 tisharashira Aurangabad, Manded. Masik, Shirdi
Madhya Pradesh  Khajuraho, Indore, Ujjain

“ Crissa Bhubaneswar, Puri, Konark

N eunian Amritsar, Anandour Sahib

Rajasihan Jeipur
BN sikin Ganghok
Tamil Nadu Madurai, Rameshwaram, Kanyakumari, Mahabalipuram,
Chettinad
e Uttar Pradash Agra, Rae Bareilly, Varanasi, Sarnath, Mathura
Tl Uttarakhand Haridwar, Rishiesh, Nainital
BN west Bengal Murshidabad, Darieeling, Kalimpong

The towns / cities identified by the Ministry of Tourism for their tourism potential and
presented in the table above have been analysed from the perspective of lack of
existing air connectivity (criterion discussed in Section 6.5.1). For example, the table
above includes towns / cities such as Hyderabad and Trivandrum with tourism
potential. However, it can be observed that these towns ! cities are well-connected by
air and hence are not proposed to be considered as candidates for promotion of
regional air connectivity. The towns [ cities shortlisted for promoting air connectivity
based on this analysis, are included in Annexure 8 = List of towns / cities based on
Tourism potential and lack of Existing Connectivity.

Prioritisation Parameters

As mentioned earlier in this Section, the key factors contributing fo potential demand
! requirement for regional air connectivity pertaining to population, economic activity
and tourism, would result in identification of a superset of towns / cities where
regional air connactivity could be possibly considered for promotion.

However, in view of the requirement to focus initially at a smaller scale and then
progressively consider more towns for promoting regional air connectivity, a
mechanizsm would be reguired to pricritise fowns [ cities.

One such prioritisation factor could be lack of existing connectivity. Essentially, towns
! cities which are not connected by air transport services — either directly or indirectly,
would be priority candidates for promaotion of air connactivity.

Another prioritisation factor could be towns / cities satisfying more than 1
identification parameter discussed in the earlier sub-sections vis-a-vis towns / cities
satisfying only 1 such identification parameter.

Lack of Existing Connectivity

Lack of existing connectivity as a priontisation parameter for identification of towns /
cities for promoting regional air connectivity would imply filtering the superset of
eligible towns / cities on the basis of whether or not they have access to an existing
airport through which they can avail air transport services. Essentially, it would not be
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feasible to promote air connectivity to towns / cities which have access to airports
which can provide adequate connectivity.

In this context, it would be important to define as to what would constitute access to
an airport with adeguate connectivity. This would essentially need to be defined in
terms of:

# The nature of services [ connectivity at the airport that could be deemed
adequate: and

» The access to such airport for a town / city that could be deemed adequate.
6.5.1.1 Adequate connectivity at an airport

For the purpose of this study (essentially for identification of towns ! cities to which air
connectivity neads to be promoted), frequency of air transport services at an airport
would be considered as a proxy for determining sufficiency / adeguacy of
connectivity.

The existing winter schedule for scheduled air services as available on the website of
DGCA was analysed to consider the issue of frequency of air services at airports in
India. The analysis shows that almost 70% of the airports have departure frequencies
of more than 14 flights a week, which is equivalent to almost 2 departing flights every
day. 14 flights a week has accordingly been considered as the threshold frequency
for determining sufficiency / adequacy of connectivity. Essentially, if an airport has at
least 14 flights a weeak, it would be considered adequately connacted.

6.5.1.2 Adequate access fo adequately connected airports
Adequacy ( sufficiency of access to adeguately connected airports (as determined
pursuant to Section §.5.1.1) for towns / cities has been considerad in terms of:

a. Direct Air Connectivity - Location of such airports in the fowns [/ cities
themselves, or

b. Indirect Air Connectivity = Ability to travel to such airpors within a cerain
distance through surface fransport within a certain time.

Having an airport within a certain distance can also fulfil the requirements for air
connectivity for a town / city. In general, the total time taken for a passenger to take a
short-haul/ regional flight would be around 3 hours including flying time, time reguired
to check-in and comply with processes at the airport, travel to / from the airports in
both the cities, etc.

Within this time period, if a passenger can reach an adequately connected airport, he
can take advantage of the existing network / connections at the existing airport rather
than reguire estensicn of new services to such towns / cities which may anyway not
be economically / financially viable. In terms of distance to a well-connected airport. a
distance of 150 km s being considered to define catchment areas for such airports
on the basis that such a distance can be covered in around 3 hours {while
appreciating that the travel time through surface transport may vary across regions in
India depending upon the condition of the surface transport infrastructure).

Page 32 of 170 i@ 2013 Deloitte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Eszentially, towns / cities which are within 3 hours driving time or 150 km of any of
the identified major and minor hub airports shall not be considered in the first
instance for promaotion of air connectivity. Since travel time through surface transport
may vary depending upon the condition of the surface transport infrastructure,
congestion in major cities, etc., towns [ cities which cannot access such airports on
account of such specific issues can be included in the priority list.

While population, economic activity and tourism, have been identified as key factors
contributing to potential demand / requirement for regional air connectivity, in the first
instance, towns / cities that meet both - the identified threshold population criteria as
well as the identified threshold economic potential criteria are proposed to be
considerad.

Based on the above discussed identification as well as prioritisation parameters, the
list of towns / cities that meet each of the below mentioned criteria are identified in
the table below:

a. Meet the identified threshold population criteria (=200,000);

b. Meset the identified economic potential criteria (GDDP of the district of the
particular town / city » Average GDDP of the corresponding state); and

c. Lack Existing Connectivity.
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Exhibit 7: Prioritization of towns | citles for promoting reglonal alr connectivity

Cities with /i Cities with

Population GDDP >
> 2 lakhs State Avg

I..f( " lLackof ‘~
"\ Connectivity

Y
"'\..\. ."-.

Towns [ Cities for promotion of Regional Air
Connectivity
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| Table &: Priority list of towns / cities for pro
- Towen / City
Vijayawada Andhra Pradash Kalhapur Maharashtra
W Gunitur Andhra Pradesh 2N Jalgaon Maharashtra
EN Kakinada Andhra Pradesh  EEB0 Imphal Manipur
u Muzaftarpur Bihar m Rourkela Orissa
N oug Chhattisgarh Pandicherry Pondicherry
N koba Chhattisgarh E Ludhiana Punjab
Bilaspur Chhattisgarh E Jalandhar Punjab
ﬂ Bhavnagar Gujarat ET Fatiala Punjab
ﬂ Jamnagar Gujarat E Ajrmer Rajasthan
BN Junagadh Gujarat ET kKota Rajasthan
Gandhidham Gujarat Bhilwada Rajasthan
m Hisar Haryana E Alwar Rajasthan
m Dhanbad Jharkhand E Ganganagar Rajasthan
Jamshedpur Jharkhand VT salem Tamil Madu
Bokara Jharkhand Agartala Tripura
m Belgaum Karnataka ﬂ Agra Uttar Pradesh
Mangalore Karnataka VI allahabad Uttar Pradesh
Bellary Karnataka VT Moradabad Uttar Pradesh
m Mysora Karnataka L saharanpur Uttar Pradesh
BN Gwalior Madhya Pradesh Sambhal Uttar Pradesh
Singrauli Madhya Pradesh Mearut Uttar Pradesh
E Burhangpur Madhya Pradesh Aligarh Uttar Pradesh
BN khandwa Madhya Pradesh Muzaffarnagar | Uttar Pradesh
BN Jabalpur Madhya Pradesh Haridwar Uttarakhand
EEN nashik Maharashtra Malda West Bangal
EEN erahmapur Orissa Haldia West Bangal

“Identified based on parameters of Population, Economic Potential and lach of Existing Connecthniy

It iz important to note that the abowve list has been identified based on certain
parameters and towns ! cities can witness varying levels of growth in future that can
change their populations, economic potential as well as access to existing
connectivity.

Accordingly, such parameters and the list of towns / cities that meet the threshold
values need to be reviewed and revised periodically - ideally once every 3 years, to
provide for a framework for implementation of measures as well as to keep the list
relevant.

The towns / cities identified in Table 6 above have been depicted in Exhibit 8. As can
be seen, promaotion of connectivity across these towns |/ cities would complement the
existing pattern of air connectivity in the country.
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Exhibit 8: Priority towns / cities for promoting reglonal alr connectivity
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6.5.3 Additional centers of economic activity

The towns [ cities identified in Table 6 above merit inclusion for promaotion of regional
air connectivity on account of population and economic potential parameters as well
as the fact that these towns [ cities lack existing air connectivity. Thus, promoting
regional air connectivity to these towns [/ cities would serve both social and economic
objactives.

However, there could also be towns [ cities which may not have the threshold
population of 2 lakh but merit consideration for promotion of regional connectivity
purely on account of their economic potential and lack of existing connectivity (for
example, industrial towns with mining potential).

A further identification of towns / cities has been undertaken, beyond the 189 towns /

cities identified on the basis of population earlier, based on their economic potential
and lack of existing air connactivity.
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6.5.4

While recognising the possibility of some of these additionally identified towns / cities
being within proximity of 150 km from earlier identified towns / cities (refer Table &
above), a proximity based approach was adopted to shortlist only such towns / cities
which have esconomic potential. lack existing connectivity and are at a distance of
more than 150 km from towns / cities identified in Table 6. The towns / cities thus
identified are presented at Annexure ¥ - Additional list of towns / cities identified
based on criteria of Economic potential and lack of Existing Connectivity.

Towns [ Cities having Tourism Potentia

As discussed earlier in Section 6.4 above, towns identified by the Ministry of Tourism
for their tourism potential have been analysed from the perspective of lack of existing
air connectivity. Towns [ cities, not having well-connected airports or not having
access to such {well-connected) ainports within a travel time of 3 hours {distance of
150 km), have been considered as candidates for promotion of regional air
connectivity.

However, there are some towns under thig list, which are either already included in
the list of towns / cities identified in Table 6 or are within 150 km of such towns / cities

and need not be considered separately. The remaining towns / cities (candidates for

promotion of regional air connectivity) are presented in Annexure 8 as well as in
Table balow.

I Table 7: Additional list of towns | cities for promoting air connectivity based on Tourism I
Potential

Tawn [ City

I Gaya Bihar

B Jagdalpur Chhattisgarh
m YRmunanagar Haryana

I oharamshala Himachal Pradesh
EB  khajurahe Madhya Pradesh
B nanded Maharashtra
Anandpur Sahib Punjab

B Gangatok (East Sikkim) Sikkim

IR kanyakumari Tamil Nadu
Rameshwaram Tamnil Nadu
Darjeeling West Bengal
Bl murshidabad West Bangal

6.6 Remoteness of Areas

As discussed earlier, air connectivity most efficiently provides time-effective
movement of people between regions separated by large distances, difficult terrains
or other factors (including areas with security concems like the Left Wing Extremists
related) promoting social cohesion.

While Remote Area Air Connectivity is defined under Section 3, a relevant reference
for a list of Remote Areas is the one provided under an Annexure to the Civil Aviation
Reguirement (CAR), Section 3 - Air Transport Series 'C™ Part Il (also generally
referred to as the Route Dispersal Guidelines or RDG).
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In the above CAR, the Govemment of India in exercise of powers conferred by sub-
rule (1A) of rule 134 of the Aircraft Hules, 1937, with a view to achieving better
regulation of air transport services and provision of air fransport services to different
regions in the country, directed operators of scheduled air transpornt service within the
country to provide a certain minimum of scheduled air transport service on routes
indicated in categories Il and Il with respect to their schedule operations under

category - L.
Category 1l of the RDG includes routes connecting stations that can be considered as
remote areas -

a. Morth-Eastern region,

b. Jammu and Kashmir,

c. Andaman & Nicobar and

d. Lakshadweep.

For the purpose of this study, remote areas can be considered to also include -

e. any other areas that the Government of India may specify including areas with
security (including Left Wing Extremists related) concerns.

Accordingly, the list of remote areas deserving promaotion of air connectivity would
need to be specified periodically by the Government of India in consultation with
other stakehaolders (including State Governments).
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7 Aircraft Sizes and Airport Infrastructure

A key aspect to be considered for the promaotion of regional’ remote air connectivity is
the provision of the adequate capacity and required infrastructure.

The deployment of various aircraft types by aidines over domestic routes was
analysed under the study. One of the objectives was to identify aircraft sizes being
deployed by varicus airlines over different categories of routes and dentify any
relevant patterms that would need to be conzsidered while considernng measures for
promoting air connectivity over cerain categories of routes.

For the purpose of this analysis. aircraft curently being deployed in India are
categornzed into the following four categornies:

« More than 100-zeater aircrafts,
» 70-zeater aircrafts,

s« A0-spater aircrafts and

# Less than 20-zeater aincrafts.

Baszed on the analysis of existing winter schedule of scheduled carriers in India, the
nature of aircraft deployment across varous categones of routes is presented below:

Exhikit 9: Alrcraft Deployment over Regional Routes
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As can be obzerved, air fransport services are being predominantly provided in India
by aircrafts with more than 100 seats (narrow body aircrafts) across all categories of
routes. Especially for routes connecting a Metro city to ancther Metro city as well as
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a Metro city with a Tier 2 town / city, narrow body aircraft deployment constitutes
more than 97% of the seats deployed.

However, size of the aircraft deployed tends to change on routes connecting Tier 3
towns [ cities. For routes connecting a Tier 3 town [ city with a Metro city or a Tier 2
town / city or another Tier 3 town / city, increasingly aircraft with seating capacity of
70 seats or less are being deployed.

As was mentioned earlier, routes connecting Tier-2 towns / cities to Tier-3 towns /
cities, only constitute about 79 of the air trangport market in India in terms of seat
deployment.

While routes can be configured in numerous ways in terms of combination of
frequencies, timing of the flights and aircraft sizes. a number of these routes are
likaly to witness traffic that can be better serviced using small aircraft such that the
aircraft could be optimally utilised over the day as well as achieve viable PLFs.

The following sub-section presents and compares the cost structures of different
aircraft for the purpose of providing regional air connectivity.

An important consideration for selecting a particular aircraft for a route is the cost of
operating the aircraft. Operating costs can vary significantly from one aircraft type to
anothar. The main factors which determine the cost of operating an aircraft includes
fuel efficiency of an aircraft, the network of an airline (aircraft utilization, average
stage length). crew costs and maintenance costs. Maintenance costs are further
impacted by the cost of labour as well as material cost.

The three main elements which impact the productivity of an aircraft are described
below:

s+ Fuel Efficiency — Fuel costs constitute around 40-50% of an airline’s total cost
of operations on a per unit basis (per hour). Thus it becomes imperative for
an airline to go for aircraft which offer better fuel efficiency. The fuel efficiency
is in turn determined by varous factors such as the cruising speed of the
aircraft, the fuel burn of the aircraft eftc.

» Ajrcraft Utilisation - Airlines incur high fixed capital costs in purchasing or
leasing an aircraft. Higher aircraft utilization means that such fixed costs are
spread over a larger base of per seat kilometre. Based on interactions with
industry experts, an average 6 hour per day utilization is considered minimum
for a 20-seater or a 40-seater aircrafi. The desirable utilization for a 70-seater
aircraft is considered to be at least 8 hours per day.

» Average Stage Length — This is a factor of aircraft's range as well as the
airline's flight schedule. The longer the average stage length of an airine, the
lower would be the total operating cost per seat kilometre.

Bazed on interactions with various industry stakeholders, aircraft lease rentals may
constitute around 15%, maintenance costs and airport charges around 20% and the
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cost of the crew may constitute another 10% of the cost of operations of an aircraft
on a per unit basis (per hour).

A breakup of various direct operating costs for a 250 nautical mile sector in Indian
environment, based on the data provided by industry stakeholders is presented
below:

Exhibit 10: Ereak-up of direct operating costs for a typical route

1.20%

%

0%

W Fuel Cost B Ownership Cost ® Crew Cost @ Maintenace Cost B Alrport Fees

The costs have been estimated assuming a 2700 Block Hour Utilization Per year,
Fuel Price $4.2/Gallon and Airport Fees as per Airport Authority of India charges.

Based on certain broad assumptions and information based on industry interactions,
the cost of operations of a 20-seat aircraft, a 50-seat aircraft and a 70-seat aircraft
are estimated to be as per the table below:

20 seal alrcraf 50 seat aircratt | 70 seat alrcraft

IR 95,000 IR 155,000 INFR 195,000

As can be observed from the above fable. per seat cost of operations would be
smaller for a larger aircraft for the same Passenger Load Factor.
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The selection of an aircraft by an airfine for a particular route will depend upon a
number of factors such as:

+ | evel of demand - the estimated average per day passenger numbers;

# Mature of Demand = the frequency of semvices and schedule of flights will
depend upon the spread of demand during the day. For example, for a town
with where travel iz more for economic aclivity / business, passengers are

likely to prefer travelling either early moming or during late evenings.
However, for a tourist place, demand may be more be as sensitive to

business timings but more flexible depending upon check-in and check-out
times of local hotels.

= Network planning of an airline = If an aidine decides to develop a route which
is an extension to one of its existing routes, the airine may decide to extend
the already operational route by one more leg through the same aircraft, in
spite of the quantum and nature of demand being different for the extended
leg.
As an illustration, for an average passenger demand of around &0 per day. airline
may prefer to havea:

=« 10/20 seater operation with multiple frequencies for a spread out demand.
= 40/50 seater operation with single frequency for concentrated demand.

= 70 seater operation to feed f extend an existing route and develop a netwaork.

As can be seen from the above, deployment of aircraft is a complex business
decision and would need fo be taken by airlines based up on their market
assessment and route development strategies.

A detailed discussion iz presented subseguently in Section 8 in terms of various
demand side and supply side factors which impact the selection of an aircraft by an
airline.

The following aspects need to be considered with respect to availability of airport
infrastructure while promoting regional air connectivity:

# Infrastructure availability would need to precede provision of air transport
Services;

= |nfrastructure for regional/ remote areas should be low cost in view of
potentially lower affordability of passengers; and

= |nfrastructure creation and operation should be viable to ensure proper
operations and maintenance of the infrastructure for air ransport senvices.
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7.3.1 Availability of Infrastructure

There are currently 463 airports and airstrips in India (as on March 2012)" out of
which only 73 airports will have scheduled connectivity as per the Winter Schedule of
airlines filed with DGCA. Majority of airport infrastructure in the country — especially
required for regional / remote area air connectivity, is owned by the Airports Authority
of India. The rest is being owned by state governments, private enfities, etc. There
are also a number of non-operational air strips in the country.

Provision of airport infrastructure being capital intensive, the focus initially would
need to be on optimally utilising existing infrastructure as well as potentially
operationalizing unused air strips.

A guick review of the existing infrastructure at towns / cities identified for promoting
air connectivity in the first phase suggests that out of the 52 towns and cities, 11 do
not have any kind of airport infrastructure. The rest of the locations at least have an
airstrip. Twenty four of the remaining forty one airports are under AAl's operation,
seven are under state govermnment, and others are under Indian armed forces or
private oparation.

Exhibit 11: Mature of ownership of existing alrport infrastructure in identified towns | citles

m Mo airsirip

= AAL airlields

® Private

® State Govt.

» Indian Air Forcs

Based on data obtained from AAl, it is observed that most of the locations having an
airstrip have a runway length (minimum ~1400 mt.) sufficient to handle up to a 40
seat plane. About fifteen of them have runway length (~1700 mt.) with a capacity to
handle up to 70 seat aircraft and only about eight of these have a minimum runway
length of 2300 mt. to handle narrow body aircrafts of the likes of Airbus 320 which
have a seating capacity greater than 100 seats. About 10 of these locations have
Might Landing facility.

'* Data provided by AAl in its Expressions of Interest for appointment of Consultant for preparation of
a national register to Make a comprehansive records of all Airporis/airsinps in India
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Exhibit 12: Status of existing alrport infrastructure in identified towns | cities'
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As can be seen from the exhibit above. in most of the towns [ cities, provision of air
transport services will not require creation of green-field ainport infrastructure. Also,
20 zeat aircraft can operate at most of the ainports [ airstrips.

Raurvaray Length in Mesers
E
8

Sy gk
i
Talgsa

Low cost and viable airports

While, provision of airport infrastructure is capital intensive, for promoting regional /
reémote area air connectivity, the capital costs of the airports should be kept low 20 as
to make the functioning of the airports viable without high airport / user charges.
Accordingly, low-cost airports with minimal airside as well as landside infrastructure
should be developed in towns [/ cities where air connectivity is desired to be
promoted.

Apart from a number of non-operational airstrips of AAl there are around 160
airports owned by the state government'® in India most of which remain in an
inactive’dormant state. One of the priorties of the Ministry of Civil Aviation could be
to get active operations at these AAl and State Government airstrips which can
release significant untapped infrastructure capacity in the industry, targeted
specifically for promotion of regional aifines.

It i understood that, recently. the Ministry of Civil Aviation approved the development
of 15 low cost airports in the country.

However, while low cost airports may contribute to reducing the airport charge
component of airline cost structure (which is estimated to be in the range of 5% of
airline cost structure - as discussed earlier in this Section), it would be important to
ensure that provision, operation & maintenance of such airports would be viable.

"" Some of the towns in the Graph do not have an air-field and hence there is no bar in the bar chart

i

ainst these towns.
Report on Air Conneclivily in India by the Rohit Mandan Cormmittes
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Even if capital costs associated with an airport are reduced, various prevalent policy
and regulatory guidelines significantly increase operational costs for airports. The
chart below presents the revenue and cost structure for a typical regional airport in
India. The same clearly indicates that at regional airports. airport / user charges are
not likely to be sufficient to cover costs related to even operations at the airport and
that Security related costs can be a huge drain on the financial viability of such
airports.

Exhibit 13: Revenue and Cost structure for a typlcal regienal airport in India
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In order to promote regional and remaote area air connectivity in the country, it would
be important to anmalyse a number of these issues presently impacting regional
connectivity.

Further, while the Airports Authority of India may presently be operating and
maintaining a number of these airports without reguirement for stand-alone financial
viability, meazures may need to be considered to ensure that creation as well as
operation & maintenance of ainport infrastructure is also viable for private sector. The
same may especially be relevant in the context of further privatisation of airport
infrastructure in the country.

Alzo, in view of the key role that State Governments can play in creation of airport
infrastructure. promoting regional / remote area air connectivity may also critically
hinge upon the State Governments agreed to certain key measures. These
measures are discussed further in Section 13.

Further, before identifying measures for promoting regional / remote area air
connectivity, it would be important to also analyse other key issues impacting such
connectivity. The following section presents a review of certain such key issues.
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8

Issues impacting Regional Air
Connectivity

As observed in the previous Section, the availability of aviation infrastructure (both
the airport infrastructure as well as right capacity of aircrafts) is important for
enhancement of air connectivity to the regional and remote areas. However, aven at
many airports having reasonable infrastructural facilities, the extent of passenger
traffic generation is quite low. This could be due to higher preponderance of Tier 3
towns which are less densely populated sub-regions and have low income levels
resulting in inherent low demand for air travel in those regions.

The Ministry of Civil Aviation conducted a stakeholder consultation in 2012 on
various issues relating to Air Connectivity in regional, remote and inaccessible areas
of the country. Apart from seeking queres regarding the overall framework of
supporting regional and remote areas through HDG or an EASF fund, the Ministry
also invited comments from the stakeholder on following 2 aspects:

5. In the contaxt of expanding regional air connactivify and in the background of the
axpenance so far with respect to performance of regional airfines, should MoCA
fiberalize the licensing conditions such as number of aircrafts, its capacity, choice of
destinations eic.

6. Should the exemptions presently granted for aircrafts with less than eighty seater
capacity and the helicopter of all types from the ANFC / Landing Charges be made
applicable only in respect of fliights o identified regional, remote and inaccessible
areas ? Give justifications for the reply.”

It is important to note that the issues related to licensing conditions, choice of
destinations, exemptions on various costs, as highlighted in the consultation paper
floated by the Ministry have a significant impact on the growth of airlines netwark,
their operations and at a larger scale their
business model and the air connectivity.

The aidines are currently unable to address
regional and remote markets due to multiple
issues ranging from the low demand. lack of
adequate size of aircrafts, high operating
costs as well as other policy and regulatory
constraints. For promoting air connectivity to
regional and remote areas, it is imperative to
explore and address such issues in details,
which adversely impact the commercial
feasibility of airlines, particulardy serving these
regions.

The issues related to air connectivity have been categorized as presented in the
adjoining diagram and are discussed in details below:
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In economics parlance, the factors creating or facilitating demand and supply side for
a product can originate either due to the characteristics of the industry itself or from
exfraneous dimensions which pose as direct competition to the industry.

In the aviation industry, the Demand side factors are the ones which impact the
decision of the consumers to opt for air transportation. While air services provide
beneofits of convenience and time effective travelling, it comes at a higher price as
compared to the other competing modes of transportation, largely due to high capital
intensive nature of airline operations. The balance of these two opposing factors
determines the demand for air services.

MNature of Market

In Indias context, the demand for air ransport services can be considered to
originate from two blocs of consumers. The first one pertains to the high income
individuals who assigns a premium to their fime and thus have inelastic demand for
air transportation even at higher prices. The other consumer bloc belongs to the
middle and lower-middle income class group for whom optimal value of trade-off
between time and price is more skewed towards price; i.e. they are willing to opt for
air transportation but have elastic demand and high prices deter them from opting for
such senvices.

As one moves away from urban centers of metros and towards the hinterand of Tier
2 and Tier 3 towns, the proportion of high income-low elasticity individuals decreases
in comparison to middle income-high elasticity population. This implies that the
interplay of consumer forces determines that equilibrium demand for air service in
Tier 2 and Tier 3 towns will be smaller, which sometimes renders the market unviable
from an aifdine perspective.

Source of Demand

There are mainly 2 types of travelers generating the demand for air travel in the
country, people fraveling for business purposes and people travelling to religious/
tourist places or for meeting family relatives and friends.

The business travelers, which generally travel alone, can in turn be categorized into 2
categories, the small and medium-size entrepreneurs and employees working in
various multi-national companies. Based on the interactions with various industry
stakeholders it has been noted that both these categories of business travelars are
primarily travelling between major trunk routes of the country. The business ventures
of small and medium-zized entrepreneurs, situated in small towns in India, have
potentially not acquired the commercial scale and geographical scope which renders
the need for air services essential. The employees working in multinational
enterprises are again concentrated in the metros and other major centers of India
and a sustained movemeant of these travelers towards smaller towns is not envisaged
in a short time frame.

The travelers for religious’ tourist locations or for meeting relatives and friends are
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mainly families which travel in a group of at least 4-5 members. Due to the higher
number of travelers in one group, the demand of air transport services is more elastic
to the variations in ticket prices.

Substitute Mode of Transportation

Competition from other modes of transportation i an extra systemic factor which
creates an additional demand constraint for air transport services. While air
transportation provides an advantage of less travel time over other modes such as
road, sea and rail, it also proves to be more expensive against these modes. Hence
people tend to make a comparison of cost and time before choosing a mode of
transpaortation.

It has been observed that for distances of 150 kms, surface transport would generally
take around 3 - 4 hours depending upon condition of the road / rail. The cost for
surface transport over such distance in India can be approximated in the range of
INR 1,500/~ considering Rs 10/~ per km cost for a taxi. In case of air travel over the
same distance, while the air travel time would be less than 30 mins, but the elapsed
time of travel. which includes time of travel to airport of origin {usually located outside
the city). waiting time at airport and time of travel from destination airport (usually
located outside the city) to desired destination in the city. would work out to around 2
= 2.50 hours. The air fares for such distances as curmmently being charged by various
gcheduled airlines in India, unless bocked much in advance, range from Rs 2,500/-
above. Thus on a comparative basis, the cost of air travel might be nearly double the
cost of travel by surface transport and hence it may not be preferred by the traveler
on pura aconomic basis. Additional factor to be considered would be flexibility of
choosing the time to commence the joumey. While flights would be available only at
certain schedules / hours of the day. a road transport would be available more
frequently and would also not require any prior booking of seat. Similar analysis can
be done for distances like 300 kms and 500 kms. It would appear that larger the
distances or larger the travel time in other modes of transportation, more is the
advantage of time in air travel to compensate for the higher cost of air travel.

In the context of regional air transportation in India, this issue becomes important
because maost of the towns [ cities would find itz nearest well-connected airport within
500 = 1.000 kmz of its reach. Thus the regicnal air movement in India iz less likely to
be targeted for larger distances (1,000 kms and above). Especially in the southern
part of the country, the road transportation is perceived to be more efficient, even for
distances upto 300 kms, resulting in convenient travel in almost same time and less
cost than that in case of air transportation. The competing modes of travel (road or
rail} would thus tend o be preferred by the travelers as comparad to the air travel for
such routes.

For example, the distance from Surat to Mumbai is slightly less than 300 kms. Travel
time through railway transportation is less than 5 hours and fare for 1% class AC
ticket is around Rs 1.200. The timings are convenient in terms of departing from
Surat in night and amiving in Mumbai in the moming and there are similar
availabilities for retumn travel. However, the cost of air travel over the same city pair
(presently provided by Spicedet only) is upwards of Hs 3,000, The significant
variation in price is believed to be one of the main reasons why the air fravel between
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this pair of cities has not really taken off despite Surat being a place for diamond
business and Mumbai being a key port for import and export.

As observed above, one of the key factors influencing the demand of air travel over
300-1000 km range distances is the cost of air travel. In order to promote air
connectivity over such routes, the competitiveness of the air transportation mode is
needed to be enhanced wis-a-vis the other modes including road and rail by
reviewing various elements impacting the cost of operations such that the air
transpaortation can compete against the other modes.

Supply side factors pertain to those elements which determine the equilibrium value
of services (in terms of capacity deployed) to be provided by the airline operator.
Under the current industry regime, the airlines have to commit to a schedule in six
months in advance. As noted above, a large chunk of consumers in India have high
elasticity for air services which implies that on increase in prices, demand may fall
considerably. Given the pre-commitment of airlines for schedule, the airline operator
may therefore find it difficult to reduce the deploved capacity under such scenario.

One of the key issues impacting the supply of aviation services is the aircraft size.
The aircraft size is important for regional and remote area air connectivity on account
of the dynamics of demand of such connectivity which in turmn impacts the number of
seats per aircraft being deployed and the desired frequency of operation on a
particular route. The markets being considerad in context of the regional and remote
area air fransportation are generally characterized by lower passenger demand.

Accordingly, depending upon the nature of demand, such markets may only require
limited frequencies and smaller sized aircrafts. However, if the airlines deploy larger
aircrafts on such routes, it may potentially result in lower passenger load factors.
Conversely if such routes are served with suitably smaller size of aircrafts, it may
result in higher load factors but may also increase the cost of operations of the
airlines which may then need to maintain different types of fleets. Having a fleet of
different aircraft types and sizes present an operational engineering and scheduling
challenges for airlines and some airines (especially LCCs) tend to be averse to such
fleat mix.

Demand as a facfor impacting tha size of aircrafts

One of the fundamental concepts of aidine business is that seats offered by airlines
in an aircraft are perishable commodity, which is why aildines are always focused on
deploying the right size of aircrafts on a route to minimize the wastage of this
perishable commaodity, taking into consideration other factors impacting the cost.

Generally, there are three steps which an airline may take to develop a new route for
providing air connectivity to an unserved market,

1. Test the market by commencing operations with a smaller size of aircraft and a
limited frequencies (depending upon its own due diligence / assessment of the
route)
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2. Based on response from the market as reflected in the load factors and yields,
gradually increase the frequency of operations

3. Once the market attains a threshold size, deploy a higher size of aircraft.

It is also understood from the interactions with the airline industry that development
of a route requires the aifdine to commence operations at a lower fare for a certain
period of time and increase the fare as the market builds up. Also such development
of route takes its own time. which can range from 6 months to more than a year and
in some casas may take more than a year.

Fi ey as &8 f ] timg the &1, f sircrafis

Frequency of operations is also important from the point of view of passengers who
may be looking to shift from another mode of transportation to air transportation. It is
important for the airlines to provide freguencies at the right time of the day to a
market as it enables the passengers to have the choice of a more convenient mode
of travel. It has been observed that having two landings and two departures per day
from an airport spaced around moming and evening provides adequate flexibility to
the passengers in terms of time of travel. Such flexibility also enables the business
travellers to visit the market, finish their business in the day and retum by evening.
Otherwize the traveller may need to spend a day in the city to wait for next departure.

Operating ocost of an alrcraft as a facior impacting the size af aircrafis

The total cost of operation of an aircraft varies with the size of the aircraft. Higher the
size of the aircraft, usually higher will be the cost of operation of that aircraft, unless
there iz a technological difference. However, as the aircraft with higher size has more
number of seats and is thus able to camy more passengers per frip, there is an
economy of scale in this operation and the cost of operations per seat turns out fo be
lower than that for an aircraft with smaller size for the same stage length.

However, the issue of choosing a size and a type of aircraft for a market in regional
aviation cannot be addressed solely by the factors of demand. frequencies and costs,
as whether the airline can diversify itz fleet from single size to multiple sizes of
aircrafis or not is also dependent upon various other factors including the strategic
decision of choice of routes to be operated, the available financing for acquisition of
aircrafts, cost-benefit analysis of single-size fleet and multiple-size fleet, competitive
pressures and negotiafion with manufacturers. Characteristics of a route in terms of
its stage length, level of competition as well as the infrastructure at an airport such as
number of runways, availability of slots efc. also impacts the airlines decision on the
right size of aircraft for that route.

Thus the issue of appropriate aircraft size for a particular route is intricate with
multitude of factors and therefore the choice of an aircraft to be deployed on smaller
routes should be left for the airines to answer based on the market characteristics.

Other key supply side constraints impacting the airines operating in a more volatile
market with cheaper substitutes are discussed below:
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Supply of any service and its acceptance by the market depends on the optimal
pricing mechanism. In the context of aviation, the discovery of this optimal price band
becomes an important task due to various factors. While on one hand, the non-
scalability of an aidine does not allow reduction in operation cost if the price-point is
overestimated leading to a lower demand. on the other hand the small capacity
makes exploiting the economies of scale a limited option if prices are undermined.
Thus, it becomes important that the air services are offered as close to the optimal
pricing point as possible.

Moreover, every new route has different market characteristice serving different
customers and thus, experiences on other routes may have vary limited resemblance
to the optimal price of a new route. The route pricing in the aviation industry is
govemead by the market response leading to a slower equilibrium attainment process.
As the process to reach the equilibrium elongates, so does the time period for
inefficient operations distorting supply side factors. A lengthier time period of
inefficient operations increases sunk costs for regional aviation which already
operates in a fragile market scenario.

It is also noteworthy that such pricing difficulties are unique to air transportation as
compared fo other modes surface transporation. While railways have the
advantages of economies of scale, road transportation industry has a lower deterrent
for entries in terms of fixed costs and price points can be easily reached due to high
competition.

The supply side mechanics of aviation is altered by network economics of the
industry. Every new node (airporttown) being served by a link (route) adds to the
number of connections available to the rest of the nodes which implies that airline
operators have to solve a number of problems associated with connections of nodes
such as shortest path, maximum flow and minimum cost. However, as noted in one
of the research papers, "the system optimized solution fas perceived by the airline
operafor} to these problems may differ from user-optimizing behavior [relating to the
passenger’s preference)™’. This implies that consumer preferences for services may
not be congruous with the commercial objective of the operator.

To mitigate this, the airline operators have to decide whether to develop a new route
as a stand-alone or as a feeder route for a well-established link. Az mentioned in the
preceding paragraphs. the past experiences do not serve to predict the nature of a
new route and thus such constraints elongates the process for attaining equilibrivm.

Lack of availability of Low Cost Airports is another supply side constraint impacting
the growth of regional air connectivity in India. A detailed discussion on the impact on

" 5.C. Dafermos and F.T. Sparrow [19683) “Tha Traffic Assignment for a General Mabwork™ Jowrnal
Resesarch of ihe Nativnal Bureaw of Slandards

Page 51 of 170 i@ 2013 Deloitte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

regional connectivity due to lack of Low Cost Airports has been undertaken as part of
Section 7 in this repaort.

MRO services are essential for an airline operator as the aircrafts require periodic
maintenance, repair and overhauls. While some airlines like Air India have their own
captive MRO setup in India, the third-party MRO facilities have not come up in a
manner as was expected by the industry stakeholders. The lack of third party MRO
options in the country force the airline operators to either establish an MED unit
within its operational structure or fly their aircrafts to foreign MRO located in countries
such as Singapore, Dubai and Colombo.

For a regional schedule operator, both these options are not financially viable as
creating an MRO setup within its own organisation has high fixed costs and also
takes the focus of the management away from core operations, flying aircrafts
abroad for MRO services adds to the variable operational costs for the airline.

While there is an adeguate market available for third-party MRO players to develop
their business in the country, because of significant fleet expansions by the national
airlines as well as potential fleets from regional schedule operators, the fiscal regime
in the country poses difficult challenges for this industry.

Basically, a third-party MRO service provider charges its customers for two types of
savices namely, the spare parts and the labour. Providing both these services
impose tax implications on the MRO players which include taxes such as customs
duty on import of spares, VAT on imported spares, Octroi in some locations on
imported spares as well as service tax levied on the labour charges.

The Report of Working Group on Civil Aviation Sector by Mational Transport
Development Policy Committee in June 2012 stated that Indian MRO players are
disadvantaged compared to the foreign MRO players on account of additional tax
burden of nearly 40% and this has resulted in Indian airlines taking their aircrafis to
destinations such as Singapore, Dubai, Colombo etc. for MRO service. '®

In this context, it is important to consider the CBEC nofifications on Customs and
Central Excize duties on import of spares. CBEC. vide its nofification no 12 / 2012 -
Customs dated 17" March 2012 {item no 454 and 456)"" has provided for "nil"
standard rate of Customs duty for import of “Parts (other than rubber tubes), of
aircraft of heading 8802°, which includes “Aeroplanes and other aircraff, of an
unladen waight exceeding 15000 kg°. As per the condition number 21 and 22 fo the
row numbers 454 and 456 respectively, the said import rate of "nil” is applicable, if
the parts have been imported under following conditions:

Condition No 21 -
HH.-I .

(i} imported for servicing, repair or maintenance of aircraft, which is used for
operating schedwled air fransport sarvice or the scheduled air cargo senvice,

H Report of Working Group on Civil Avialion Sector by Malional Transport Developmeant Policy
Committee. June 2012

| ; e 57
httpAenanerchac.gov. infcustoms/es-actnatifications/notins-201 2/es-farr201 Z/es-notins-farr 1.2 him
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as the case may ba; or

(i} the parfs are brought into India for servicing, repair or maintenance of an
aircraft mentfionad in clause (i) of Condition Mo, 75."

Condition No 22 =
uﬂ;l

(il imporfed far servicing, repalr or maintenance of aircraft imporfed or
procured by Aera Club of India; ar

(i} imparted for senvicing, repair or maintenance of aircraft, which are used for
fiying training purposes or for operating non-schedwed (passenger) service or
non-scheduled jcharter) sarvices;

(i) imported far senvicing, repair or maintenance of aircralt imported or
procured by the Airports Authority of India for fiight calibrafion purposes

(iv] the imporfer fumnishes an underfaking to the Depufy Commissionar of
Customs or the Assistant Commissioner of Cusfoms, as fhe case may be, at

the time of importation that:-
a. the imported goods shall be used for the specified purpose only; and

b. he shall pay on demand, in the event of his failure fo use the imporfed

goods for the specified purpose, an amount egual to the duly payable on
the said goods but for the exemption under this nofification.”

From the above notifications from CBEC, it can be inferred that the import of spare
parts for the purpose of servicing, repair and maintenance of aircrafts, which are
used for operating scheduled air transport service or the scheduled air cargo service
or for operating non-scheduled (passenger] service or non-scheduled (charter)
savices is exempted from payment of Customs duty.

However it is also understood from a representation made by the MBO Association
of India to the Ministry of Civil Aviation that there are certain specific cases of import
of spares for aircrafts, which still attract the import duty. Further it was represented by
the Association that the MRO services in India are subject to the levy of service tax of
12.36% and sale of imported spares in Maharashtra is subject to levy of VAT at
12.5% as it is considered as first sale in India. In order to make the Indian third party
MRO services competitive against the foreign MRO service players, the Association
represented that these taxations should be relaxed. The MBRO operators are also
required to pay royalty charges and rental charges to the airport operators for the
usage of hangars at the airport.

If suitable measures are put in place for MBO service providers to flourish in India, it
will be a win-win situation for both the MRO service providers as well as the airlines.
In the context of regional air transportation, it is believed that a well-developed third-
party MRO industry within India would enable lowering of maintenance cost for the
regional operators and thus would enhance the commercial viability of their
operations.
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Certain factors directly impact the cost of operations of an airline. These factors
which are commercial in nature mainly include cost of wvarious inputs, taxes
(government taxes as well as airport charges) and certain macroeconomic factors
such as the foreign exchange rate. These factors combined together determine the
overall viability of an airdine as they directly impact the bottom line of an airline's
business.

The Demand and Supply side {economic) factors as discussed earlier, addresses the
nature of industry dynamics i.e. the movement towards eguilibrium, the nature of the
equilibrium and pace at which equilibrium is attained. Any wvariation in these
economic factors can only create an impact on the viability of regional airlines over a
period of time.

Commercial factors on the other hand focus on variable costs which impacts the
operational environment of the aidine. A review of such factors would assist policy
makers to arrive at measures which can immediately impact the financial viability of
regional airlines.

The sub-sections below discuss some of the mone prominent commercial factors that
need to be addressed by the Government.

It has been presented earlier in the report that fuel expense is one of the largest
components of an aiflineg’s expenses and ranges from 40 to 50% of total cperational
costs for the airline. It is therefore natural for the airlines to expect a reduction in this
cost component, especially when the aidine industry as a whole iz not doing
financially well in India.

Airlines in India buy ATF from Oil Marketing Companies (OMCs). The ATF supplied
by OMCs iz refined in India from imported crude. The price of ATF iz based on
International Import Parity prices and reflects the sum total of Refinery Transfer
Price, import duty, margin for the OMCs, excise duty and sales tax'VAT levied by
State Governments.

The already high costs of ATF fuel are further accentuated through levy of a Sales
Tax' VAT an the sale of ATF to the airlines. The rate of sales tax is in the range of
20-30%= for most of the states across the country. Given the fact that larger volume of
fuel off-take occurs at major airports where the sales taxVAT is in the higher bracket,
airlines pay on an average 20-22% sales tax on ATF for domestic operations.
Annexure 10 — VAT/Sales Tax on ATF presents the VAT / Sales Tax on ATF in
various states across India.

It has also been highlighted in the past that ATF pricing by OMCs is not fully
transparent and in 2010, Reliance Industries had moved a petition to the Competition
Commission of India (CCI) for reviewing the pricing mechanism of ATF as it
suspected there could be instances of cartelization.® This issue has further received

= hittp eww. indianexpress. com/news/reliance-moves-coi-says-psus-act-as-cartel-in-atf-
supplyB46538
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attention in the last few months as Ministry of Civil Aviation has requested that ATF
be considered under the purview of Petroleum and Natural Gas Regulatory Board
(PNGRE), which iz the government entity responsible for regulating prices of
petroleumn products in India.

Measuras tad in the past to address high ATF cosis

Recently, many states have adopted the measure to incentivize air transpor services
to their states by reducing the tax on ATF. For example, Gujarat announced levy of
5% ATF for intra-state air transport services while it is 30% for all other operations.
Madhya Pradesh has announced full refund of expenses on VAT on ATF for air
transport services within the State for certain period.

In order to reduce the fuel expenses for the airlines, the Central Government has
alzo taken cerfain initiatives. The prominent amongst these is classification of
Aviation Turbine Fuel as "Declared Goods” when sold to an aircraft with a maximum
take-off mass of less than forty thousand kilograms operated by scheduled airines.

As a measure to alleviate some more pressure of taxes on ATF fuel, the Government
of India, in February 2012, issued notification allowing private airlines to import jet
fuel or ATF directly. This provision was expacted to enable the airlines in saving a
part of the cost of ATF as in caze of direct import of ATF, the aidines would be
incurring the import duty on ATF and would be able to save the otherwise payable
excise duty and sales tax. This could potentially result in a saving of around 10-15%
of the operational costs of airlines.

It is understood that initially many domestic carriers such as, Air India, Kingfisher and
Spicedet and Indigo were keen on direct import of ATF and had submitted their
application to Directorate General of Foreign Trade (DGFT) seeking permission for
the same. Based on their applications, DGFT granted its approval for direct import of
ATF. The air carriers had then commenced discussions with oil suppliers in the
overseas market and explored the possibility of import of ATF. However during this
process, the airlines were faced with certain challenges such as:

» ATF infrastructure at the airports - Presently the infrastructure for supply of
ATF to the aircrafts at Indian airports has been developed and controlled by
Indian OMCs. For any new supplier to supply the fuel at these airports either
the necessary infrastructure is required fo be developed first or the supplier
will have to use the existing infrastructure of Indian OMCs, after payment of
certain usage charges. While the development of infrastructure would be a
cost-intensive exercise, payment of charges for use of ATF infrastructure
would add on to the final cost of ATF to the aidines and thus reduce the
benefit from such direct import.

It iz understood that airlines were exploring an arrangement where ATF can
be imported to some sea ports in India and can then be transported to certain
identified airports through tankers. However the potential benefits from this
arrangemeant can be studied only after a few cycles of fuel import through
such mechanizm. Even with these arrangements it can be inferred that, ATF
imparts will have better feasibility in port cities like Mumbai, Chennai, Kochi,
Vizshakhapatnam and Haldia as comparad to inland cities like Delhi, which will
largely restrict the amount of directly imported ATF as transportation by pipes
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or tankers to inland cities would again result in higher costs., evaporation
losses and logistical issues.

Alzo, Indian OMCs finds it more profitable to sell ATF to domestic carriers
than share the ancillary infrastructure (tankers. pipelines for transportation,
refuelling facility at airports) and thus availability of such infrastructure may
alzo become an issue.

»  Working capital requirement — While the Indian OMCs allow a credit period of
60-90 days to the domestic carriers, it is expected that the foreign suppliers
wiould be tighter on the credit period and thus Indian air carriers will need to
account for higher amount of working capital funds.

On account of the above mentioned challenges, the direct import of ATF has not
taken-off as it was earlier expected to. Therefore, in order to recover their operational
costs, airlines pass-through such costs to the passengers resulting in higher air fares,
thereby dampening demand.

This issue becomes more pronounced for the regional air carriers. If the regional
operators conduct their operations with smaller size of aircrafts, the cost of operation
per trip will be spread over a smaller base of passengers and hence the impact on
per passenger charges will be higher for such operators. This coupled with the fact
that regional operators in India usually fly on routes which have low demand, the high
ATF costs adversely impacts the viability of operations for such operators.

Withholding tax is defined as the tax paid in respect of income derivable from service
or investments. In context of aviation industry, withholding tax on lease of aircrafts is
levied on income generated by the leasing agencies (lessors) from leasing of
aircrafts to air carriers.

Leasing of aircraft is understood to be a common practice in the aviation industry, as
the leasing arrangement allows the airline to increase its fleet in a short span of time
and provides them an option to avoid substantial initial capital expenses in the form
of advance etc., applicable on the purchase of aircrafis. The current regulation in

India in respect of levy of withholding tax for acquisition of aircraft on lease is
provided under Section 10{154) of the Income-Tax Act of 1961, as follows:

“any payment made, by an Indian company engaged in the business of operation of
aircraft, fo acquire an aircraff or an alrcraft engine (other than a payment far
providing spares, faciities or services in connection with the operation of leased
aircraft} on lease from the Governmant of a foreign Sfate or a foreign entarorise
under an agraement, not baing an agreamant enfarad info between the 1st day of
April, 1997 and the 31st day of March, 1999, and approved by the Central
Gowvernment in this behail.

The following proviso shall be inserted in clause (154) of section 10 by the
Finance (Na. 2) Act, 2004, w.e.f. 1-4-2008:;
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Provided that nothing contained in this clause shall apply fo any such
agreemant entered into on or after the [1st day of April, 2006].

Explanation—For the purposes of this clause, the expression “foreign
enterprise”™ means a person who is a non-resident;]”

Thus, Section 10({15A) of Income-Tax Act provides exemption from payment of
withholding tax on lease rental incomes on aircraft and engines earned by a non-
resident Lessor from an Indian company, subject to respective agreements being
approved by the Indian Government. However, this exemption is currently valid only
for lease agreements which have been signed prior to 31 March, 2006. The non-
availability of this exemption for agreements entered into on or after 015 April 2006
has the implication of significantly increasing fleet acguisition costs of Indian camiers.

While the Withholding fax is actually levied on the lessor, it is understood that non-
availability of this exemption would significantly increase fleet acquisition costs of
Indian carriers. This is because aircraft leasing finance companies generally have a
clause in their agreements whereby the withholding tax, if any. is to be paid not by
the lessor {i.e. leasing company). but by the lesses (Indian carriers).

Withholding tax rate, in India, is decided on the basis of the country, which the lessor
firm belongs to. It is mostly in the range of 10 - 15% based on the country except for
Greece which attracts 20% tax and a few other countries, which attract less than
10% tax.”’

Leasing is preferred in a situation when the airline operator is not very certain of the
market demand and plans fo test the market for a short duration of time. In the
context of the regicnal and remote area air connectivity, this issue becomes all the
more important because on such routes, the market demand may vary significantly
and therefore the airlines prefer to lease aircrafts instead of acguiring them for
operating on such routes.

In this context, the withdrawal of exemption on withholding tax on leasing of aircrafts
from non-resident Indian, earlier provided under Saction 10{15A) of IT Act of 1961,
has adversely impacted the commercial viability of Indian air carriers.

The Report on Air Connectivity in India has observed that airpors in India are second
most expensive airnpons in Asia in terms of landing, parking and housing charges.
While there are certain exemptions provided for smaller aircrafts from landing /
parking / HNFC charges provided at some of the AAl and PPP airpnns*. these
exemptions are only applicable for the schedule operations and not for the non-
scheduled operations.

Considering the context of regional and remote area air connectivity, it is important to
understand the impact of high airport charges on non-scheduled operators and
regional scheduled operators. Unlike the national permit holding air carriers, these
operators have a thin traffic base and hence are more vulnerable to fluctuations in
traffic. Traffic fluctuations may occur on account of various factors and mastly these

Fol| . ™ - - - - - 1 : I
“! Sotirce: “I‘;:'. LA T BT 3. O Ar Ciracifariaws a2 DOSH O i

* As par Airport Charges spacified by Airports Authority of India
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factors would be outside the contral of such operators. Thus lower volume of traffic
and higher vulnerability to fraffic fluctuations make the carriers prefer smaller aircrafis
s0 as to target a better load factor. The high landing / parking charges are therefore
spread on the lower base of passengers being carried by these aircrafts and results
in incidence of higher cost per passenger.

The box below presents the extent of relaxations being provided on airport charges
by vanous airports in India.

A.  Relaxation in Roulte NMavigation Facilily Charges atl A/l Airpars:
=  Airporis Authorify of India has provided relaxation (o small arcrafts registarad in
India in payment of the Roula Mawigation Fadlity Charges (RNFC). The
redaxation is as follows:
In resspect of aircrafls with maximurm All-Up-Weaight:
Upto 10,000 Kgs Shall be levied @ 20% of the applicabla rates | weighi
—cum — distance formula;

Mora than 10,000 bo 20,000 kgs shall be leviad & 40% of the
apphicable rates of weighl-cum- distanca formula.

B. Relaxabon in Landing Charges at AA| Airports:

# Landing Charges lor Small Domestic Aircrafts up to maxamom Al Up Weight of
21000 Kgs shall be lavied @ Rs.11 - per thousand Kas. There is no
mirimum charge for this categary.

Mo landing charges shall be payable in respact of - (a) aircrall with a maximum
cerified capacily of less than B0 seats, baing operated by Domestic Scheduled
Crperators © and (b) Helicopters of all types.

Landing & Parking charges at all airports in the North Eastern Ragion, Jammu &
Bashmir, AEN Island and Lakshadwesp [oiher than Delence Airporis) fo be
reducad by 25% af the current rates.

It is also important to note that the airport operators at Hyderabad and Bengaluru
airports are currently following the charge structure as provided in their concession
agreement and the tariffs at these airpors are yet to be revised post review and
approval of the Airports Economic Regulatory Authority of India. It would need to be
seen if the ainport operators would propose similar exemptions’ relaxations in airport
charges for smaller aircrafts post review of tariffs by AERA.

8.3.3.1 Subsidies for air transport operations in the North-east Indian states

It iz understood that Ministry for Development of North Eastern Region through Naorth
East Council has entered inte an MOU with Alliance Air for provision of air services in
the Morth Eastern Region of India (NER). Alliance Air was operating air serdices in
the NER with ATR 42 aircrafts since 2002 based on the amangement which was
initially for a S-year pericd, but was later extended on year to year basis. Under the
arrangemant, a sum was paid by NEC to Alliance Air towards viability gap funding for
providing connectivity on commaercially unattractive routes in the NER.
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The last extension by the Council was for two years from 1st January, 2010 to 31st
December, 2011 & RBs. 46.07 crore par yaal.” However this arrangement of funding
i= now understood to have been discontinued and accordingly Alliance Air is
understood to have discontinued its operations to North-East as part of the subsidy
scheme.

In addition to the arrangement with Alliance Air and in order to provide connactivity to
remote areas as well as to provide air connectivity to NER with the rest of India.
helicopter services are promoted in the States of Arunachal Pradesh, Meghalaya.,
Magaland. Sikkim and Tripura under a mon-plan scheme with subsidy from the
Ministry of Home Affairs. The subsidy portion is limited to 73% of operational cost
after adjusting recovery from passengers. For the purpose of restricting subsidy.
annual ceiling of flying hours for each helicopter has been fixed. However, the State
Governments are parmitted to operate helicopter services in excess of the ceiling of
flying hours at such additional costs being borne by the States. After adjusting
subsidy from the Ministry of Home Affairs, the balance cost of operating helicopter
sanvices iz met by concerned State Governments. For the year 2011-12, as against
the budget provigion of INR 40 crore, INR 33 crore is understood to have been
releazed and an additional amount of INRB 20 crore to have been demanded in
Revised Estimates 2011-12.

The depreciation of Rupee in the year 2012 has also resulted in adverse financial
impact for the aviation industry in general. Most of the commercial contracts of the
airlines such as cost of fuel, lease rental and MRO expenses are denominated in LS
Dollars. A depreciating Rupee with respect to US Dollars makes all the goods and
savices being bought by the airlines more expensive in rupee terms. However this
risk factor is beyond the control of stakeholders in aviation industry and industry
players would need to manage such risks through financial management instruments
like hadging etc.

Apart from the economic and commercial factors discussed eadier, the cost of
operations of the airlines is also impacted by wvarious policy and regulatory
constraints being imposed on their operations. The sub-sections below discuss
various policy and regulatory constraints impacting the operations of regional airlines.

The Constitution of India refers to activities pertaining to civil aviation, i.e. “Aiways,
aircraft and air navigalion; provision of aerodromes, reguiation and organisation of air
traffic and of agrodromas, Carriage of passengers and goods by air in mechanically
propefed vessels"as a subject in the Union List.

= Source: hitp‘mdoner. gov.insites/defawitfiles/annuale2 dreporte/ 2008 1 v8-1 79-17 pdf &
Wi ainnoia.comy.. S0 0-

ST Annual FaUinepard Saoiiol BRAUAN RAlinmateslh Aledfesll senaces faslnmden. oo
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It is understood that till around sometime back, the aviation sector was not looked
upon as a priority sector by the State Governments who expected the Central
Government to ensure air connectivity in all parts of the country. In spite of having
airstrips under their control, there were no significant initiatives by these
Governments to enhance the air connectivity in their states.

However, in recent years, the State Governments have become more aware of the
beneofits of a developed aviation sector to the economy of their states and accordingly
have become pro-active to promote regional air services. Some measures adopted
or proposed to be adopted by the States are illustrated in the table below:-

I Table 9: Measures adopted by state governments to promote reglonal alr services I

Andhra Pradesh Farmation of Andhra Pradesh Aviation Corporation Limited with the
tunclions of acquiring, operating and mainiain aircrafis/halicoptars and
1o devalop aviation sactor in Andbra Pradesh

Chhattisgarh Ta enable connectivity batwseen majer industrial centers in the slate
and state capital, Chhaltisgarh had invited Ecls from major aifines.

The sops offered by the governmeant weane exemplion of landing and
parking charges on the condiional operation of flights as per the
published schedule.

Reduction of VAT on ATF ta 4%

Gujarat Gujarat governmant released Gujarat Civil Aviation Policy, 2010
which inter-alia, has the following provisions:-

# Formation of Gujaral State Aviation Infrastructure Company
Limited [GUJSAIL}) which will be responsible for implemeanting
palicy matters for civil aviation

#« Formation of Aviation Turbing Fuel Trading Comparny to cut down
impart parity, markeling expenses and thus creating a price
advantage for aviation activity in Gujarat

Formation of Gujarat Civil Aviation Board (GUJCAB) to act as an apax
Board for fast paced developmant of aviation sector in Gujarat

Karnalaka A draft Parspective Civil Awviation Plan published by Infrastructure

Developrmant Department, Govt. of Karnataka envisages development
of low cost airstrips al around Rs. 66 crores (ncluding cost of land)

and Helipads at around Hs. 57 lakhs [excluding cost of land).

Maharashira Govarnmant of Maharashira has set-up Maharashira Air Developmant
Caorporation (MADC), which is in the process of developing five
greenfield airports in Maharashtra

Madhya Pradesh Governmen! of Madhya Pradesh has entered into a Seal
Underariting arrangamant with Mon-scheduled opsarators and thus

has enhanced the viability of their operations.
Govarnmant also announced a measura that for air transport sarvicas

within the slata, the axpanse incurred by airlines an VAT on ATF
waould be rafundad.

Ag evident from the table above, certain State Governments have formed dedicated
agencies with the objective of promoting regional connectivity. Such a dedicated
agency is expected to offer one-stop solutions to airdine and airport operators
interested in the state awviation industry. It is imperative that such institutions be
strengthened and given executive powers for infrastructure provisions.
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However, one aspect of state aviation paolicies is the inward looking nature of these
measures. The agencies so formed have the power to facilitate aviation activity within
their respective state. For example, the Government of Madhya Pradesh is looking at
zeat Underwriting or reimbursement of expense on account of VAT on ATF for air
services provided within the State of Madhya Pradesh. Similarly, the Government of
Gujarat has brought down the VAT on ATF to 5% for those air transport services,
which are provided within the State of Gujarat.

Whila it is appreciated that an elected Government would like to degloy its resources
for the benefit of its own people, it also needs to be noted that air carriers have a
better viability of operations, when they are able to connect to more than a few towns
! cities, which iz usually the case in an inter-state network. Promoting interstate
aviation activity is more elemental to the objective of achieving regional air
connectivity as large distance and time-consuming nature of inter-state transportation
can offer an advantage to airline operator over rail and road network.

Certain policy and regulatory reguirements (constraints) also resulis in high cost of
operations at the ainports and addressal of these constraints could bring down such
costs, benefitting the users of air transport services. These requirements pertain to
cost of provision of security at the airport and cost of fire safety equipment at the
airports.

Cost of provision of security at the airport: The rules pertaining to provision of
sacurity at the airpor are laid down by Bureau of Civil Aviation Security (BCAS) in
India. Af present, security at the airports is provided by the Central Industrial Security
Force (CISF). Cost of such security is bome by the airport operator which includes
inter alia the salaries for the security personnel, provizion of housing facilties for
those personnel and other associated costs.

An analysis of various cost elements at an airport (as presented in Section 7 eardier)
indicates that the security costs constitutes one of the key cost elements of an airport
(generally in the range of 25-30% of total cost of operations at the airport). During our
interactions with private airport operators developing regional airports in the country,

it was highlighted that in order to reduce the cost of operations at smaller airports,
which are likely to see moderate traffic, State Government should undertake the

provision and bear the cost of security at the airport.

Fire Tender Services at the Smaller Airport: The requirement and specifications
on Aircraft Hescue and Fire Fighting facilities at the airport is provided by DGGA in its
Civil Aviation Reguirement Section - 4, Series-B. Part - 1. Some of the industry
stakeholders have expressed that the City Rescue and Fire Fighting services used
by the State Governments may also be used for providing fire fighting services at the
airports which have limited aircraft operations. Howewver, this can be considered only
if cerfain bare minimum reguirements are taken care such that the distance of fire
station from the airpor is minimal, the services and vehicles provided are compliant
with applicable sections of DGCA C A R. Section 4 Series 'B’ Part 1 etc.
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In India, the regulatory requirements for air transport operators are specified in the
forms of the Aircraft Act, 1934, the Aircraft Rules, the Civil Aviation Requirements,
the Aeronautical Information Girculars. While the broad principles of govemning law
for the aviation sector are contained in the Aircraft Rules, 1937, Civil Aviation
Heguiremants are issued to specify the detailled requirements and compliance
procedures. Owing to the impact that these CAR could have on scheduled and non-
scheduled operations, the CARs were reviewed for any potential inhibiting factors
they may impose on the development and growth of regional air connectivity. A brief
summary of warious CARs having provisions which impacts the regional air
connectivity is provided as part of Annexure 3 — Existing Policies / Regulations.

Currantly, Civil Aviation Reguirement, Saction 3 - Air Transport, Series C, Part VI by
the DGCA governs the minimum requirements for grant of permit to operate
Scheduled Regional Air Transport Service. Various entities at different points of time
have applied for obtaining this permit and some of them were granted the permit to
operate Regional Air Transport service. However, very few regional airlines have
actually taken-off and further very few have been able to sustain the operations.

One of the reasons why the regional schedule airlines have not been able to
commence or sustain operations could be the stringent regulatory constraints which
impact their ability to develop a reasonable market for viable operations. It is
understocd from the interactions held with various industry stakeholders that some of
the requirements prescribed in CAR. Section 3 - Air Transport, Series C, Part VI are
considered to be onerous and may be considered by DGECA for relaxation. These
requirements with their potential impact on the regional airlines are discussed below:

» The definition of "Scheduled Regional Air Transport Service” under this CAR is
given as:
"Scheduwed Regional Air Transport Service means a Scheduled Air Transport
senvice which operates primarily in a designated region and which on grounds
of oparational and commarcial exigencies may be allowed to operate from its
dasignated region fo airports in other regions, excep! the maire airports of
other regians.”

Further the Notes to the Definition provide as follows:

“Note 1: The regional airlines shall not be parmitfed to oparafe on Catagory [
routes as given in Annaxura- Vil of this CAR.

Note 2: The regional aidines of the southarn region which has 3 metros wouid
be allowed to oparate behwean the mefros within the southemn ragion namaly
Bangalore, Chennai and Hyderabad.

MNote 3: Since scheduled regional aifines do not fall under the purview of
Route Dispersal Guidelines, they shall not trade-off thair ASKM on Category
i, A and Il routes with Scheduled Domestic Airfines granfed permit in
accordance with Ciwil Aviation Requirements Section 3 Seres 'C" Part Il.”

As mentioned in the above definition, a regional scheduled operator is permitted
to operate within a designated region (out of the 4 regions namely; North, East &
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Morth-East, South & Western region). The CAR allows operations to other
regions only in the event of commercial and operational exigencies. This
constraint of limiting the operations of a regional airline is restrictive and impacts
the business model of a regional airfdineg.

Further the Mational Scheduled Operators may already be providing connectivity
on attractive routes within a region (with potentially larger aircrafts) and thus in
order to avoid competition from these established aidines, an RS0P may be
forced to address primarily those Tier-3 markets which have yet not been catered
to by the Mational Scheduled Operators and have low demand. These constraints
do not allow regional aidines to develop optimum networks and achieve a desired
lewvel of utilisation of the aircrafts and load factors to have viable operations.

« Another requirement as prescribed in Clause 3.2.1 is related to the minimum
number of aircrafis to be deployed within a paricular timeframe. The airlines are
permitted to operate with one aircraft to facilitate the start of operations and are
required to acguire a fleet of minimum three aircraft within a period of two years
and a fleet of minimum five aircrafts at the end of five years.

This requirement, under the present context, is considered to play role of an entry
barrer for the RS0Ps on account of a few reasons. As highlighted above. the
restriction on the boundary of operations of an RS0OP leave primarily the thin
routes in a region fo be catered to by the RS0Ps. As such thin routes may have
demand uncertainty in the beginning, an RS0P would not be certain about the
market rezponze and may ideally like to get a fair idea about the market in a time
period of 6 -12 months.

Alzo, such thin routes are expected to hawe higher fluctuations in the traffic
because of the low base and may significantly impact the viability of operations of
an RS0OP. On account of these factors, R=0Ps may ideally prefer not o have
minimum reguirements being imposed on the scale of operations in terms of the
minimum number of aircrafts.

« The Clause 3.2.3 under the above mentioned CAR pertains to the maximum
certified takeoff mass of the aircrafts, which can be acguired by the BS0OPs for
their operations. Currently this requirement is for an aircraft with maximum
certified takeoff mass of more than 53,700 kg, which comresponds to an aircraft
with seating capacity of around 15-20 seats. During interactions, a need was
expressed by the industry stakeholders that this requirement of 5,700 kg may be
reviewed by DGCA in wake of the technological advancements and this value of
maximum certified takeoff mass may be reduced.

It is understocd from interactions with various Mon-Scheduled Operators that there
arg noms laid down under The Aircraft Rules, 1937 and under CAR by DGCA
around minimum deployment of staff at the airport and as cabin crew [ flight crew.
The cost of such staff remains more or less the same irrespactive of whether there is
a single or more than one flights being operated by an aircraft in a day, unless i
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crosses certain threshold number of frequencies, which would necessitate additional
staff requirements.

With more frequencies. the cost of deployment of staff can be spread over a larger
number of operations and thus per unit cost is reduced. But for limited number of
operations, compliance with these norms causes a high operational cost for the air
carriers. In such cases, NS0Ps have expressed the desire to be granted the
flexibility of using the same staff for different functional roles. For example, during
non-operational hours, the staff can be used for undertaking marketing / commercial
activities by the NSOP.

Further, Hule 388 of The Aircrafts Rule 1937 requires the air carriers to have one
cabin crew for an aircraft having a seating capacity of "not less than 10 and not more
than 50 passengers™. The same rule provides a helicopter having a seating capacity
of "not less than 20 and not more than 50 passengers™ to have one cabin crew.
Industry stakeholders have expressed that requirement of cabin crew for a fixed wing
aircraft should be similar to the requirement for a same-sized helicopter, i.e. to have
one cabin crew for a seating capacity of "not less than 20 and not more than 50
passengers”.

In addition to the above reguirements around schedule and non-schedule operations.,
industry stakeholders have also expressed that some of the clauses in the Givil
Aviation Heguirements need to be modified to provide more clarity in terms of
compliance requirements.

For example, Clause 5.4 of Civil Aviation Reguirement, Section 3 Air Transport,
Series 'C" Part VIl mentions that

“Faor the import of unpressurised aircraft, the decision wil be laken on a case-lfo-case
basis depending on a complete examination of the records and, i required.
inspaction of the aircraft being procurad. However, DGECA wowld normally not alfow
import of more than 20 years old aircralflt”.

The Airlines under such cases are uncertain in terms of the whether the aircraft
intended to be acquired and imported by them in India will be cleared for import or
not. On account of this uncertainty, the lead fime for acquining an aircraft may
become very high and genarally the lessors or sellers would not like to wait till such
time as may be reguired for examination and final conclusion by the DGCA. This is
more critical in case of smaller aircrafts as the market for smaller aircraft iz not as
large as that of narrow bodies / wide bodies and the availability of smaller aircraft for
leasing purpose is limited in comparisen to that of larger aircrafts. A

Accordingly industry stakeholders expressed that in such cases, a decision is left for
the interpretation of the requirements by individual officials and there is no certainty
on what is required to be done by the air camiers.

As highlighted eadier, it is important for the Ministry of Civil Aviation to focus on
alleviating these issues faced by the regional air carriers in order to promota regional
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and remote area air conneclivity. Some of the proposed measures fo address these
izsues are presanted in Section 13 of the report.

Alzo, the requirement of promotion of regicnal and remote area air connectivity is not
a novel concept and the issues faced by regional air casriers as well the
Governments arocund the world are similar to each other. Successiul attempts have
been made in the past by various countries to address such issues which impact the
growth of regional and remote area air connectivity. The subseguent Section of the
report talks about certain support mechanisms considered and implemented by
various countries for addressing such issues for promotion of regional and remote
area air connectivity.
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9

International Experiences in Promoting
Regional Air Connectivity

Air connectivity in most countries began with the Government being the agency
operating such air fransport services and providing airgort infrastructure.

In view of the higher costs involved in air transpartation compared to other modes of
transportation such as road or rail, many countries faced challenges in enhancing air
connectivity with respect to the financial viability of air transport semnvices. In most
caszes, the Govemments have either continued these operations by themselves or
have intervened by providing promation through various support schemes or through
requlatory measures. In some cases, there have been dedicated national level aid
packages !/ support schemes for the promotion of regional and remote area
connectivity.

Broadly, the measures adopted by various countries for promoting regional and
remote area air connectivity can be classified under the following three heads.

Exhibit 14: Measuwres for promoting alr connectivity

. Policy & Regulatory measures

. Dedicated aid packages

There are several types of support mechanisms which have been employed for
development of new routes. These could be in the form of direct payments for new
routes [ passengers, discounts on various charges bome by airlines and sometimes
by sharing risks which airlines would bear while adding new destinations to their flight
routes. It has been observed that the entity offering the support could be different in
different countries. Typically, it could be a private airport operator or a national /
regional airports authority or a goveming / regulating body for aviation in the country.

Funding for such initiatives iz also provided by different entities in various cases = in
so0me cases, airpons offering the suppont are also the ones funding it while in others,
govemment bodies are the ones funding such support initiatives. Sometimes,

Page 66 of 170 i@ 2013 Deloitte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

dedicated funds are established for such support, provided for by local / regional /
national governments or external funding agencies.

Exhibit 15: Broad framework of possible support mechanizms for improvement in alr connectivity

Direct Risk
Payment sharing

B ;;yhh” ] {!ha'ﬂ:s | Guarantess
passenger
Prowigion of Discounted / Pre-

= miarketing = rani free — purchased

budgeis properties lickels
Tax holidays
— and
Federal / National daeounts

governments S—
Dedicated Funds /| Aid Packages

To provide a context for policy options for promofing regional / remote area air
connectivity in India, certain support schemes / mechanisms are identified below
based on references on international experiences™.

0.1.1 Direct Payments

Direct / incentive payment i made by the airport operator or government to the air
carrier for addition of new origing / destinations to their routes or an increase of
passengers on those existing routes which are intended to be promoted. Such
payments could be an absolute amount or could be related to the number of flights or
the number of passengers. Payments are also provided to the carriers for effectively
marketing the services.

0.1.2 Discounts

In this kind of support mechanism, airlines are incentivized to ply on certain routes /
airports by offering them discounts on certain expenses which airlines would have to
bear to operate on such routes. These expenses could be in the form of airport
charges such as Passenger Charges, LPH Charges, property rentals on airports, etc.

9.1.3 Sharing of demand-related uncertainties

While the mechanisms discussed in previous sections relate o either funding some
aspects of airline expenses or providing discounts, some Governments adopt
guaranteeing a cerain amount of revenue for airlines as another form of promaotional
measure.

* A report on Air Service Development for Regional Development Agencies by STRAIR discusses in
detail various aplions employed in the infernatienal jurisdichons through measuras like Diract
Payment, Discounds and Risk Sharing.
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Governments have alzo intervened in the form of regulatory mechaniems in order to
boost regional connectivity. This intervention has been varied - from restricting the
number of operators on particular routes to making it compulsory for airline operators
to deploy capacity on certain low traffic potential routes in exchange for letting them
ply on trunk routes. While the former has been attempted for routes which are
perceived to be susceptible to destructive competition if left open to market, the latter
iz a systemic mechanism which by virfue of prescribed guidelines, targets generating
implicit subsidy.

Regulation of routes is mainly based on the premise that every region should have
access to an air service and that a special obligation arises with respect to those
remote and sparsely populated localiies which lack good alternative transport
modes. An example of such regulation is reported from Western Australia™.

This is another form of route regulation in which, if an airline is providing service on a
profitable route, it is mandatory for it to ply on certain less-profitable or loss-making
route(s). In this kind of regulation, mechanism could be to specify particular routes for
the cperator in advance ar it could be so that they can choose their routes from pra-
specified categories of such routes.

In the United States of America, before the sector was deregulated in 1978, Civil
Aesronautics Board (CAB) had authority over allotting routes to airlines. CAB used to
award high traffic routes to camiers and, in exchange. require them to provide service
on less profitable routes.

A similar case of implicit subsidies on routes has been prevalent in India in the form
of Route Dispersal Guidelines (HDG).

Comprehensive aid packages - typically with a nationwide presence, are also
provided by certain Governments. Such packages typically operate in the form of Air
Service Schemes and target domestic regional / remote connectivity. Examples of
such comprehensive packages are found in Australia, Europe and US.

A Study of an Essential Service and Tourism Development Route Scheme, preparad
by the ICAQ Secretariat. examines whether, and if so how, States can provide

** A Resaarch paper an “Thin Intrastate Air Route Regulation in WaA: Compaellingly Justified?" by
Auvgusta J Hocking, examines the conbext, rafionale and operation of the ragulatory envirenmant in
Weslam Australia, with a spacific concentration on smaller regional roufes. The paper discusses in
details tha measures adoplad by the state af Wastern Ausftralia for promoting ragional air conneachdily
through a combinalion of regulated and deregulated roufes.
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financial support to airlines for certain international route development and assurance
of service purposes.

The study report acknowledges that:

“Existing EAS schemes, most of which are applied to domestic air services,
differ in their specific objectives and mechanisms. They have in common,
howaver, a number of features: they are aimed af linking small communifies
with larger onas; invalve support for the operation of services or routes, rathar
than to the airine par sa; the support genarally comes from central budgetary
allocations; the mechanism invalves a fransparen! public compelitive tender
or applicafion process for carrier selection; the provisian of subsidies, the
concession or licence granted /s confractual and fime-limited, and, the
regulatory @lements may cover frequency, capacily, levels and conditions of
air fares, and standard of servica.”

Another kind of a comprehensive aid package is reportedly provided through an Air
Route Development Fund established in Scotland in 2002 to improve business
connactivity and inbound tourist access all year round. The purpose of the RDF was
to provide incentives through public funding to initiate new direct airine links that will
benafit the overall economic development of Scotland.

China opened its economy to the global market about 30 years back and has
witnessad high air traffic growth ever since. Due to large land mass of the country,
regional aviation is a crucial component of China’s air transport system and has also
seen significant growth over the last few years.

Historically, China has faced a similar problem as India in terms of imbalance in the
development of trunk and regional routes. The lack of regional aircrafis in China
forced trunk aidines to serve medium and low wvolume routes with large aircraft,
bringing inefficiencies in the overall sector. However, China acknowledged the role
that civil aviation plays in the economic and cultural development of its country and
identified a number of measures to encourage the civil aviation.

The developments in Chinese regional air transport market were reviewed as part of
this study because of a number of similarities to the Indian context™.

Measures to promote air connectivity to regional and remote areas have been
adopted for quite some time now in different parts of the world. In most cases, these
have been undertaken to complement the liberalisation of aviation sector where while
on one hand airlines focus on routes with greater fraffic potential, on the other, such
measuras can promote connectivity to regions with lesser traffic potential (under-
served or un-served). The explicit promotion of regional connectivity began in

% A report by Embraer on Chinese Market Outlook 2012-2031 discusses the development of
Hegional Air Connaclivily in China in datail.
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developed countries followed by developing countries like China and India at a later
stage.

The specific objectives in adopting measures described in this Section have been
varied - starting new services from un-served locations, improving freguency from
already served locations, converting hopping flights to non-stop flights, increasing
passenger traffic. and promaoting business and tourism activiies at such places.

While in some schemes, local / regional governments have played an active part,
most mechanisms are run by airport operators / authorities. In some cases
govemments have limited their role to providing funds for the cause with the
mechanism being left to airport operators.

The funding requirement for promoting a particular route may vary depending upon
the perceived market potential of that route. In most mechanisms pertinent to
regional connectivity, support is usually extended during the initial phase of new
services, typically three to five years, and is tapered down in magnitude gradually.
Passenger traffic base is expected to build up during the subsidy period and the
route is expected to become self-sustainable. However, in case of remote regions,
such support mechanisms are often perpatual in nature.

An evaluation study for their Route Development Fund carried out by Scottish
govemment indicated that fund, established for the purpose of improving air
connectivity to Scotland (domestic and international) recorded successiul results in
achieving this purpose to a great extent. A number of new services which began with
support from the fund, continued to ply on the routes even after the support was
removed. In addition to this, the cost benefit study for the same indicated hefty
benafits for the region as a result of the improved air connectivity.

Following table presents a summary of the measures adopted internationally to
promote regional and remote connectivity:

I Table 10: Support Mechanizm for demand related uncertainties — International Examples I
m Applicabdlity FRegional Remaote

Support Schemes

PN Tl Mora applicable on those routes which are
already established but it is desired 1o
anhance fraguency on them

Applicable on existing routes where it s pradium Law
intendad o enhance passenger firaffic

wilumes
ETEI Rl A Applicable for bourist deshinations MA M
Applicable 1o regional  locabons  whare High Law

demand i perceived to be low in initial
phases but is expected o build wp with lime

SN NG Applicable to ragional locations where, if High Law
Landing Chargas nitial support is provided., markat may
devalop and oparate an its own

SR LG Applicable to ragional locations where, if High Law
Parking Charges initial support is provided. markat may
devalop and oparate an its own
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I Table 10: Support Mechanizm for demand related uncertainties — International Examples I
m Applicability Aeglonal Aemote

Reduction or Applicable to  regional locations  whare  pradium Mediurm
examption from demand i perceived to be low in initial

Taxalion phases; it provided on parmanant ! leng term

basis, can be suitable for ramate lecations as

wall

Revenuea Reduce the impact on the arline of not gy Low
guarantees reaching its break-even point

Pre-purchased Raduce the risk of the airline not reaching its
tickets break-evean point

(i} Regulatory Intervention

Route Condral To make it compulsory for aidines to provide  pradium High
samvicas on routes which ara perceived io

hawe low traffic polential or arg remots
lacabons

(i} Dedicated aid packages

Comprehensive Provide support to unviable routes; parpeiual
Aid Packages for remaota while initial support to regonal

While some of the above discussed mechanisms may be relevant in the Indian
context in general, they would need to be suitably tailored i considered for
implementation depending upon market potential of the regions intended to be
connected by air, paying capacity of people, funding capacity of government, etc.

At present, implicit subsidy mechanism is prevalent in India (in the form of RDG) but
it has not succeeded entirely in its objective of extending air connectivity beyond
trunk routes and state capitals as discussed in a subsequent Section of this Heport.
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10 Strategic Options for Promoting Regional
and Remote Area Air Connectivity

It can be observed from the previous Section that while varous alternative support
mechanizms have been explored and implemented by various Governments
internationally, these mechanisms have been developed in the context of specific
requirements. Some  countries needed fo promote connectivity o smaller
communities, while the other needed to comply with the social obligation of
connecting remote areas lacking other modes of connectivity. Some incentives are
simply targeted at enhancement of air transportation without any social obligation.
Hence, the implementation of some or all of these support mechanisms would need
to be customized according to the objectives and requirements in India.

In the Indian context, impetus may be more required, at least in the first instance, on
extending air connactivity beyond trunk routes and state capitals by developing new
routes in Tier-2 and Tier-3 towns £ cities. At the same time, there would be a
requirement to ensure air conneclivity to remote locations, which by definition
otherwise have constrained accessibility by alternative transportation modes due to
several factors such as geography, security, efc.

Essentially, in India, there would be two components for promoting air connectivity
that would need to be addressed:

1. Regional connectivity involving Tier-2 and Tier-3 towns [/ cities which are
presently un-served and

2. Ensuring air connectivity to remote locations.

The key strategic opfions available with the Government of India to address these
components are:

1. Continue with a licensing baszed regime like RDG with some alterations in the
structure (potentially making it more stringent); or

2. Adopt a direct subsidy based approach by providing cash subsidies/ revenue
guarantee {through a regional / remote area air connectivity fund); or

3. A combination of the two options above:; and

Provision of other key enablers which address (reduce) the cost of operations for
airlines in general.

The licensing based approach involves using policy tools which guide air operations
to identified regions, either through a regulatory regime or through mandatory
compliance of required operations on identified routes.

Regulation iz usually adopted for routes which are believed to be unviable on their
own, if left to market forces. Under this approach, the government decides to require
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operations on certain routes on the grounds of these being unviable in a deregulated
emvironment.

Another instrument under this approach is the mandatory compliance of operations
on select routes by all operators as part of their license requirement. In this
mechanism, an establizhed level of air services on a pre-determined route or a group

of routes (sharing some characteristic) is specified as a requirement by operators so
as to ensure connectivity to identified regions.

In India, this approach was implemented through the Route Dispersal Guidelines
[RDG) which reguires provision of a certain level of services on cerain specified
route categories. BDG was introduced in 19894 when the awviation industry was
deregulated to allow private sector operations. To ensure that social objectives and
equitable distribution of aviation services was achieved, the Government enforced
these guidelines. ROG remains the key approach of the Government of India for
promotion of regional and remote area air connectivity.

The direct subsidy approach is based on providing connectivity to an identified region
by enabling services through direct funding of operations or guaranteeing pecuniary
retums on a conditional basis. Some measures adopted by various countries under
this approach, and discussed in the preceding Section, are as follows:-

»  Direct Paymeants for dedicated operations to an identified regicn

» Cost Sharing for ensuring efficient operations

s  FPra-Purchase of Tickets or Seat Undemwriting to ensure viable PLF
» Aevenue Guarantee to provide unaffected operations

s  Foufe Developmeant Funds

Until now, direct subsidy based approach has been adopted in India with relatively
less focus and in different formats. For instance, Alliance Air was provided subsidy by
Morth Eastern Council for providing services in MNorth East. The North Eastern
Council has recently invited private aifdines to operate schedule flights in the north
eastern airports by expressing their willingness to support the selected operator by
way of viability gap funding with an appropriate grant.

Zome states such as Chhattisgarh and Madhya Pradesh hawve adopted types of
revenue guarantee schemes by entering into seat underwriting arrangements with
Mon-Scheduled Operators for providing intra-state connectivity.

However, this approach has been employed for a very limited number of cases and
not extensively. Key reguirements for such direct subsidy based schemes to succeed
at a national level would be existence of an enabling framework [/ institutional
mechanism and funding commitment — presently non-existant.
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The objective of providing other enabling measures / provisions would be to create
an environmeant that generally supports regional operations by service providers by
mitigating factors that impact their costs of operations, flexibility of cperators, etc.

Zome measures have already been taken in this direction — such as Aviation Turbine
Fuel (ATF) for small aircrafts (< 40,000 kg) on scheduled operations being classified
as a 'Declared Good' which limits the sales tax rate, Landing Parking and Housing
(LPH} charges for smaller aircrafts being waived off at most airports for scheduled
operations, some other aspects can be potentially addressed to facilitate regional
and remote area air connectivity.

Zubsidy and Licensing based approaches have been adopted in varous countries
and have produced varying results. It will be important to evaluate these options to
decide on the way forward for promoting regional and remote area air connectivity in
India. Howewver, other measures discussed in Section 13 of the Report could be
adopted irrespective of this evaluation.

Licensing based approaches can be effective in terms of them being enforcement
oriented and not conditional on participation of stakeholders. By making operations a
compliance matter and making license conditional on defined services, the
government / agency can look to fulfil defined objectives.

However, licensing instruments shift all costs and risks to air fransport service
providers. It should alzo be noted that operations on less viable routes = mandated
through licensing., can only be provided by an aidine if it is able to generate profits
through trunk route (more profitable) operations - essentially requiring cross-subsidy
between different segments of the business.

Such a mechanism can also distort the market structure and prevent development of
more efficient solutions. For instance, under the RDG arangement in India, it is only
natural for airlines to choose routes even within the specified categories that have the
best traffic / revenue potential (cherry picking) while extending operations with their
existing aircraft which may not be best suited for the market but which enable them to
keep their operating & maintaining costs in check.

Direct Subsidy Instruments (such as through establishment of a Fund) are made
conditional on provision of services and have the advantage of facilitating dinect
monitaring and control. Most of the subsidy instruments can be monitored easily and
allow the governing agency to directly observe the compliance to stipulated service
conditions. An evaluation at a later stage can alzo lead to modfication of these
options as per reguiremeants.
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Although, this mechanism entails cost to the exchequer, partnership from airlines,
local bodies and central government can reduce costs on each participant. Due to
the latent nature of demand for aviation compared to other modes of tfransportation,
subsidizing operations at least for some time, can allow for exploration of new
markets till they become self-sustainable. Howewver, a prolonged subsidy — as may be
required in certain cases (remote area connectivity) can create sustained costs for
the exchequer.

While both options - of a License Based Approach as well as a Direct Subsidy
Approach have their own merits and demerits, a License Based Approach currently
adopted in India (through RDG) seems to have created market distortions and
stopped serving the required objectives in certain cases. For instance, as also
observed in the Report of the "Committee on A road map for the Civil Aviation
sector”, RDG may not only be contributing to losses of the airline industry but also be
inadvertently hindering the emergence of specialised airines with appropriate aircraft
to cater to the regional and short-haul feeder routes.

It is also observed that licensing instruments which were once practiced in US have
been phased out. Subsidy Instruments have become the chosen option for policy
makers for promotion of regional connectivity.

The subsequent Sections review the Route Dispersal Guidelines and discuss the

feasibility of creating a Subsidy Based Approach through a Regional Air Connectivity
Fund (RACF}for promoting regional / remofe area air conneciivity.
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11

11.1

Review of Route Dispersal Guideline

The first opportunity for private air transport service provision came in 1986 with the
introduction of Air Taxi system to boost development of tourism. This move was
associated with several restrictions which related to seat capacity, use of airports,
timing and fare.

Gradually the extent of freedom granted to private air transpon senice providers was
enhanced and in 1994 with the Air Corporations Act, 1953 being repealed. private air
transpaort service providers could begin scheduled operations.

The number of domestic passengers carried by scheduled Indian airlines in the year
1993-84 was 75.1 lakhs and this number increased substantially to 110.57 lakhs in
the yvear 1994-95, Similarly fleet size of all scheduled airlines also increased from 78
in 1993-94 to 118 in 1924-95. The entry and expansion of private aidines resulted in
significant growth in capacity deployment considered in terms of Available Seat
Kilometres (ASKs).

Prior to repealing the Air Corporations Act. 1853, scheduled air transport services
warg provided by nationalized carriers, Indian Aidines and Air India. The routes (o be
operated by the nationalized carriers were guided by the Government of India. While
opening the Indian skies for private airdimes, Govermnment seems o have been
minded to ensure that airlines deploy a certain part of their capacities on routes
which may not be commercially attractive / viable in the short term. The Central
Government, vide Order No. AV-1101272/94-A dated 01.03.1924, izsued Route

Dispersal Guidelines (RDGE).
Route Dispersal Guidelines — 1994

In its present structure, Route Dispersal Guidelines have classified air transportation
routes in India in three categories, viz. Category |, 1l and lll. These Guidelines direct
every operator operating scheduled air transport service within the country to provide
a certain minimum extent of scheduled air transport services on routes indicated in
Categories Il and Il vis-a-vis scheduled air transport services provided on routes in
Categary 1.

a. Category | routes were specified in terms of routes directly connecting the
following:

| Table 11: Routes mdnrﬁllﬂﬂl'l'l

Sl Ho.

E-:.rml:lm_.r Bangalara
Caleutta — Delhi
Bombay — Calcutia
Calcutta — Bangalara
Bombay — Delhd
Calcutta — Madras
Bombay — Hydarabad
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| Tablell:RoutesunderCategoryl |
| SiMNo. | Routes ____________

Celhi — Bangalara
Boambay — Madras
Dielhi — Hyderabad
Bombay — Trivandrum
Celhi — Madras

b. Category Il was defined as those routes, which connected stations in Morth-
Eastern region, Jammu and Kashmir, Andaman & Micobar and Lakshadweep.

c. GCategory lll was defined as routes other than those in Category — | and Category
=1

The Guidelines mandated that anyone who operates scheduled air transport senvice
on one or more of the routes under Category-l shall be required to provide service in
Categories - Il & lll as indicated below:

a. Deploy at least 10% of the capacity deployed on routes in Category=| on routes
in Category-|l and of the capacity thus required to be deployed on Category-Il
routes, at least 10% to be deployed on services or segments thereof operated
exclusively within Category-11.

b. Deploy at least 50% of the capacity deployed on routes in Category=| on routes
in Category - L.
The Order is presented at Annexure 18: Order for RDG Compliance.

Route Dispersal Guidelines had also provided flexibility to operators fto provide
required services either by aircraft in their fleet or with aircraft in any other operator’'s
fleet on mutually agreed terms with prier approval of the Director General of Civil
Aviation (DGCA). However., a restriction was imposed in 2009 which prevented
Scheduled Regional Operators (not under the purview of RDG obligations) from
trading their capacities with other scheduled operators [under purview of RDG
obligations).

The DGCA monitors compliance with Route Dispersal Guidelines on a monthly basis.
In the event of non-compliance, airlines are required to make up any shortfall during
the subsequent period.

Further, the Government has reconsidered aspects associated to the Houte
Dispersal Guidelines at certain instances. For example, in addition to the routes
identified as Category IlA (intra Category Il), operations on Cochin-Agatti-Cochin
route were added to Category 1A routes vide Ministry of Civil Aviation letter Mo.
AV 13011/2211997-0T dated 26th June 2006.

Page 77 of 170 i@ 2013 Deloitte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

The Ministry of Civil Aviation, Government of India had constituted a committee in
2003 to prepare a Road Map for the Civil Aviation Sector under the Chairmanship of

shri

Maresh Chandra {hereinafter referred to as the Naresh Chandra

Committea). The Maresh Chandra Committeg reviewed the mechanism of Route
Dispersal Guidelines and the issue of provision of Essential Air Services. The
relevant sections of the Report prepared by the Committee are reproduced below.

Page TE of 170

“The current arrangement for ensunng essential air services suffers from
sevaral limitations. To begin with, ainines offen incwr losses on Category If
routes as they are required lo charge subsidised fares on these routes.
Furthermore, shorfer roufes amaong Categores Il & I are commaercially
unatiractive in view of the competition from altemative modes of fransport
such as rail and road. in any case, major airines with their fleet compnsing
larger aircraft (geared towards capiuning a share of the profitable long-hau!
trunk and regional routes with dense fraffic) find #t sub-optimal to serve
shorter routes. Normally, routes that are not found fo be commercially viable
by major airlines can still be serviced by niche airfines with appropriate
aircralt. The experience of Vayudoo! not only underscored demand for air
transport in small cities, but also that it can be successiully provided with the
halp of small modem econamical aircralt.” Recently, Air Deccan — a private
‘no-frilis" airine — launched is service connecting Bangalore, Hubli and
Mangalore. The route dispersal guidelines may be inadvertently hindering the
amergence of specialised aidines with appropriate aircraft to cafer to the
regional and short-haul feeder routes. This is because given that the larger
airlings are bound by the route dispersal guidalines to operate a specified
parcaentage of thair deployed capacity on Category Il & Il routes [regardiess
of the viability of such operations) they can (potentially) undercuf the
speciaised ailines on those routes.

In view of the above, the key to achieving the goal of expanding the reach of
air services in the counfry appears to be in abolishing the rouwte dispersal
guidelines. Such a step would enable major airines to focus their efforts on
the routes of their choice and, more importantly, create room for the
amargence of speciaised aiines to service the remaining short-haul
regional and feedar roufes. As regards maintaining essential air services on
routas that are strategically imporfant but are commercially umdable, the
govemmaent should provide explicit subsidy support, preferably through direct
budgetary transfers or the imposition of a sector-specific cess or a
combination of both. In addition, such support should be allocated through a
transparent process of minimum subsidy bidding. Here, it is noteworthy that
compefitive tendering of subsidy for maintaining essential air services is a
wall-esfabliished practice in several countries, as it allows such routes to
sunave but on the basis of fair competifion and at the lowest cost possible o
the tax payer. For insfance, the Remote Areas Subsidy Scheme (RASS) in
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Australia and the Essential Air Services (EAS) Program in the US. are
broadly based an minimum subsioy bidding.

Drawing upon infernational experience, the Committee suggests the following
combination of principles and sfeps, fo meat the objective of presernving
@ssantial but uneconomical air services.

First, the scope of Essential Air Service (EAS) objective (including the
pace af which it is pursied) must be congruent with the available quantum
of finances. in the absence of a firm ink between the objective and
resource availabilify, the essential service goals cannof be susiained and,
worsa, the entire initiative may lose credibility. In other words, if adeguate
funds are not available, the scope of the EAS may have to be less
aggressiva, i.e., farget roufes may nead o be prionfised.

Secondly. while arriving at a quantum of resources availabie for meating
the EAS objective, all avenues of raising resourcas through direct user
charges must be exhausfed. This is necessary fo wean fhe targeted
sggments away from the umbrella of subsidy support and, more
importantly, to mitigate the risk of subsigy being perceived as a parennial
antitlarment.

Thirdly, the promise of support showd be far a reasonable length of fime,
and backed by a credible siream of resowrces, so that the service
providers can make their investment decisions with a greater degree of
confidence. Towards this end, the governmeant may consider the creation
af a non-lapsable Essential Air Services Fund [(EASF), oulside the
Consolidated Fund of india, and the Fund's managemant may be vested
with an indepandent board.

Fourthly, the governmant may consider replacing aviation-related faxes
and fees such as IATT, FTT and PSF with .a single, lower ad valoram
seclor-speciiic cess, say at 5% of aifare, and the proceeds theraaf may
be credifed to EASF.

Fifthly, the proceeds from the proposed privatisaltion of Airports may be
ploughed back into the seclor, ie., into the EASF, towards meeting the
nat cost of EAS.

Sixthly, to the extent that the cenfral and state governments consider EAS
as an area of pnonly in general, they showd augment the resources
through the general excheguer (as is indeed the case for other laudabie
objectives pursued by the governments). In a similar vein, the stale
govemments may contribute fo the lowering of the nef cost of EAS
through fiscal concessions, as for example, by exempting the EAS
aparations fram high incidance of sales tax on ATF.

Savanthly, the funds from the EASF may be used fo "purchase” essenfial
air services through a fransparent process of minimum subsidy bidding.

The Committee recognises that the scope of EASF would include
uneconormical airports and Air Traffic Control (ATC) services. Accordingly, the
Committee suggests that all such services should be supported through the
proposed EASF — subject, of course, to a ciear demarcafion of resources for
different sfreams of suppant.”
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Key Recommendations

Maresh Chandra Committee recommended abolishing the Route Dispersal
Guidelines making an argument that once the Guidelines are abolished. major
airlines would be able to focus their efforts on the trunk routes and also enable
emergence of specialized regional and feeder airlines to cater to regional routes.

The Committea suggested that the Government should support these routes through
explicit subsidy which can either be funded through direct budgetary transfers or by
imposing a sector specific cess. The Committes also considered the selection of
operators to ply on these routes through a transparent competitive tendering process.

The Ministry of Cwil Aviation vide their Order Mo, &Y. 13011/722010-0T7 dated
13.04.2011 constituted a Commitiee under the Chairmanship of Shri Bohit Mandam,
Joint Secretary (hereinafter referred to as Rohit Nandan Committee) to review the
Civil Aviation Hequirement on Regional Scheduled Operations (R50P) and other air
connectivity issues. The Rohit Mandan Committee, as a part of its Terms of
Reference, also reviewed the Route Dispersal Guidelines.

Rohit Mandan Committee initially endorsed the role played by Route Dispersal
Guidelines in enhancing air connactivity in the past. It said:

"It ig felf that Roule Dispersal Guidelines, in the present sfate, have bean
quite successful in providing air connactivity in different parfs of the country. It
is mainly because of the Route Dispersal Guidelines that scheduwled domestic
airlines continue to fink airports in North-Eastarn Region, Jammu & Kashmir,
Andaman & Nicobar lsland and Lakshadweep Island. Further, with the
increase in the air operafions on Category | routes, airines weare bound fo
increase operations on Category Il routes and on non-metro and smaller
places under Category Nl routes. In other words, effective implemeniation of
Route Dispersal Guidelines ensured thal aidines fulfl ar least some social
ohiigations.”

In view of the airlines presently meating RDG obligations. the Committee considered

inclusion of certaim Category Ill Houtes into Category | Houtes and noted the
following:

“Analysis of the capacity deployment data after inclusion of aight Category Il
routes into Category | indicates that at present there is no impact on capacity
aapioymant on Category il and Il routes. However, airlines iike Spicejet and
IndiGo will have to deploy more flights on Category IIA roufes to meet the
Route Dispersal Guidelines obligations. Keeping in wiew the ambitious fleaf
induction plans, some of the aiines will also have o deploy additional
capacity on Category /I and ! routes commensurate with increase in
aperations on Category | routes.

However, Rohit Mandan Committee noted that such inclusion would still result in a
situation where the airlines met the RDG reguirements. The Committes considerad
further changes to the RDG conditions to attempt fo address some of the other
issues in regional air connectivity as follows:
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“After the inclusion of 8 new rouwtes in the Category | the present level of
98.9% connectivity of Category Il wowld be reduced fo 56.1%. Given the fact
that there is a need to provide better connectivity to Categary Il is home fo
naarly 97% of Indians. The Commiffee recommends that the present
reqguirament of 50% deployment in Category Il may be increased to 75%.
This would oblige the Airlines fo devole an additional 19% ASKM to these
routes resulfing in belter air connectivity o these areas. In order o ensure
that the additional connactivity created through this measure does mol again
gets limited fo the State Capitals, it is recommanded that the additional
connaciivity so created shouwld be oistributed in 40060 rafio befween Capitals
and Non-Capital stations to ensure a betfer deal for the hinterland. This would
meaan that any new addition to the raufe in fulure wolld be distributed in ratio
of 40:60 between capitals and non-capifals of the 17 underserved Siates.
This may be classified as a new category of routes and called Category Il A
Routes.”

The Committee noted the following on the issue of exclusion of certain Category I
Routes:

“Weeping in wiew the prevalent load factor on these roufes (Dethi-Srinagar,
Deihi-Guwahati and Delhi-Bagdogra) there has been a persistent demand
from some quarnters for the exclusion of some of these routes in arder to
improve connactivity to Category Il States.

In case all the threa routes are exciuded from the pundew of Calegory If
routes, all the airfines axcept national camier will be falling short of ASKM
daployment requiraments as indicated below and have fo deploy considerable
numbear of lights on remaining Category Il roufes.”

However, the Committee also noted the following observation on RDG:

"The Commiftee felt that RDG already casis a burden an Airines' commercial
haalth. In order fo ensure RDG does not become a millstane there is a need
fo hawve strong pegs in Category Il to make operations on these routes
sustainatve in the long run. Hence the Committee recommends that prasently
the three routes may be allowed to continue as parf of Category . However,
thera is a justification for removal of Bagdogra from this category once
Pakyong Airport becomes hopafully operational by 2012, Fakyong wolld than
provide direct connectivity to Sikkim and hence the justification to include
Bagdogra in the North East and conseguently in Cafegory I would
disappear.”

While reviewing the concept of an Essential Air Services Fund, Rohit Nandan
Committee also noted the following:
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"The Committee cbserved that RDG in itself offers only a partial solufion fo
the isswe of regional connectivity. It lays down the social paramaters within
which the airines must operate. But it leaves the responsibility enfirely on the
airlines, which inhibits the full commarcial growth of airlines. The RDG baing a
matfer of internal cross-subsidisation between financially wable and un-
econamical routes creales problems of financial health within the industny.
The tendency has been thaf even in Category Il and Category Il routes,
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Airlinas prefer fo resort fo chery-picking or cream skimming and adopt only
those routes which are comparatively more promising or lfucrative while
leaving the unwiable sectors unserved or undersened. The Commiffea felf
that in arder to achigve the social abjectives prescribed under the RDG naw
tools nead ta be developed to assist the avialion industry to balance social

parformance and econamic viability.

The Committes alsa cbhsarved that if the RDG operate in isalation then it
creates distorfion in the overall fare siructure. Since the RDG operates on the
phinciple of internal cross-subsidisation, there is a huge possibility of aifines
over-charging certain roufes to minimize the losses on those routes which are
prescribed by the Govermment. There is also a possibility that the airlines
charge more on these uneconomical routes in order to reduce losses an
oparafing on these secfors. This nat only disforts aviation ecanamics but has
the consequential impact on making air fravel unaffordable and hence

reducing the number of people fraveling by this mode of fransport.

The ICAQ Repoart foo considersd the economic aspect of intemnal cross-
subsidisation and commented that: "Cross-subsidization might be considerad
ta be an implicit subsidy for operations on unprofitable routes and a means o
redistribute wealth between different regions, buf the internal process of
cross-subsidization is peither transparent nor likely fo stimulate efficiency in
terms of aifines” profit maximization. It also affects an airine's capital sfock
formation negatively. This is because, as internal financing to supporf
unprofitable routes decreases profits, an airline has to offer a higher return to
its investors in arder to maintain their commitment to invest. This increases its
cost of capifal and thus reduces the amount of investment and capital
formalion. Furthermore, cross-subsidization is offen made unworkable by
markat forces and is not compatible with efficiency and the increasingly
compeafitive emaronment. Liberalization of air transpaort by domesfic regulatory
reforms and lberal air services agreements concluded in recent years has
already substantially reduced or eliminated the opporfunities for cross-

subsidization in many markets.” (Para 2.3.8 of the 1CAQ Report)

Key Recommendations

As can be seen from the above discussion, while Rohit Mandan Committee observed
that the Route Dispersal Guidelines have significantly contributed to the
enhancement of regional connectivity in the country, it has not been successful in

doing so beyond the state capitals.

However, the committee suggested modifications to the Route Dispersal Guidelines
and suggested development of additional measures like a Fund based machanism to

supplement the Houte Dispersal Guidelines.

The key recommendations of the Rohit Mandan Committee on the issue of changes
required to the Route Dispersal Guidelines are summarised at Annexure 17:
Recommendations on Houte Dispersal Guidelines by Report on Air Connectivity
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11.3 Present Status of RDG Compliance

Since the submission of the Report on Air Connectivity by Rohit Nandan Committee,

while the scheduled airline Kingfisher iz presently not operating (since October
2012}, some of the other scheduled carriers have enhanced their capacities. IndiGo

has expanded its fleet of Airbus A-320s and Spicedet has expanded its fleet of
Q400s. These changes are also reflected in the RDG compliance numbers published
by DGCA on monthly basis:

Table 12: Monthly RDG Compliance published by DGCA
Airline L can | caua | cam |

Manths Sep 2012 Nov212 | Sep 2012 Nov 2012 | Sep 2012 Nov 2012

Air India + Alliance 272 21.3 2.50 2.0 93.0 g81.2

fir

Jet Alrways + Jetlite 14.0 18.9 1.56 1.75 7.5 1044

Kingfisher Airlines 4.0 228 50.5

SpiceJet 231 21.7 1.77 1.55 1171 1151
361 40.0 279 2.29 1218 1202
161 15.6 1.20 1.20 112.0 111

10% 1% 50%

Further, based on the Winter Schedule (Effective from 28th October 2012 to 30th
March 2013) filed by the Scheduled airlines with the DGCA, the approximate

capacities in ASKs proposed to be deployed by respective airlines can be
estimated™.

The table below details the percentage ASKM proposed to be deployed by each
domestic airline as a Percentage of Category 1.

TaHu 13: ASKs proposed o be deployed per week (on an average) as Percentage of t:ategnrjr-l

Alrline Cat -l
Air India + Alliance Air A5 &a0,

36,32 16w 1z511%
12.37% Liew | 1i2sew

Jdet Airways + Jetlite 19 BB, 1.93%, 106 5455
SpiceJet 27.69% 1.16% 121.81%
(Zawee: DECA, websile of respeciive aidines, Deloitie aralyss)

T ASKs proposed to be deployed by airines has been derived by taking the no of seats per aircraft
and the respective stage lengths. Since the actual stage length (flown by the aidine on a route) is not
available, a praxy for the same has besan faken in the Great Gircle Distance betweaen the pair of

stations. The infermation on Great Circle Distance has been sourced from the website
httpz s oworldallas . comdravelaidsflight_distance him. Infarmation regarding number of seats being

offerad by a carnar on a lype of aircraft has bean faken from respective websites of the airline. Thus
the ASKs proposad to be deployed by the airline for the anfire winfer schedule {of 22 weeks) has

bean derived, which has then been converied to a per week value.
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It iz evident from the table abowve that airimes are in adherence fo the requirements
under Route Dispersal Guidelines. The table also indicates that all scheduled airlines
are well above the prescribed minimum percentages across all categories of RDG.

Had the capacities been marginally above the prescribed numbers, it could have
been possible / considered that airlines were deploying capacities to ensure
compliance with RDG. However, the substantially higher compliance figures clearly
indicate to the possibility that — at an overall level, capacities are now getting
deployed by airlines on routes under Categories Il and |l on account of commercial
considerations and in the course of regular business / network planning.

1 Implications for Regional Connactivity

In the context of the study on promotion of regional / remote area air connectivity, an
important issue to analyse has been the efficacy of RDG in enhancing air
connectivity across the geographical spread of the country.

Compliance with RDG has been possible by a combination of providing connection to
more destinations and enhancing capacities (frequencies, aircraft sizes, etc.) to
already connected destinations in Categories Il and Ill.

With the increase in air transport services on Category | routes, airines needed to
increase operations on Category |l and Category Il routes. Several bodies™ at
varipus forums have stated that Route Dispersal Guidelines, in the present form,
have been successful in providing air connectivity to different parts of the country. It
has especially been stated that because of the Route Dispersal Guidelines
scheduled domestic airlines continue to link airports in North-Eastern Region, Jammu
& Kashmir, Andaman & Micobar Islands and Lakshadweep |slands.

During interactions with the Ministry for Development of Morth-Eastern Region
(MDONMER). it was affirmed that existing Houte Dispersal Guidelines have definitely
contributed to an increased number of air transport services to operational airports in
the ME region.

However, analysis of the existing connectivity does indicate that airlines seem to
have preferred certain routes within Category 1l. Analysis of the data available with
DGECA indicates that mostly State Capitals have been well connected in terms of air
transport services being provided by airlines.

L taieteCimmgcmecy-comey |

dirporis Starte State capital Frequency Destination
Per \Week Served
TP ~ndaman & Nicobar
vorhat | JEEEEL) No

Silchar Azsam Ma 53
Tezpur Azsam Ma )
Dibrugarh Assam Ma 26

L3 L3 Ch D

* MDONER, |sswes on Civil Aviation in Morth Eastern Region and Sikkim — Road Ahead,

APAD Commeants on Bepaort on Air Connactivity in Regional. Remote and Inaccessile Area In India,
Warking group on Crvil Aviation for the 11thFive Year Plan,

Report on Air Connectivity, 2011
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11.4

L rwdiemmmomeycomoss |

Alrports State State capital Fregquency Destination
Per Week Served

Guwahati Assam fas 228 11
Jammu & Kashmir Ko 113 5
Lah Jammu & Kashmir Ma 20 3
Srinagar Jammu & Kashmir fes 127 &
Thioisa Jamimw & Kashmir [ L] 2 1
PR | :ishacwesp No 8 1
[imphal | TR Yes 72 6
Meghalaya No E 2
Alzwal Mizoram Yes 21 3
Nagaland No 24 4
Tripura Yes 90 a

| Zawee: Winler Schedule published on DGECA wabsite, Delaille analysis]

It can further be observed that the connectivity in Category |l has been restricted to
cities like Guwahati. Agartala, Imphal. Jammu, Srinagar and Fort Blair and not all 10
states presently in Category Il can be considered well connected. Based on the
ASKs and no of seats proposed to be deployed by Scheduled Airlines as per Winter
Schedule for 2012-13, it can be observed that ASKs deployed to the cities of
Guwahati, Bagdogra, Jammu, Agartala, Port Blair and Srinagar are more than 80%:
of all ASKs deployed to Cat-ll and Cat-llA routes. This indicates the relative
prominence of these & cities out of all the cities under Cat-ll and Cat-Il& and it also
indicates the possibility of formation of hubs.

Another aspect to be considered is the low passenger demand for certain routes in
the Morth-East. Under an arrangement of wviability gap funding with Morth-East
Council, Alliance Air has been providing air transpaort service to various airparts in the
Morth-East. The aircraft used by Alliance Air was ATH 42 for these routes. Despite
operating the routes with smaller aircraft for around 10 years, Alliance Air did not
witness an improvement in PLFs on certain routes. As per the Alliance Air data on
FPLFs for their Morth-East operation, there are certain routes, which till recent years
witnessed less than 20% PLF. This indicates that except for key cities, there could be
a lack of inherent demand for air travel in certain remote areas of North-East.

Way Forward

As also discussed in Section 10, with respect to the strategic options for promoting
regional / remote area air connectivity, RDG which is essentially a License Based
Approach seems to have created market distortions and stopped serving the required
objectives in certain cases. For instance, as also observed in the Heport of the
Maresh Chandra Committee, RDG may not only be contributing to losses of the
airline industry but also be inadvertently hindering the emergence of specialised
airlines with appropriate aircraft to cater to the regional and shart-haul routes.
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In terms of the broader comparison and decision between the 2 key strategic options
for promotion of regional / remote area air connectivity, the following possibilities
have been considered in the following table.

1. Retain RDG and make adjustments (discussed in the Report of Reohit Nandan
Committea):

2. Retain RDG and operationalize a Regional Air Connactivity Fund: or

3. Abolish RDG and operationalize a Regional Air Connectivity Fund {direct
subsidy approach).

Based on the following factors it is recommended that abolishing RDG would be the
first step in focusing on and implementing a more targeted and transparent
mechanism for promotion of regional / remote area connectivity to presently under—
sarved ! un-served parts of the country:

» Heview of compliance data (of RDG) sugogests that existing deployment of
capacity on Category Il (regional) routes, rather than being on account of the
mandated reguirement under RDG, seem o be based on commercial
considerations / market analysis / business (network) plans of the airlines,

= Relative advantages of various options discussed in the following table,

# Previous review of this matter by Naresh Chandra Committee and aspects
mentioned therein = the relevance of which is reinforced under the present

study.
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I Table 15: Strategic Options for Promating Regional Alr Connectivity

Option Advantages Lsadvantages

Retain RDG (Ul » HRegulation of connectivity continues under an « Airlines would continue to face cross-subsidy

adjustments extant framework (known to all) and requirement issues with deployment of capacity over thin
to deploy capacities over specified categories of routes

routes + Adjustments to RDG to make the framewaork

o Howewver, adjustments to the RDG more closely requlate provision of connectivity

framework would be needed to address to under-served and un-served areas would

identifiable issues and more closely only exacerbate the cross-subsidy issues for
regulate provision of connectivity to airlines

under-served and un-served areas »« Az noted by the Maresh Chandra Committee,

route dispersal guidelines may be hindering the
emargence of specialised airdines with
appropriate aircraft to cater to the regional and
short-haul feeder routes.

Retain RDG (U8 » Hegulation of connectivity continues under an + Airlines would continue to face cross-subsidy
adjustments extant framework (known to all) and requirement issues with deployment of capacity over thin
Operationalize a Regional to deploy capacities over specified categories of routes
Alr Connectivity Fland routes + Adjustments to RDG to make the framework
a. However, adjustments o the RDG more closely regulate provision of connectivity
framework would be needed to address to under-served and un-served areas would
identifiable issues and more closely only exacerbate the cross-subsidy issues for
regulate provision of connectivity to airlines
under-served and un-served areas » The distinction between routes required to be

« The Fund could begin to focus on transparenthy operated under RDG and those that may

supporting provision of connectivity to certain transparently get support under HACF may not
regional / remote areas be clear or easy to implement with risk of

ambiguity in  implementation  impacting
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1. Abolish ADG
Cperationalize a Hegional
Air Conneclivity Fund

Advantages

Aifdines would be free to decide their network
without any obligations

May improve viability of operations for airlines
Would enable major airlines to focus their efforts
on the routes of their choice and, more
importantly, create room for the emergence of
specialised airlines to service the remaining
short-haul, regional and feeder routes.
Competitive tendering of transparent subsidy for
regional connectivity is a well-established
international practice and allows routes o survive
on the basis of competition and at lowest cost
possible

Table 15: Strategic Options for Promating Regional Alr Connectivity

Lsadvantages
decizions on routes (for instance, should the
airfines wait for the fund to support a route or
pick up as a means to ensure compliance

under RDG)

Deployment of capacity owver regional / remote
area rofues in the medium-term (when airlines
can change their schedules and netwaork)

woLld be uncertain especially till emergence of
gpecialised airlines and operationalisation of

fund
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HRoutes under Category |l of the RDG correspond to providing Remote Area Air
Connectivity and can be seen to be promoting / sustaining a certain extent of social
cohesion. The Ministry for Development of Morth-Eastern Region (MDOMNER) also
affirmed that RDG seems to have contributed to an increase in the number of air
transport services to operational airports within the North-East Region.

Abolishing RDG could potentially impact capacity deployment on routes in Category
Il in general and Category |l-A in particular in the short to medium term in view of the
inherent unviability of these routes (low demand).

Alzo, the compliance data on RDG suggests that while airdines” compliance to
Category 11l requirements iz significantly above specified threshold. the same s not
the case for Category |l and I1-A. Abolishing RDG could therefore differentially impact
routes in Category lll and Category Il. While, capacity deployment on routes in
Category |ll does not seem to be driven by RDG and accordingly can be expected to
remain in the same range after abolishing RDG, capacity deployment on routes in
Category Il and IlA could potentially be impacted by abolishing RDG - especially in
the absence of an alternative supporting mechanism.

In view of the above, it is accordingly suggested that going forward,

« for the time required for development of a Fund based mechanism, and for
the market to assess & respond to these changes (including through
development of different business and operating models), RDG requirements
for Category |l and 1A be continued over a well-defined transition period. This
would enable social obligations and national cohesion priorities to be met
over this transition period:; and

¢  Category [l is abolished forthwith.

The Fund based mechanism - discussed in the subsequent Section, is expected to
take a perod of 2 years to implement and operationalize. Accordingly, the transition
period before Category Il and 1A of the RDG can be abolished is being suggested at
2 years subject to remote locations under Category Il and |l& being connected
through the alternate mechanism.

At the end of 2 years, there should be a specific review of the experience of
promoting regional / remote area air connectivity through the Fund as well as the
status / nature of compliance of airlines to Category Il requirements. At the end of
such review, if the Fund based mechanism has started providing required suppart to
regional / remote routes (including routes under Category Il and IIA). Category Il and
1A of the RDG should also be abolished.

i A L T T
[ .—I|I\.|I.-|\'.||-\."'._'-'.'l

The key advantages of implementing the recommendations over the timeframe
discussed above pertain ta:

» Airlines continuing to deploy capacity for Category Il and 1A routes
addressing a key social requirement in the transition period;
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» Transition period providing time to the industry to respond to the new
dynamics / develop suitable business models; and

« Fund allowing development of niche airlines / business models for regional
and remote air connactivity.

Rohit Mandan Committee considered certain changes to the BDG. For instance, the
Committea recommended that three routes - Delhi-Srinagar, Defthi-Guwahati and
Delhi-Bagdogra, may be allowed to continue as part of Category Il as an interim
measure before being considered for exclusion in future. The Committea also
considered inclusion of 8 Category Il routes into Category | that would in tum require
reconsideration / increase in deployment of capacity in Category Il

Further, under the study, the efficacy of capacity deployment [{ASKMs) was
reconsidered as a monitoring parameter for reviewing compliance under Category |l
of the RDG. Alternative parameters like Revenue Passenger Kilometers (RPKM),
number of seats deployed, frequency of operaftions etc. were considerad.

Any change in the monitoring parameter would require a transition peried of its own
for the monitoring system to stabilize as airlines relook their network over cycles of
Winter/Summer schedules.

Further, considening that the Summer Schedules for 2013 have already been filed by
the Scheduled Airines with DGCA, the airlines will be able to effect any proposed

change in the Winter Schedule and thus the implementation of any proposed change
can only be after a certain perod.

In view of the abowve, and with the proposed abolishing of BRDG for even Category |l
being recommended after 2 years, changing routes in Categories | and Il or changing
the monitoring parameter for reviewing compliance under Category |l of the RDG in
the interim is not recommended.

As indicated earlier, presently, Scheduled Regional Operators cannot trade their
capacities with other scheduled operators which are under the purview of RDG
obligations. Specifically, Mote 3 to the Definitions of "Scheduled Regional Adr
Transport Service”, as provided for in Civil Aviation Requirement, Section 3 Air
Transport, Series ‘G Part VIll, does not permit the RS0OP(s) to trade-off their
Available Seat Kilometre (ASKM) on Category |l and lIA routes with Scheduled
Airlines.

In this regard. Rohit Mandan Committee had obzerved as follows:

"As par present provision RS0OP cannot sell their ASKM o scheduled
passenger airlines. This guideline was incorporated so that S0Fs can
continwe their aperation aven on smaller places whare RS0F cperate in order
to increase conneclivity or otherwise they will purchase the ASKM from
ASOF and remain oparating on prafitable route. In furm RSOP which is bound
to operate in their region will be found trading ASKM for their whole regional
aperation. This suggestion of RS0OP cannof be accepted as in such casas the
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whole ASKM wtilized by RS0OF be fraded off fo 50Ps and the purpose of
RDG and Regional Airlines would not (be) served simulfaneously.”

With respect to the key concern noted by Hohit Nandan Committee in this regard, the
following facts are consideread relevant:

In spite of a number of entities reportedly seeking No-Objection Certificates
for grant of Scheduled Regional Operator's parmit in the past, only one finally
has a permit and has commenced operations - Religare Aviation Ltd. (Air
Mantra)®

o Air Mantra, presently operates flights connecting Chandigarh and
Jammu - under Category || with other operations being in Category [l
(which is recommended to be abolishad).

o Ewven here, the seats operated by Air Manira from Jammu, on a
weekly basis, are presently only 0.6%"" of the total seats operated by
all scheduled operators from Jammu.

In spite of the relevant regulations existing in this regard for the last several
years, regional scheduled airlines have not been able to come up and play
any major rele in enhancing air connectivity in the country.

y P T -
FOTemiar oererils

In view of the above facts, the concern that ASKMs deploved by Scheduled Regional
Operators can be fraded off to Scheduled (national) Operators, impacting the
objectives proposed to be served by RDG and Regional Airines simultaneously. may
not be material. The facts suggest that any measure to allow such trading in

capacities would not materially reduce the extant connectivity, if also not immediately
contribute to an enhancement.

On the other hand, trading of capacities between Scheduled Regional Operators and

Scheduled (national) Operators could provide incentive and support for development
of regional operators / operations with smaller aircraft through availability of a stream

of revenue to such regicnal players on a contractual basis.

With development of such operators / operations, smaller aircraft could be deployed
by regional players complimenting the networks of larger players.

It is recommended that in view of the proposal to retain RDG for Category Il and 1A,
trading in capacity through a market based mechanism is allowed between the
scheduled Regional Operators and Scheduled (national) Operators. The same
should be through a market-based mechanism with determination of costs of
operating Category I/ 1lA routes, contract provisions, etc. being governed by market
interactions between the players with focus on operating and commercial efficiencies.
The monitoring of RDG reguirements by DGECA could in turn have reference to
supporting contracts with details on flights, ASKMs traded, etc.

Thizs could have the following potential benefits:

% List of Scheduled Operatar's Permit Holders {as on 07.12.2012) on the website of DGCA
" Based an the existing Winter Schedule of schedulad airlines as available on the websile of DGCA
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s Flexibility to operators in complying with RDG requirements and
encouragement for development of niche business models (smaller aircraft
operations) required in the long run to enhance connectivity to regional /
remote areas

o This could in turn provide an enabling environment for enhancement
in regional / remote connectivity on thin routes through a least-cost
based provision of support through creation of a Hegional Air

Connectivity Fund [RACF)

= Enable Scheduled Operators to redeploy any surplus capacities on other
routes including on Category | routes

o This could in turn reguire enhanced deployment of capacity on
Category 1l and llA routes

The following Section discusses the feasibility of creating a Regional Air Connectivity
Fund (RACF) (Subsidy Based Approach) for promoting regional / remote area air
connectivity.
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12 Regional Air Connectivity Fund

As discussed earlier, it i recommended that a Regional Air Connectivity Fund
(RACF / Fund) be operationalized to financially support new regional / remote area
routes which are perceived to be unviable through an appropriate financial
mechanism. Economically, a direct subsidy based regime, through such a Fund, is
expected to be more advantageous than promotion of regional / remote area air
connactivity through license / regulation based approach.

Such support mechanisms have been successfully implemented in several countries
for improving and sustaining air connectivity. Even in India, there have been
instances of sector-specific funds being set-up to provide financial support for
achieving particular objectives.

The advantages of having a dedicated fund for promotion of regional / remote area
air connectivity include:

# Inflow and outflow can be easily mapped - if a dedicated fund is established
with identified sources and a specified purpose, it is easier to map the inflows
and outflows to the fund, thus making it more transparent. It will also not be
possible to divert funds for other activities

« A cenfralised mechanism can be devised to ensure equitable benafit to target
beneficiarnes who seek support from the fund subject to certain prioritization
as may be required in some cases

» Ensuring better management of funds and helping in long term planning

«  Ability to explore various financial options including external funding.

As highlighted eadier, wvarious measures have been fried in other countries to
improve regional air connectivity. In many cases, a dedicated fund has been
established to provide required support. Typically, these funds are provided by a
multitude of agencies viz. local / regional / national governments or external funding
agencies.

A brief comparizon between the Essential Air Service Fund (EASF) in the United
states of Amerca and Remote Air Services Subsidy (RASS) scheme in Australia is
provided at Annexure 15 -Regional Connectivity Funds in other countries.

Both, Maresh Chandra Committee and Rohit Nandan Committee also considered the
possibility of formation of a dedicated fund for promotion of air connectivity. Some of
their key observations and recommendations in this context are summarised below.
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The scope of Essential Air Service (EAS) Fund (including the pace at which it
iz pursued) must be congruent with the available guantum of finances

Lewy of user charges should be the most preferred source of raising
resources.

Support should be for a reasonable length of time, and backed by a credible
stream of resources, so that service providers can make investment decizions
with confidence

Money from airport privatization may be used to provide resources for the
fund.

The Committee suggested that instead of abolishing Route Dispersal
Guidelines, it shoukd be restructured such that routes with high and mediom
FLF subsidise each other and routes with low PLF be supported by
establishing a Regicnal Air Connectivity Fund.

A dedicated fund may be setup by levying cess on domestic passengers
through ticket sales by airlines.

A portion of the fund should alzo be used for establishment and running of
low cost airports, heliports and helipads.

The State Governments should also contribute to a portion of the fund.

The suppaort should be provided to operators for an assured minimum period
&0 that they can develop sustainable routes.

More elaborate summaries of key obszervations and recommendations of these
Committees have been presented at Annexure 14 = Summary of earier Committes
Reports on Regional Air Connectivity Fund.

The provision of funding support for achieving social objectives has also been
explored in other sectors in India. Some of the examples of such funding support are
presanted below:
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In order to increase access o telecammunication within rural areas as well as
increase tele-density, the government set up a Universal Service Obligation
Fund (USOF) in 2002.

Mational Children's Fund was established to promote and fund the various
programs for children in un-served and under-served areas including tribal
and remote areas.

Mational Culture Fund [(NCF) was established in 1996 as a trust under
Ministry of Culture to enable institutions and individuals to perform their role in
promoting and presenving India's cultural herntage.
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Brief descriptions of these funds in terms of objective, administrative structure,
funding support etc. are provided as part of Annexure 11 - Universal Service Obligation
Furd, Annexure 12 — Mational Childran's Fund and Annexure 13 — Mational Cultura Fund.

Further, funds have also been established in other infrastructure sectors like Roads &
Highways, where the funding has been employed for the purpose of infrastructure
creation.

As highlighted through international and domestic examples mentioned above,
setting up of a dedicated fund could assist in promaoting regicnal / remote area air
connectivity. With reference to arrangements for international funds as well as similar
mechanisms in other infrastructure sectors in India, the following aspects would need
to ba considered in successfully operationalizing the Fund:

a.
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apecifying the Objective

It has been cbserved that support requirement for remote area connectivity
and regional connectivity is quite different. International funds usually treat
these categories differently. While remote area connectivity is considered a
necessity for the concemed region because of certain kinds of constraints
(gecgraphic. political, etc.). regional connectivity is provided with an objective
of promaoting economic development in the region.

Possible forms of support provision

From a study of other similar cases, it emerges that the support is provided to
airlines in varicus forms which would either reduce the cost burden of aidines
for operating on regional’ remote routes or provide adequate compensation to
the airlines to cover costs, thus making the route viable for them. Some of
such forms of support which have been obzerved internationally include:

o Fided payment per flight for each new route

o Discount of various ainport charges which airlines bear to ply on a route
o Fevenua / Seat guarantees

o A fixed cost subsidy agreed at the beginning of the operations

Tenure of the funding support

It has been cbserved that typically, funds are used as a mechanism to
provide initial support to new routes in their development phase and usually
withdrawn once the route matures and becomes self-sustainable. In the
Indian context, both the Committees discuszed above obszerved and
recommeanded that the purpose of such a fund should be to seed regional
connectivity and nurture it over a defined period of time.

Eligibility for Application

Such funds primarily provide support to new routes in cases where thera is no
connectivity. Once, a threshold initial connectivity has been established so
that a route can become seli-sustainable; such funds may also promote
additional frequencies where there is existing but little connectivity. In India,
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the prevailing situation is such that there are large parts of the country which
arg totally un-served and thus any fund may naturally prioritize initial
connectivity over enhancement of existing connectivity.

source of funding

It has been observed that such funds are usually setup as revolving non-
lapsable funds. The size of the fund is determined based on expected number
of routes to be promoted and thus expected disbursement during any given
year. The source of fund varies from direct budgetary allocation from genaral
tax roceipts, levy of cess on passengers. contribution from local / regional
govemment, local business communities, etc.

Institutional mechanism

A robust insfitutional mechanism would need to be setup for management of
such funds. Some key features are:

o A number of key stakeholders are involved in the decision making
process of such funds

o Sound appraizal mechanism for connactivity proposals
o Impaortant to ensure equitable and transparent process

o Fobust monitorimg mechanism to ensure contractual compliance

Taking into account these key characterstics, the subseguent sub-sections
present an indicative mechanism to establish a fund to support and promote
regional / remote area air connectivity in the country.

The overall objective of the fund would be to promote both regional as well as remaote
area air connectivity in the country. Between regional and remote area connectivity,
while the objective of the fund could be to provide social cohesion for remote areas,
for regional routes the objective could be to stimulate the market by providing support
for a limited period of time.

While establishing a RACF seems to be a betfter strategic option for promoting
regional and remote area air connectivity in the country. as with implementation of
any new policy measure, certain risks can be expected. These nsks can be identified
with different stages of the lifecycle of the fund.
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Risks during setting up of RACF

= Lack of clarity on the objective of the fund: Funds are utilized to achieve
other objectives.
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Weak and ambiguous legal and implementation framework resulting in
functional cverlap with other government agencies, lack of clarity in roles
and responsibiliies of the key positions and prioritizing expenditure
across various proposals etc.

Inadequate institutional capacity

Risks during operational period

Lead time for the industry to accept the concept of RACF resulting in less
interest during the bidding process in the initial stages

State Governments not realizing the potential of RACF, not providing
sufficient support or lagging in putting up proposals

A number of proposals are received at the same time and prioritization
and evaluation of the proposals may take fime resulting in delays

Funding of the RACF iz not sustainable especialy when it is routed
through general budgetary resources

Lack of effective oversight resulting in issues like ineffective fund
utilization

It iz imperative to address such potential implementation risks especially as the
RACF is expected to replace the Route Dispersal Guidelines going forward.

The sub-sections balow propose a suggested policy framework for operationalizing
the fund with a view to addressing the key risks identified above.

Four key considerations required to be Kept in

mind while setting up the fund includes:

A strong legal and institutional
framework for the fund

Strong Legal Sustaimable
anid and credible

Institutinnal sounce ol

Sustainable and credible source of Framework financing

financing for the fund that iz not

entirely dependent of budgetary
sources. Moreover, financing ewven Determining

Pre-specified eligibility and

) , Determining
from budgetary sources should Eligibility / Size of thi

provide -I:'.-E'I'IEIiI"I‘I.'!,'_ Prioritization _—

of applications

prioritization criteria of applications/
proposals

Adequate Size of the fund to be set up vis-a-vis target number of routes to be
connected, expected budgetary support from the government, ability of
existing passengers to contribute, etc.
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The institutional and legislative framework to be put in place for the Fund should fulfil
the following criteria:

« Greater autonomy in decision making;

« Provide a better model for service delivery through independent and more
accountable governance :

» Provide adequate opportunity for paricipation of industry stakeholders;

« The funding should be made available based on approved [ agreed time
schedule.

The proposed policy framework to address each of these key considerations is
provided below:

International practices for setting up a dedicated fund suggest that such funds should
be set up as an independent entity with high degree of autonomy in financing.
decision making and representation from users.

Some of the possible options for establishing the fund are discussed below.

Setting up the Fund under separate Institution

It is recommended that the fund should be structured amd sefup under an
independent entity and has a strong institutional framework. The following
measures could be considered by the Ministry of Civil Aviation while designing
the institutional framework of the RACF:

« Creating the fund as a separate entity and
» Maotifying the Hules for administration of the Fund

The key advantage of this approach is that since the RACF would be constituted
under a separate entity, its autonomy and accountability would be greatly
enhanced.

Setting up the Fund under an existing institution

Under this option, the HACF could form part of an existing institution such as
Ministry of Civil Aviation. The RACF could have certain specified key staff
positions.

The key advantage of this option is that the lead time required for setting up the
institutional framework of the fund would be reduced substantially and the fund
could start operations at the earliest.

I this context the Maresh Chandra Committes noted:

“... the government may consider the creation of a non-lapsable essential Air
Sarvices Fund (EASF), outside the Consolidated Fund of india, and the
Fund's managament may be vesfed with an independent board”

Raohit Nandan Committes noted:
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(i)

(ii)

“In the present casea, it is proposed that the scheme shouwld e administarad
through an independent agency established specifically. Til such a Body is
created, it is proposad that the responsibifity may be discharged either by
AERA or by the proposad Civil Aviation Authority ikely fo be established in
20127

Upon analysis of the above mentioned approaches, it is recommended that the fund
be set up as a separate institution. In the meantime. in order to ensure that the whole
objective of funding and promaoting the regional routes is not delayed substantially,
the fund could be temporarily created under an existing institution.

Irrespective of the approach adopted by the government, appropriate modifications in
existing rules (such as Aircraft Hules) for making provisions for aspects like Levy of
Passenger Cess would need to be considered / incorporated at the earliest.

For setting up the Fund, implementaticn mechanisms would need o be detailed in
terms of inclusion of various stakeholders in the decision making process, sound
appraisal mechanism; equitable and fransparent process; and robust monitoring
mechanism to ensure the contractual compliances; among othars.

It is recommended that the RACF maintains a "Lean Organization Structure”, having
key external experts assisting it from time to time. Also, major studies / evaluations
like financial evaluation of proposals, regular monitoring of agreements etc. can be
outscurced and internal staff could be made responsible for key policy, administrative
and financial matters.

Keaping this in perspective, the fund could be operationalised by the mechanism
discussed below.

0 Key Stakeholders

Management ! Approval Committee

The RACF could be managed through a board which can be headed by a
Chairperson and includes a limited number of full time Members and part time
Members.

An Approval Committee could have the mandate to grant final approval for sanction
of funds for evaluated proposals, allocate funds and award contracts subseguent to
transparent bidding process. The Minister of Civil Aviation could be designated as the
Chairperson of the Approval Committee with other members including the Director
General of Civil Aviation, Chairman AAl etc.

Evaluation Cell

An Evaluation Cell could be setup to function as the secretariat for the Approval
Committee. The cell could have the mandate fo evaluate proposals for air
connectivity, implement awarded proposals and monitor & audit allocated funds.
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This cell would provide a standardized application format for air connectivity
proposals. The cell would also perorm the technical and commercial appraisal of the
standardized proposal applications through independent professional experts.

This cell is proposed to be thinly staffed and would use technical and commercial
expertise of existing organisations in the sector. Secretary. MoCA could be
designated as Chairperson of the Evaluation Cell with other officials including
representatives from DGECA, BCAS and AAl and supported by independent
professional experts with background in air transport services.

j 7 £ A ) [ g = F o Iy '
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The support from the fund is proposed to be through provision of cost subsidy to the
airlines by sharing a certain percentage of the costs of operating a particular route for
a pre-defined tenure. The tenure may vary from a regional route to a remote area
route depending upon the specific assessment.

It iz also proposed that the fund be created for a period of at least 10 years in the first
instance, in order to provide comfort to the airlines regarding the availability of the
subsidies and in order to incentivize them to purchase’ lease appropriate aircrafis for
operating on such funded routes.

Apart from the direct cost subsidy through the fund, other stakeholders such as State
Governments could also provide additional incentives fo the airines. These
incentives could be in the form of revenue support through measures like providing
fixed payment per flight for each new route, providing revenue / seat guarantees etc.
for routes connecting remote areas or in the form of measures like reduction of taxes,
reduction of airport charges efc. to reduce the cost for regional routes. Together all
the incentives would be specified as a comprehensive package against which airlines
would need to bid under an open and transparent process.

I = I = AT el xr o~
P nds s o —Qluirce arf Fung

One of the key requirements for setting up the fund is that it should have a
sustainable and credible source of financing. It is proposed that the fund could be a
revolving non-lapsable fund. To cap the extent of support that can be provided by the
Fund, the Fumd would limit the number of proposals that it would approve for
provision of financial support in any given time period.

The key resource mobilization options for the fund are presented below:
Primary Funding Sources
There are two primary resource mobilization options proposed for the fund.

(i Budgetary resources from the Government on a year to year basis linked with
likaly demand for disbursements during the yvear; and !/ or

(i} Levying a fixed passenger charge / cess on each departing domestic
passenger in the country. This charge / cess could be collected by the airdines
along with the fticket sale which could then be transferred to an account
maintained by the fund.
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A dedicated fund resourced through a passenger charge / levy can ensure that fiscal
! budgetary constraints would not impact the fund’s ability to commit required
financial resources to support regional / remote area air connactivity.

Supplementary Funding Sources

Apart from the two primary resources mobilization options presented above, there
could be supplementary resources mobilisation options for replenishing / adding to
the Fund as and when possible. Some options in this regard are:

¢« Route specific support from the State Govermment, local industry associations
etc.

» Hevenue Share/ Premium obtained from existing' future airport infrastructure
privatizations undertaken by the Ministry of Civil Aviation

ot Eligibility / Tender Conditions

since the proposed fund would have limited resources and will be able to take up
only a limited number of proposals in any given year, certain eligibility conditions are
proposed to be specified for proposal / applications that can be submitted to /
conziderad by the Evaluation Cell of the Fund. Such conditions could include:

» Eligibility condifions on the Airlines - Only Scheduled Operators(s) and
Regional Scheduled Operators(s) to be permitted o bid for the routes

s  Houfe Selection - Support under the Fund could be provided only to those
applications which propose to connect priority regional / remote area locations
that are un-served / under-served

s Prioritization of the proposals = Since the Fund would hawve limited resources
in any given year. it would be important to have a mechanism through which
various proposals can be prioritized in case during a particular year, more
proposals are received than what can be funded through the Fund. The
pricritization could be on the following factors (i) Proposals for a network of
routes rather than single routes, (i) Houtes connecting un-served markets (jii)
Routes promoted by State Governments by providing additional incentives
such as Fixed payment per flight for each new route. Revenue / Seat
guarantees, etc. or (iv) even first-come-first-served basis as long as the
routes cover prionitized set of towns / cities identified upfront.

s  Nature of aircrafts fo be deployved — Financial support through the Fund could
be provided to aircrafts which have a seating capacity of around 70-seats (or
80 depending upon the configuration of the aircraft) or below to promote
deployment of smaller aircraft to cater to such thin routes.

s  Minimum Service Lavels - Certain minimum service level parameters such as
frequency of operations, timeliness of schedule, etc. could also be specified

for period monitoring.

s  Panalty Mechanisms - Provisions would need to be built into the financial
support condifions to ensure that aidines comply with the minimum service
level conditions. Such provisions could include linking the subsidies’
payments to periodic achievement of minimum service levels (monthly), and
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P

t

providing penalties for not meeting the minimum level of service parameters.
Such minimum service level parameters would typically be specified over the
period of support provision to the airline.

& Tenure of the suppart - Tenure of subsidy could be for a 3-5 year period with
maximum amount of subsidy and itz yearly disbursement patiern to be
determined by the Approval Committee and pre-specified for the bidding
stage. (For instance, the subsidy for the second and third years could be
specified to be 50% and 25% respectively of the first year subsidy. )

» Exclusive rights to operate: Along with extension of financial support to the
airlines, in order to make the routes attractive to develop for the airlines,
airlines could be given an ‘exclusivity’ right to provide air transport services on
such routes during the period of subsidy. f such an exclusivity period is
specified, a cap on yields / fares may also need to be specified to protect user
inferasts.

» Fares for the routes: As part of the proposed form of support, only partial cost
subsidy will be provided to aidines with associated obligation to meet certain
minimum levels of service / connection. Subject to the previous point,
determination of fares is proposed to be left to the airlines as it would be in
their best interest to have reasonable price per ficket to increase their PLF
and make the routes financially viable.

] Applicafion Process

A proposal for financial support from the Fund could either be generated by a State
Government which wants to promote certain routes or by airlines.

For airline generated proposals. State Govemment(s) support could be sought in
order to make the proposed route more viable. All such proposals received by the
Fund should be put in the public domain along with support extended by the State
Government{s) o ensure fransparency and user involvement.

- ] - o F " e el
2. b Frocess ol consideration of Froposals by e Fund

{iy

(i)

(i)

The approval process for financial support from the Fund could be a two-stage
process. In the first stage, applicants (which could be a State Government or an
Airline) could make a proposal, to be received by the Evaluation Cell.

After receiving such proposals, the Evaluation Cell could put the proposal in the
public domain and in parallel scrutinize the proposal. Such scruting could include a

preliminary evaluation to examine the eligibility of the proposal which could be
followed with an evaluation of the proposal in terms of technical and commercial

aspects of the proposal and support being sought from the Fund. Depending upon
itz assessment, the Evaluation Cell may forward it to the Approval Committes for

in-principle approval or send it back to the Applicant seeking clarifications /
revizions to the proposal.

Following the appraizal by the Evaluation Cell, proposals could be sent for in-
principle approval from the Approval Committes.
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{iv) Once the in-principle approval is granted, bids could be invited from the market to

(v}

operate the proposed route with extent of support sought from the Fund being the
bidding criterion. The Evaluation Cell would perform the technical and commercial
evaluation of the bids received and selection of final bidder. In this process the
Evaluation Cell could be supported by independent professional experts on

relevant aspects.

Unsuccessful Bidding: In case the market does not evince interest in bidding for a
particular route, other bidding structures may be considered (such as equated
annual payments for a longer period). Such structures may be required for different
routes / towns in terms of the distinction between remote areas and regional areas.
In such a scenario, the Bidding may need to be held perodically after every 3to 5
years.

This proposed process for consideration of proposals by the Fund is indicated in the

Exhibit below. It needs to be highlighted that this proposed process is expected o be

an indicative structure that can form the basis of further stakeholder discussions and
formulation of an appropriate policy framework. Thereafter, the proposed process
would need to be detailed in terms of various attendant aspects like details required
to be submitted in various forms, etc.

Exhibit 16: Indicative procesa for conslderation of proposals to the Fund

Regional and Remote Area Connectivity
Fund (RACF)

Bidding Process

Independent Agency

w ....... Rial Iraposal Concession Agreement
with Winning [Bidder
Subsidy Support
State Government airlines P ——
Periodic Monitoring of the support
12.5.2.7 Evaluation / Review Paramelers

The objective of the Fund would be to promote regional and remote area air
connectivity in the country. It would therefore be critical for the final framework to
specify a monitoring machanism to assess compliance of airlines to minimum service
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levels as well as the impact of the Fund on promaotion of regional / remote area air
connectivity.

Such monitoring mechanism would need to be detailed in the course of
operationalizing the Fund. While DGCA, as part of its existing mandate, could
monitor the service level compliance as well as traffic and occupancy data provided
by the airline, the disbursement of financial support to the aifdine could be upon
periodic review of such compliance data by the Evaluation Cell.

Monitoring / assessing impact of the Fund on promaotion of regional / remote area air
connectivity would be required to ensure that the Fund is able to refine the process /
structure of support being provided so as to have maximum impact. Such
assessment and refinement of process would be critical to ensure that the proposed
mechanism stays relevant and is able to address issues as they are identified. In the
initial stages of the operationalization of the fund. such review may need to be
undertaken on a more periodic basis and for the entire scheme at least once every 3
years through an independent agency.

Aspectzs which can be analysed’ reviewed 1o assess impact could include:
= Has the connectivity improved on un-served / under-served routes

= Are airlines reporting any problems either in the operational framework of the
fund or in market acceptability

=  [Feedback on the bidding process from industry stakeholders

= Are routes supported by the Fund continuing even after withdrawing of
financial support

2.8 Size of the Proposed Regional Air Connectivity Fund

As highlighted earlier, the demand for air services and the latency perncd for a route
before it gets fully developed may vary year-on-year and therefore it is important that
the support from this fund is sustainable at least for a specific ime perod. Moreaver,
a well-established fund size would allow for adequate planning for promaotion of
regional air connectivity.

In this context, Maresh Chandra Committee noted:

"... the promise of support showd be for a reasonable length of fime, and
backed by a credible stream of resouwrces, so thaf the serndce providers can
makea their investiment decisions with a greater dagrae of confidanca.”

The size of the fund would be impacted by a number of factors including inter alia
target number of routes to be connected in a given year, expectad budgetary support
from the gowernment, ability of existing passengers to pay a charge / cess for
regional’ remote area connectivity, utilization of the funds by the beneficiaries and the
disbursement mechanism for the fund.

A mechanism is being proposed herein to enable the Ministry of Civil Aviation to
consider the same as it develops a policy framework for implementation.
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In this indicative analysis. some indicative assumptions have been made on each of
the input variables - such as number of routes in a given year, type of aircrafts being
proposed, subsidy period and quantum, number of frequencies proposed etc.

A more realistic estimation of the size of the fund may only be possible subsequent to
a process of consultations with wvarious stakeholders, especially with State
Governments, and some initial experience. Inputs could also be taken from State
Governments on possible regional / remote area connectivity routes they would like
connected, their inter-se priortization as well as other aspects like frequency of
services reguired, etc.

Based on such stakeholder consultations, the size of the fund can accordingly be
fine-tuned.

Estimation of the fund size would require reference to a number of aspects /
parameters mentioned in the table below. The table also presents the indicative
values used for the purpose of initial estimation under the study.

Table 16: Indicative Values for estimation of the size of fund
Input Variable Indicative Value far the current analysis

Tenure of the fund 10 yaars

178 (based on the indicative list of BY lowns
prasented in earlier sections and an assumplion
that a State Government may prefar a particular
fown to be connecled to at least 2 destinabons)

HNumber of routes to be connected

18 [based on assumpbion of 178 routes to ba
spreaad aver the fanure af the fund, except for the
last year whan 16 routes will be considared)

Number of flights per weeak 28 flights (4 1o and fro daily flights in & week)

Mumber of routes to be considerad for
funding each year

Aircrafts proposed to be deployed

IRIEE IS 20 seater, 50 seafer and 70 se=after aircralis

Number of proposed to be undertaken EED;::;?;‘F:_ Ll}rzﬂmu;s

through each type of aircrafts 70 saater - 2 rautes

Estimated Cost of operations per hour 20 seater, : Rs. 85 000
far each of the identified types of 50 seater : Bs. 155,000
aircrafts 70 seater : Ba. 195,000
Subsidy Tenure 3 years
B0% of the tatal cast in tha first year
Extent of Cost Subsidy H0% of the first year subsidy in the second year

50% of the sacond yaar subsidy in the third yaar

Lavy on Departing Domestic Passanger Cess
{initially estimated o be 0.8 Million)

Inflow to the Fund

Approach for estimating the fund size

1. The first step in estimating the required size of the fund would be to ascertain
the number of routes which may be required to be funded in a given year

2. Once the number of routes are determined, the per year of cost of operating
those routes can be determined based on input variables such as type of
aircrafts, per unit cost of an aircraft, frequency of operations etc.
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3. Subsequently, the input vanables around the extent of cost subsidy and the
tenure of the subsidy would need to be determined to arive at a per year
subsidy requirement for the routes selected for promotion in the first year

4. It needs to be noted that in practice the number of new routes selected for
promotion and the first year cost subsidy amount for such routes may vary
year-on-year and may be determinable only at the beginning of a particular
year

5. With the above estmates on these parameters, the year-on-year indicative
subsidy suppport requirement has been assessed under the study and is
presented in the Table 17 below for each year fill all the routes have been
subsidized through this scheme is presentad below.

Table 17: Fund irement for Each Year

1 166.26 - - 165.26

B2B63 165.26 - - - - - - - - 247 8B
41.31 B2863 16526 - - - - - - - 289.20
- 41.31 B2E63 16526 - - - - - - 289.20
- . 41.31  B2E3 16526 - - - - - 2H3.20
- - - 41.31 B26E3 16526 - - - - 2B9.20
- 41.31 B2863 16526 - - - 289.20
= . . = = 41.31 BZE3 16526 = = ZE9.20
- - - - - - 41.31  B263 16526 - 289.20
- . - - - - - 41.31 B2E63 147.06 Z71.00
= = . = 41.31 7353 114.B4
- - - - - - - - - J&.TE 3676

—h
=k
i
i

]

Estimated Passenger Charge / Cess Amount

The resource mobilisation for Fund has been assumed to be a charge / cess on
departing domestic passengers. With the estimated fund requirement for each year,
a passenger charge / cess amount can be estimated.

The passenger charge ! levy has been estimated for the purpose of this study such
that there are no substantial shortfalls / surpluses in the Fund over the years.

Based on the indicative values of input variables presented above, the total fund
requirement is estimated to be around 2,800 - 3.000 crores over a 10-year period (in
constant prices). Considering a number of other assumptions around the existing
passenger base, growth in the passengers expected over the next 10 years as waell
as likely increase in the costs on account of inflation, the passenger charge / cess
amount per departing passenger is indicatively estimated to be in the range of Rs. 40
= Rs. 50. As mentioned earlier, revision to these estimates would be reguired based
on consultation with various stakeholders on the number of assumptions made.
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It is also important to note that the estimated per passenger charge / cess which will
be finally determined by the Ministry of Civil Aviation would need to be reviewed
periodically {at least every 3 years) for any change in the assumptions and actual
experience with operationalization of the Fund (number of proposals received /
approved, expected market interest in future, likely budgetary support from the
Central Government in future, etc.)
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13

Policies and Regulatory Initiatives

The Government of India, in the past. has adopted various policy measures with the
objective of facilitating expansion of air connectivity in different parts of the country.
These measures included aspects like inviting private sector participation in the
sector, providing connectivity through government-owned air carrers for specific
segment or geography and provision of incentives to improve the overall viability of
the air transport operations.

Whila the measures, adopted by the Government, have led to enhancement of air
connectivity in the country, the growth has been primarily been limited to a select few
airports. As analysed in Section 4 of this report, some of the major cities including the
metra cities and other major cities in India such as Pune, Ahmedabad, Lucknow etc.
are well-connected through air transport. It has also been analysed that a number of
cities, identified based on a combination of parameters such as population, economic
activity, tourism and connectivity to well-served airports, have the potential for further
improvement in air connactivity.

However, despite having the potential, varous towns f cities are yet o witness
desired level of air connectivity, primarily on account of various issues discussed in
detail in Section 8 of the report. It is imperative that certain initiatives / measures are
taken by the Government to address these issues and o enable the development of
air transport to regional and remote areas.

Key measures in the form of modifications to the Route Dispersal Guidelines and
establishment of an RACF have been discussed in detail in Section 11 and Section
12. While these measures would focus on the twin aspects of connecting more
airports and enhancing connectivity at underserved airports, there are additional
enablers required to be adopted by the Government for enhancing the overall viability
of air transport operations.

The overall viability of air camriers is impacted by elements on both revenue and cost
sides. While the revenue side is governed by number of passengers and applicable
fares, cost side has various elements to it including staff, fuel, infrastructure,
technology. security and marketing.

Government intervention for improvement of wviability of operations would need to
address either one or both the aspects related to revenue and cost elements. The
measuras may include reducing risks’ providing support through incentives like seat
guarantee etc. on the revenue side and / or liberalization of requirements or provision
of support on the components of the cost side. As outlined in the Section 9 on
international practices, Governments [ communities abroad have extended various
benefits for promoting regional’ remote air connectivity. Similar incentives have also
been implemented by the Government of India in the past.

In order to reconsider the earlier taken inifiatives as well as explore the possibilities of
additional initiatives, it is important to understand varous cost components for an air
carrier and its linkage with the policies / regulations. An air carrier, providing air
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13.1

transport service between a pair of cities, incurs expenses on various accounts.
These include the following:

I Tabde 18: Typical Cost Components for an air carrier I
Cost heads
Cost of aircraft Cost of acquisition or cost of leasing the aircraf

Expansa on ATF, which includes faxes and duties at various
Fuel expenses levels such as Sales Tax on ATF levied by Slate
Governmanis

Expansas incurred by the air camers on maintenance of
Maintenance expeanses aircrafis, which includas cost of spare parts and cost af
SEMVICES

LA R R M Charges levied by the airports, which include the landing,
charges parking. housing charges and RNFC and THLC charges

Handling charges al the

aimart Expansa incurred on ground handling services

Expansa incurred on account of salaries and perks to be paid
to staft at the airpord, Hight crew and cabin crew

Expansas incurred on markeling  actvities  including
pramobion of routes, frequencies & services

Expanse imturred on account of compliance with sacurity
narms of the country

Owverheads Oiher expenses

Staft cost

Marketing expenseas

Sacurity expanses

Most of the cost elements of air transportation are governed / guided by existing
Government policies / regulations. Hence modification in these policies / regulations
is likely to have an impact on the costs for air carriers. A summary of policies /
requlations governing air transportation in India has been presented in Annexure 3 -
Existing Policies / Regulations.

Support for the air carners towards reduction of costs is required from all the
stakeholders such as Central Government, State Government, Airport Operators as
well as the Regulatory bodies like DGCA and BCAS. Each of these stakeholders
need to undertake certain measures [ initiatives in providing support for promaotion of
regional and remaote area air connectivity.

While the issues identified in Section 8 were categorised as Demand, Supply,
Commercial and Policy related factors, the possible initiatives / measures have baen
identified and allocated to the stakeholder in the best position to address such
issuEs.

Proposed Measures by the State Governments

As mentioned earlier, having realized the role of aviation sector for boosting the
economic growth in a region, varous State Governments have become active in
facilitating growth of aviation activities in their respective States. Also given the
resource constraints with the Central Government, it may not be possible for the
Central Government to undertake all the necessary initiatives and measures for
promotion of air connectivity to all parts of the country. It requires a concerted effort
from both Central Government and the State Governments to play their respective
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roles in facilitating this growth. Accordingly certain measures have been identified
and are proposed to be undertaken by the State Governments, as presented below:

1 Setting up of a Dedicated Aviation Agency

In order to ensure that the efforts made by the State Governments are well planned
and have taken all the concerned factors into account, it would be critical to have a
dedicated agency in each State, which could be made responsible for addressing the
concerns of stakeholders and should also proactively drive the growth of air
connectivity both within the State and with other States.

As mentioned in Section B. some of the states have already formed dedicated
agencies with the objective of promoting intra-state air connectivity as presented in
the table balow.

I Table 19: Dedicated State Aviation agency

| States | Agency | Role |

Andhra Andhra Pradesh Svialion For acguisibon, operalion and mainfenance of
Pradesh Corporation Limited helicopters [ aircrafts for development of
(APACL) Aviation Sector in Andhra Pradesh.
Gujarat Gujarat Stafe  Aviation Responsibla for carrying out all civil aviation
Infrastructura  Company  infrastruciure projects
Limited (GUJSAIL) Authorized to selup SPVs by selecting
stratagic pariners through fransparent bed
procass
Authorized to invite equity infusicn for spacific
projacts
Maharashtra Maharashira Airporl  To dewalop 5 greenfield airporis to ba owned
Development Corporation  and oparated by MADC.

(MADC)

It is understood that Government of Andhra Pradesh is in the process of developing a
Civil Aviation Policy and has plans of setting-up a State Civil Aviation Board, which
will facilitate development of airports in Tier-ll towns in the State.

In terms of having a policy roadmap, Government of Karnataka and Gujarat have
prepared Civil Aviation Policies / Plan to lay down the roadmap for future growth of
aviation in the respective states. These policy roadmaps or dedicated agencies are
expected to identify the growth opportunities in the aviation sector in these states, the
inhibiting factors and possible mechanisms to address those inhibiting factors.

Hence it is recommended that the State Gowvernments should form a dedicated
agency for facilitation of civil aviation matters in the State and also to have a
roadmap document outlining the future initiatives and measures to be taken by the
=tate for air connectivity.
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It has been recognized that low cost airports are the need of the hour for promoting
air connectivity to the regional towns. Lower capital and operating expenditure at an
airport would further help lowering the charges for the users of the airport.

Whether it is development of Greenfield airports or expansion of existing non-
operational airstrips, the process is cost-intensive on account of cost of acquisition of
land, cost of construction of terminal and associated access and ufility infrastructure.
If all these costs are loaded on to the airport developer, it leads to a much higher
amount, which the developer would later target to collect from its end-users.

Hence it is proposed that the State Governments can contribute for the creation /
expansion of airport infrastructure through provision of [and and extension of roads
[access infrastructure) and utilities (power and water connections) for development of
low-cost airports.

Reduction of tax on ATF to 4

The Central Government has already brought the VAT on ATF sold to smaller
aircrafts for scheduled operations to 5% by classifying it under "Declared Goods™
However, the sama is yel to be replicated for non-scheduled operations.

Some States have realized the significance of air connectivity and have incentivized
the operations to airports in their respective states by lowering the faxes. For
example, Government of Chhattisgarh has reduced the VAT on ATF to 4% and
Government of Punjab has brought it down to 5.5% after experimentation such
reduction at Amritsar Airport. Government of Maharashtra has reduced VAT on ATF
to 4% for all airports in Maharashtra except Mumbai Airport and Pune Airport. Certain
other states have alzo reduced the VAT on ATF for air fransport semrvices provided
within their States.

These initiatives should be emulated by other states also, especially the ones
witnessing low levels of regional air connectivity. The initiative of reduction of VAT on
ATF to minimal level would be important for State Governments o showcase their
commitment towards facilitation of growth of air connectivity.

It is therefore recommended that Reduction of VAT on Awviation Turbine Fuel sold to
an aircraft with a maximum take-off mass of less than forty thousand kilograms
operated by non-scheduled air transport service providers (in additional to the
present provision with respect to scheduled air fransport service providers) should be
considered by the State Govemments.

Exemplion to the airports from payment of pro taxes

In order to reduce taxes on the airports which may in turn result in the reduction in
airport charges, the State Governments should also provide relief to the airports from
payment of propgerty taxes, in the first instance for an initial period of 5 vears. A
period of 3-3 years is important for developing traffic at a regional airport and during

Page 111 of 170 i@ 2013 Deloitte Touche Tohmatsu India Pvi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

such periods relief in the form of exemption from property taxes would enhance the
viability of their cperations.

It is understoocd based on interactions with varous NS0Ps that arrangement for seat
underwriting is currently being carried ocut by the State Govemments of Madhya
Pradesh and Cdisha. Under the mechanism, a certain threshold number of seats for
a specified non-scheduled operator have been blocked by the government at pre-
specified air fare for operating between an industrial center of the state and state
capital. The NSOF has to first make efforts for zelling all the seats on its aircraft.
Such selling of seats is done by the NSOF at prevalent market rates. In case it is not
able to sell all the seats, Govermment makes the payment for the blocked number of
seats at pre-decided fares.

This approach is understood to be a balanced approach in the sense that while the
MS0P has all the incentive to sell all its seats at market rates {usually higher than the
rate at which Government underwrites the seats), in case it is not able to do so.
underwriting of seats by the Government assures it of recovering some part of the
cost of operations. On the other hand, while the Government does not incur huge
costs for underwriting the seats (being capped at number of seats blocked times the
pre-decided fare), it ensures availability of air connectivity to the remote areas in the
=tate and also makes use of the same for its own officials to travel to such places.

Similar arrangements may be explored by other States depending upon their specific
requirements including terain-related difficulties and safety & security-related
concerns in accessing all parts of the State.

Provision of Airport Security services and Rescue and Fire Fighting services at
the airport

There are a number of services provided at the airport by various stakeholders.
some of these services are performed to ensure the safety and security of the
passengers. Examples of such services include Provision of airport security service
and Provision of fire-fighting services.

» Securty Cost at the Airports

As highlighted earlier, the costs related to provision of security at the airport
constitutes a major portion of the airport costs. Per passenger security costs become
exorbitantly high at the smaller airports which have limited aircraft operations during
the day.

In this regard, it is proposed that (i) such costs need to be rationalized to bring down
the overall cperational cost at smaller airports and (i) State Govemments should
bear the cost of providing security at the airport.

The alternatives for the State Government could either be to bear the expense for
CISF personnel at the select airports or discharge the function of provision of security
at such airporis through its own agencies in compliance with the rules [aid down by
Bureau of Chil Aviation Security (BCAS).

« Hescue and Fire-fighting services at the Airports
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It iz recommendead that at the airports with limited aircraft operations, Rescue and
Fire Fighting services could be provided by the State Government provided that the
sorvices and vehicles comply with applicable sections of DGCA Civil Aviation
Reguiremeants.

=ome of the existing initiatives taken by the State Governments are only available to
flights operating within a state. However, industrial centers usually extend beyond
state borders and demand can originate from other states. Thus, state governments
should have an outward locking aviation policy with respect to such mechanisms and
extend them to flights originating or arriving beyond state borders. A shared
mechanizsm of seat underwriting between two different states can be an optimal
solution for all stakeholders - states as well az airines for (a) it would decrease the
cost for states if undenwritten seats remain the same or (b) it would benefit the airline
if both the governments decide to underwrite seats.

Central Government will have a pivotal role in promotion of regional and remote area
air connectivity. It has to ensure not only the implementation of measures within the
domain of Ministry of Civil Aviation, but alzo play the coordination role with other
Ministries such as Ministry of Finance or Ministry of Petroleum for implementation of
measures reqguiring their approval or actions.

=pecific efforts by Ministry of Civil Aviation may be directed towards the following
aspects:

As discussed earlier, fuel expense, ranging from 40% to 50% of total operational
costs of the airlineg, is one of the largest cost components for the airlines at present.
Another complexity with this cost component is the volatility in the price of fuel and
inability of the airline to predict the direction and extent of movement of fuel price.
While the systemic issues including global demand-supply imbalances would impact
the airline industry everywhere, Government can take the following measures to
lessen the burden of fuel expense on the airlines:

Review of Tax on ATF

Central Government. in past, had considerad this issue of high prices of Aviation
Turbine Fuel and in order to reduce this burden, had considered including ATF under
the category of "Declared Goods™. Accordingly ATF. when =sold to an aircraft with a
maximum take-off mass of less than 40,000 kilograms operated by scheduled
airlines, was included in the category of "Declared Goods™ under the Central Sales
Act, 1956, which puts an upper cap on tax on ATF to 5%. For the purposes of this
clause, "scheduled airlines™ were defined to mean the airlines which have been
permitted by the Central Government to operate any Scheduled air ransport senvice.
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However, the benefit of the above reduction in fax on ATF is available only to the
Scheduled Operators but not to the Non-scheduled Operators. Considering the ability
of the MNon-scheduled Operators in providing air transport services to remofe areas
and to cater to customized reguirements, they can be expected to play an important
role in providing air connectivity to such remote locations.

There are examples of Mon-scheduled Operators providing services 1o mining towns
in COdisha, some remote areas in Madhya Pradesh and in the Morth-East. If Non-
scheduled Operators are provided incentives similar to those provided to Scheduled
Operators, they can play a larger role than presently being played by them in
enhancing air connectivity within the country.

Hence it is proposed that the Ministry of Civil Aviation should propose reclassification
of ATF as Declared Good to cover Aviation Turbine Fuel sold to an aircraft with a
maximum fake-off mass of less than forty thousand kilograms operated by non-
scheduled air fransport service providers (except for business jeis) in addition to its
present coverage of scheduled operations.

The issue of high price of ATF impacts all the air carriers in general. As a long term
solution to address this issue, Government needs to consider classifying ATF sold to
any aircraft under "Declared Goods™.

ATF to be put under Petroleum & Natural Gas Regulatory Board

It iz understood that currently the pricing mechanism for ATF is not transparent in
India®'. It can be observed from the website of ATF suppliers in India {IOCL, HPCL et
al} that there iz a list price of ATF, which iz guoted without any break-up into import
costs, processing cost, taxation details and company margin. Further it is understood
that this list price does not straightaway apply to the airlines as there amre discounts
applied on the list price. The discounts are based on a number of factors including
the volume of purchase, duration of contract, credit policy and advance payments.
Thus the actual ATF price may differ from one airline to another. Aidines have, in
past, expressed that the lack of transparency in ATF pricing has been a major issue
for them and have requested for greater tfransparency'.

The agency, which can enhance the transparency in pricing of ATF, is Petroleum &
Matural Gas Regulatory Board. The Act, under which Petroleum and MNatural Gas
Regulatory Board (PMGRB) was constituted, provides for the establishment of
Petroleum and Matural Gas Regulatory Board to protect the interests of consumers
and entities engaged in specified activities relating to petroleum, petroleum products
and natural gas and to promote competitive markets and for matters connected
therawith or incidental thereto. The Act also empowers the Hegulator to monitor
prices and take corrective measures to prevent restrictive trade practice by the
entities.

Hence to provide more transparency in ATF pricing in India, the Ministry of Civil
Aviation may consider proposing ATF to be notified as a petroleum product for the
purposes of PNGRE Act.

i Ministry's repart aon “&viation Turbina Fual in India”™ {by Mathan Consulting)
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Fuel Throughput Charges

Fuel Throughput charges are levied by Airport Operators on Oil Companies for
provision of access to the airport. It is understood that these charges are mostly
paszed on by the Oil Companies to their customers, which is the aidines. This also
results in increasing the effective price of ATF paid by the airines.

It is proposed that MoCA may consider exemption from the levy of such Fuel
Throughput Charges at regional airpors to benefit the airlines.

Reduction in cost of acquisition of aircrafts

As discussed in Section 8, it iz a common practice in the airline industry to acquire
the aircrafts on lease basis. The lease rental to be charged by the lessor on the
lessee (the airline) is dependent upon a number of factors such as type of lease, age
of aircraft, type of aircraft and duration of leasing agreement. In addition to the lease
rental, so determined, tax components play a role in increasing the burden on the
airlines.

It is further understood from the interaction with the stakeholders that the market for
smaller aircrafts is not as developed as is the market for narrow-body and wide-bady
jets. The more developed the market is, the easier it becomes for the lessor to
arrange for an aircraft for lease or to deploy an aircraft freed from an existing lease.

It is proposed that in order to bring down the cost of acquisition of aircraft, the
Withholding Tax on lease of Aircrafts — especially in respect of aircraft with a
maximum take-off mass of less than forty thousand kilogram, to be rationalized. This
initiative will enable the airline to avail thiz cost-effective measure for aircraft
acquisition.

It has been presented eardier that a well-developed third party MRO industry in India
wiould help bring down the cost of maintenance of aircrafts for airlines. The
Government of India, in this regard, has already taken certain measures such as
exempting the import of spare parts for the purpose of servicing. repair and
maintenance of aircrafts, which are used for operating scheduled air fransport service
or the scheduled air cargo service or for operating non-scheduled (passenger)
service or non-scheduled (charter) services from payment of Customs duty.

However the cost competitiveness of third party MRO providers in India vis-a-vis the
foreign MRO playvers is also impacted by the levy of service tax and by consideration
of sale of imported spares as first sale in India, which attracts the highest slab of
applicable VAT rate.

In order to make the Indian third party MRO services competitive against the foreign
MRO zervice players, the Government may consider exempting the MBO services by
third party MRO players from the payment of service tax as well as reducing the VAT
rate applicable for aircraft spares imported for the purpose of servicing, repair and
maintenance of aircrafts for scheduled as well as non-scheduled operations in India.
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As detailed in the Section 12, there is a requirement of establishing Regional Air
Connectivity Fund for provision of support to improve air connectivity to under-served
and un-served markets. While a cess on the domestic passengers has been
proposed as a means of finance for this fund, if certain part of the fund iz contributed
by the Central Govemment through budgetary support on an annual basis, it would
be helpful in reducing the burden on existing passengers.

As provided for in the RACF mechanism, requiremant of fund can be reviewed at a
reqular interval in view of the budgetary support position to determine the continuity
of levy of cess.

Regulatory reguirements laid down by DGCA in itz Civil Aviation Beguirements
define the detailed requirements and compliance procedures for the airline operators
in order to be able to provide air transport services. As highlighted in Section 8, it was
desired by the industry stakeholders that some of the reguirements prescribed in the
Civil Aviation Requirements or The Aircraft Rules, 1937 can be considered by DGCA
for providing modifications / relaxations.

It was expressed by the industry that some of the reguirements in their current
formation do not provide the desired clanty on the matter and rather leave the
decision to be imparted by DGCA on a case-to-case basis. Additionally relaxation in
some of these requirements would enable the industry to become cost-effective. This
iz especially required for promotion of air connectivity to smaller fowns, which need
cost-effective solutions to boost passenger demand.

Specific recommendations for review / modifications of the regulatory requirements
are presented in the following sub-sections:

As highlighted in Section 8., the reguirements expressed for compliance by the
Regional Scheduled Operators (as part of Civil Aviation Requirement, Section 3 Air
Transport, Series "C’ Part VI, which lays down the Minimum Reguirements for Grant
of Pemmit to Operate Scheduled Hegional Air Transport Service) can be reviewed for
relaxation / modification by the DGCA. Specific provisions which can be reviewed are
provided below:

« The definition of "Scheduled Regional Air Transport Service”, as provided for in
the referred CAR, should be reviewed to remove the restriction on the operation
of a Scheduled Regional Air Transport Service to a designated region only.

To give flexibility to the operations of an RS0P, it should be allowed to operate to
other regions as well. A distinction should however be maintained between the
regional and national air camiers by restricting the operations of a regional airline
to only the non-metros in the other region. Thus, an RS0OP would be an airline
operator which is designated to operate in ocne particular region but is permitted
to operate to non-metro towns in other regions.
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+ MNote 3 to the Definitions of "Scheduled Regional Air Transport Service”, as
provided for in this CAR, does not permit the BE0Ps to trade-off their Available
Seat Kilometer (ASKM) on Category Il and 1A routes with Scheduled Airlines. As
outlined in Section 11, in view of the proposal fo retain RDG reguirements for
Category Il and &, enabling this trade-off mechanizm would help the RSOPs in
developing their business model with an additional stream of revenue and lesser
competition from Mational Schedule Airlines.

¢ |tis recommendad to modify Clause 3.2.1 of the referred CAR to allow minimum
five aircrafts to be acguired by the end of five years while waving off the interim
requirement to acquire three aircrafts within a period of two years.

# Inthe current form, Clause 3.2.3 of the referred CAR reguires that the aircrafis to
be acguired by the Regional Scheduled Operators should have a maximum
certified takeoff mass of more than 5,700 kg. This requirement may be reviewed
by DGCA for relaxation to a lower value of maximum cerified takeoff mass,
which will enable the regional operators to consider more alternatives of smaller
aircrafts for deployment.

¢ Review of round-the-clock security reguirements

MoCA in consultation with the BCAS should consider reviewing the requirement
for round-the-clock securty service for small and low-activity airports in order to
reduce the operating expenses of such smaller airports. Such reguirement can be
considered from the perspective of providing a bare minimum perimeter security
during the non-operational hours at the airnport.

» Relaxation of cabin crew requiremeant

MoCA in consultation with the DGCA may consider relaxing the reguirement (as
provided in Rule 388 of The Aircrafis Rule 1937) to have one cabin crew for an
aircraft having a seating capacity of not less than 10 and not more than 50
passengers. The same rule provides a helicopter having a seating capacity of not
less than 20 and not more than 50 passengers to have one cabin crew. Similar
requirement (to have one cabin crew for a seating capacity of not less than 20
and not more than 50 passengers) should be specified for fixed wing aircraft.

» Caode-Sharing Mechanism

Code-sharing as a commercial arrangement between two airlines allows such
airlines to leverage each-other's network and marketing strength to enhance their
route options to the passengers. Under the current form, DGCA Civil Aviation
Reguirement for grant of permit to Regional Scheduled Cperators does not allow
them fo operate to more than one region.

Code sharing as such is not prohibited under any DGCA CAR. In case the
recommendation on permitting RS0Fs to operate to more than one region except
for the metros of the other region is considered, the R50Ps can enter info a
code-sharing arrangement for provision of extended services. Howewver, in case
the relaxation of restriction on the geographical boundary under the Schedule
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Regional Air Transport Permit is not considered, a mechanism may be explored
such that two R50OPs. each belonging to a different designated region, are
allowed to enter into code-share agreement.

Such RS0Ps could submit a proposal for code-share agreement to the DGCA
along with the details on flights, which they plan to operate from one designated
region to another designated region. With the approval of DGCA on such
arangemeant, HS0Ps would then be able to provide services beyond their
designated region.

As discussed earlier in Section 8, there is a need to provide more clarity in the DGCA
CAHs on acceptable levels and means of compliance with the CARs. Currently, in
most cases, such CARs provide some broad contours or generic guidelines, based
on which DGCA examines a paricular case.

It iz recommended that an industry interaction can be held to understand the issues
faced by air carriers in this regard and their suggestions on additional clanty in the
DGCA regulations can be taken on-board by DGCA after appropriate discussions
and review.

In order to improve the overall viability of the airlines. it iz proposed that certain cost
exemptions be provided to the airline operators on cost components which are under
the control of the Airport Operator. The measure has been experimentally in other
countries as a trade-off by the airport operators between the initial loss of revenue
and long term gain of enhanced traffic at the airport. Internationally, such incentives
weare provided for a limited period {upto 3 years) to see their effectiveness in
development of traffic on a particular route. Based on the response received from the
market, decisions were taken in terms of further continuation of such incentives.

Zince there are different models of airport ownership in India, the issue of
exemptions / relaxations may be approached differently by the AAl Airports and by
the Private’ PPF Airports. While AAl iz a Public Zector entity which has a number of
revenue sources apart from airport operations, such as revenue share from private
airports, revenue from provision of ANS services as well as the ability to receive
budgetary support from the Government, the primary source of revenues for the
private airports are airport charges. Thus private airports. whose main objectives
would be to generate expected returmns for their shareholders, are expected to
salectively consider this mechanism of exemplion / relaxation for boosting passenger
demand before being willing to implement it

The measures’ initiatives proposed from the perspective of airport operators in India
are identified below:

In order to provide support to provision of air transport service with smaller aircrafs,
the Govermnment has exempted aircrafts with less than 80 seats being operated by
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Domestic Scheduled Operators from payment of landing and parking charges at AAl
airports. Some relaxation in terms of reduced charges is also provided in respect of
Route Mavigation charges levied by AAL

However these exemptions / relaxations are available only at the AAl airports and not
at the private airporns (like Delhi & Mumbai). Further these relaxations are available
only to the Scheduled Operators and not to the Non-Scheduled Operators.

Ag discussed eadier in Section 8, Non-Scheduled Operators have an important role
to play in providing air connactivity to remote areas. Most of the operations of Non-
Scheduled Operators are conducted with smaller aircrafts. To incentivize the
operation of smaller aircrafts, the existing exemptions / relaxations for schedule
operators is recommended to be extended to the Mon-Scheduled Operators also
(except for Business Jets).

As regards to providing such exemptions at the private major ainports in the country,
tariffs at these major airports (Delhi & Mumbai) is govemned by the regulations of
Airports Economic Hegulatory Authority (AERA). Thus it will reguire policy guidelines
to be issued by the Ministry of Civil Aviation for these exemptions / relaxations to be
followed by the private aiports. However it may be noted that as per the
methodology for determination of tariff at these airports, exemptions to the smaller
aircrafts would be compensated by an appropriate increase in tanff for other set of
USErs.

Adl should alzo consider exemption for aircrafts with a maximum take-off mass of
less than forty thousand Kilograms (small’ regional) from payment of Route
Mavigation & Facilities Charges (RMFC) and Terminal Mavigation & Landing Charges
(THLC) for a period of & years.

It is understood that there are certain services at the airport, which are either
provided by the airport operators themselves or by the agencies appointed by the
airport operators to aidines. These semrvices include Common User Terminal
Equipment (CUTE) and Ground Handling Services (GHS) and require payment of
charges by the airine for use of these services. During interactions with the industry,
it has been expressed that R50FPs may not have enough traffic or freguency to an
airport to justify for payment of charges for use of CUTE and GHS. Hence it is
proposed that such services should not be imposed upon regional aidines by the
airport operators and the airlines should have the flexibility to choose a business
modeal depending upon their traffic levels and conveniencea.

As discussed earlier in the report, low cost airports could help in reducing the airport
charges being levied on the airlines and passengers on account of lower capital
costs incurred for the airport infrastructure at these airports. This would have an
impact on the fare charges for operations on the regional routes.

In this context, it becomes important to understand as to what can be considered or
classified as low cost airports. It iz understood that there iz no standard definition
available for low cost airports and context specific definitions are adopted by various
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countries. A low-cost airport definition considered for the purpose of European
Regional Airports Study is as follows:-

« A Low Cost Alrport is the one having
= Less than 300,000 passengers per year
= More than 50% of available seat capacity by low-cost carriers
= Runway length of around 2000m and width of 45m

The term low cost airport denotes certain features, which are targeted towards
reducing the capital expenditure for development of the airport and operating
expenditure during operations of the airport. These features may include a low cost
terminal without climate control (air-conditioning). with less emphasis on aesthetic
elements and an impetus on utility. Other capital intensive but dispensable
components of the airport are aercbridges and fuel hydrants. Similarly, shoulders at
taxiway can be removed depending on the design of the aircraft. There is also
immense scope in controlling O&M costs of utilities by utilizing rainwater harvesting
system, efficient usage of natural light, substituting electronic information system by
Television set similar to the ones used in railway stations, bussing of passengers,
etc.

In India, airport security costs are bome by the airport operator and such costs are
directly proportional to the area covered by the airport due to fencing and vigilance
requirements at the airport. Thus, in India’s context, development of low cost airports
could involve having a bare minimum land requirement which serves air
transportation purpose as effectively & efficiently as possible.

It iz understood that one of the arguments in support of providing large area at the
airport is to exploil non-aeronautical revenue potential at the airport. But it iz also
important to perceive a low-cost airport as a transit point for air connectivity and not
as a real estate hulr with provision of hotels and restaurants facilities. Alzo, based on
the industry discussions it is understood that the non-aeronautical revenue potential
at regional or smaller airports is very limited.

Thus it is required that AAl should frame certain standards / benchmarks for low cost
airports 20 that the approximate cost of development of such airports would also be
known to the policy makers. As and when a location is considered important for
provision of air connectivity and requires development of a low cost airport
infrastructure, the set benchmarks by A&l could be followed for development of such
airports.

In this context, it is understood that AAl has initiated the process of conceptualization
of low cost airports and is considering cerfain alternative constructs of airport, which
iz aimed at reducing the cost of development as well as the cost of operation of these
low cost airports without effecting the quality and efficiency of services. Some of the
features being considered by AAl for low cost ainports are presented balow:
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General features of low cost airports being considerad by AAl ara:-

Terminal building may ba dasignad for half the per peak hour passenger space as
compared {o the per peak hour passengar space pravided to the legacy airlines.

Terminal building will ba daveloped in a phased manner initially 1o cater the neads of
204080 sealter aircralts depending on traffic forecast on modular design concepd.

The terminal building will nol be provided with commercial space 5o as lo have channal
for sustainable non-aaro revenua.

Air conditioning will be provided anly in the sacurity hold area.

The design will be basically for smaller aircrafs. Accordingly, the runway length can be
1400 — 1800 mirs. and apron can ba with two parking bays.

The MAV AIDS may be with HF1 VHF. DVOR — DME only with or without Night
Operation Facilitias.

Perimater wall will be provided with chain link fencing instead of permansnt wall.
Perimeater road will b2 for two whaeler vahicles, wherever possible,

Securly & fire sarvica shall be provided by State Govt. for Cperation timeal walch
hours.

ATC towers can be mobile van fill the fraffic picks up and requires a permansant
building.

Mobile check-in counlers can be given to share tha chack-in area by various airlines.

Warious services in the airpart for airhinas like Ground Handling. coach services ate.
can be shared.

Budget Hotals can ba pravided at city sida of airports in coordination with tourism
departments / Stafe Govt. Deparimants.

The devalopment of Low-cast Ragional Airparis would also require a separale
Regulatory framework both for Safely and Security. For example Airporis with less than
A passangers in a day may be exempled from X-ray screaning and it may be raplaced
by physical checking as suggested by the Commillee constifuted by MoCA.. DGCA
and BCAS should examing Regulatory regimes available in countries where low-cost
airparts have developed and adopled similar minima based systams.

/

Since AAl s the sole provider of Air Mavigation Services in the country, all the private
airports avail of the ANS services from A&l In lieu of the same, a charge is paid by
private airports to AAl on cost recovery basis.

It i= proposed that in case a private airport is developed in a smaller town for
promotion of regional or remote area air connectivity, such airport could be
considered by AAl for exemption from payment of charges for Air Mavigation Service.
Such exemption may be granted initially for a period of 3 years and depending upon
the market response and growth of traffic at such airports, may be extended for
anocther limited period or be discontinued.
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Further to safeguard the interests of AAl and ensure the viability of its operations, it is
proposed that AAl should work out and levy the RNFC and TWNLC charges at a
system level (all India level) considering all its airports and fraffic handled at such
airports.

All the initiatives / measures discussed above are to facilitate provision of air
transport services to regional and remote areas in the country and to connect them
with larger population centres, which in the first phase may include State capitals /
Metros and may be expanded later to include other towns.

However all of the above efforts would not serve a purpose if a flight from such

remote [ regional route is not allotted a desired slot at the airports. It is also
understood that availability! allocation of slots at certain metro airports is difficult on

account of congestion and significant demand for slots at such airports (for example
at the Mumbai Airport).

While it cannoct be mandated to the metro airports to provide slots to remote /
regional routes, provision of slots to these routes should be discussed and
conzsidered favourably during Winter / Summer Schedule cycles.
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Annexure 1 — Study Terms of Reference

{i] To bring out the role of regional air connactivity in India and identify the factors that
are inhibiting the growth of regional air connactivity in different parts of the couniry
which shall include economic, commercial, fechnical, infrastructure, policy and
regulatory consfraints.

{iil To iay down criteria with justification for salection of fowns for promoting regional air
connectivity and identily towns based on those criterna in each region of India where
thera is adequate market potential for regional air inas fo operate.

{Tii} The Consuffant shall study and document the best international practices pravalent in
comparable countries with regard fo the methods by which regional air connectivity
has bean pramoled and their learning outcomes

{Tw) On the basis of analysis of the leaming outcomes in other countries and based on
studies conducted in India such as the Report on Air Connectivity in MoCA [2071171),
the Consultant shall come out with suitable recommeandations fo promote regional air
connactivity in the shortest possible time frame. This shall include the fallowing:

» Mapping of existing infrastructure of airponts including air strips and analysis of
the adequacy or athemnwise of the existing airports infrastruciure in those areas
where the idenfified fowns are located

= Datermining the appropriate air craft size (s) for the purpose of providing regional
air connachivity faking into account the nature and size of the airports that are
avaiflable for such purposas in the identified fowns.

= [dentifying policy provisions including regulatory requirements that need a review
and suggest required amendments fo encourage oparations to new areas

# [Listing the incenfives accurafely and in detal such as exemption from
duties/taxes, charges, fees and other levies thaf have the potential to promote
senice in such regional areas

i) The policy framewark and offver analysis by the consultant should be backed by an
iustrative economic and financial analysis inciuding business model for the
stakeholdars

i) The Consulfant shall examine the feasibility of creation of Regional Air Connectivity
Fund, its source, management and manner of its utilisation in the confext of
recommendations made by various committees in the past and recommand suifable
meaasures for implementation.

{wii}  The Consultant shall review the exisiing Route Dispersal Guidelines and provide a
naw framework with a view to enhance conneclivity fo remote and inaccessible areas
in the country.

(Wil The Consultant shal examine the feasibiity of infroducing a market based
machanism such as frading In Capacity deployed in spacified areas under RDG

amangs! Carmars.
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{ix) The Consutant shall define the role of the Slate Govermments in the matter of
anhancing air connectivity in the regional, remote and inaccessible areas

ix) Any other aspects that are not covered above buf are relevant for the sfudy

Page 124 of 170 il 213 Deloltte Touche Tohmatsu India Pwi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Annexure 2 — List of industry stakeholders
with whom interactions were held

Table 20: keholders Intera

Stakeholders Persons/'Entities

Honourable Minister of Civil Aviation
Ministry of Civil Aviation »  Sacretary, Ministry of Civil Aviation
*  Economic Advisor, Ministry of Civil Aviation

+  DGCA

Director General of Civil Aviation - Deputy DG

- Airports Autharity of India
¢ Delhi IMemational Airpor Limited

Airport Infrastructure Providers *  Mumbai International Airport Limited

* Heliance Airport Developers Privala Limited
= HAHI

= Air India
»  SpiceJet
= Jal Airways
- : ; = Pawan Hans
Air Transporf Service Providers «  Air Martra

«  Ventura Air Connect
*  Business Aircraft Operafors Association [BADA)
= Alliance Air

« DONER
= Ministry of Tourism
Other Stakeholders «  Biue Dart

¢ Indusiry professionals
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Annexure 3 — Existing Policies / Regulations

The aviation activity in India is governed by the established rules / policies /
regulations of various agencies’ ministries of Government of India. Ministry of Givil
Aviation, Ministry of Finance. Ministry of Petroleum, Ministry of Defence and Ministry
of Home Affairs are the Key ministries governing various stakeholders in the civil
aviation sector in India.

The Aircraft Act, 1934, provides the owverall legal framework for development and
operation of aerodromes and aircrafts in India. The act is used as a reference
document for any new policies and regulations to be established in the sector. The
act enlists the power of the central government over aircrafis and aerodromes and is
complemented by Aircraft Hules, 1937 which constitutes of 13 parts each detailing
technical and regulatory aspects of a particular elemeant of airlines and asrodromas
operations.

The Directorate General of GCivil Aviation is the regulatory body in the field of Civil
Aviation primarily dealing with safety issues. It is responsible for regulation of air
transport services to/ffrom/within India and for enforcement of civil air regulations, air
safety and airworthiness standards. The regulations of DGCA are in the forms of the
Aircraft Act, 1934, the Aircraft Rules, the Civil Aviation Heguirements and the
Aeronautical Information Girculars. From time to time. these policies, Acts and
regulations have been modified / amended and supplemented with additional policies
/ regqulations to cater to the requirements of various stakeholders in civil aviation.

List of Folcies / Hegulations

Asg the focus of this study is on enhancing the regional footprint of aviation sector in
India, the present study has focussed on such rules, policies. regulations that impact
or govern the development / operations of stakeholders involved in providing regional

connectivity including infrastructure providers as well as air transport service
providers.

As part of this study, the policies, as mentioned in the table below, have been
analysed in terms of the framework they provide for regional air connectivity in India.
While there are many detailed technical requirements stipulated by the DGCA for
various entities involved in providing air connectivity, the present analysis is limited to
the requirements pertaining to licensing' broad operational requirements for providing
regional air connectivity.

Table 21: List of Policies / Regulations studied in the present study

#....... Agency | Role |

Minimurn  Peguirements  for  underlaking  aircraft CAR Series C Part X

operations with Aircrafts o ned by State

Governmenis'Public Sacior Undertzking fior

Cenftral'State Governments

H Minimurn Requirement for Grant of Parmil to Operate  CAR Series C Part 11l
Mon-Scheduled Air Transport Services
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Tabde 21: List of Policies / Regulations studied in the present study
Ageancy Rale

Minimurn Requirement for Grant of Permit fo operate  CAR Series C Part Il
Scheduled Air Transport Service
Minimurn Requirement for Grant of Permit fo operate CAR Series C Part VIII
Regional Scheduled Air Transport Service
ImportExpart of Aircrall, Spares, ltems of Equipment CAR Series F Part XXI
efc. for use an aircraft.
Guidelinas for Foreign Eguity Participation in domestic

awviation
Reguiremant for sswe of an Asrodrome Licence CAR Series F Part |
Asradrome Design and Operafions CAR Series B Part |

Requiremant af Maintenanceinspection of CAR Series D Part |
Comrmunication, Mavigation, Landing and ofher

equipment installed at Airports en-route

Exemplion procedure for non-compliance with Aircralt  CAR Series B Part |l

4

Lo

Rules

Issue/Validation and Renewal of Cerificate of CAR Series F Part Il
Airworthiness

Minimurn Safety reguirement for temporary helicopter CAR Series B Part |l
landing area

Minimurn Safety requirement for unlicensedfiemporary  CAR Series B Part VI
asrodromes

Heliports CAR Series B Part Il

Age of Aircrafts to be Imported for Scheduled™on-  GAR Series F Part XX
Scheduled including chartar, ganeral aviation and ofher

operations
Aircrafl Rules 1937 — Asradromes Aircralt Rules Part 11
Aircrafl Rules, 1937- Airworihiness Aircrall Rules Part &
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The review of such rules/ regulations was undertaken under the following three

categories:

(i} Guidelnes / Regulations Loy ] , . ™y
related 1o Asrodroma Guidelines 7 Regulaticns governing Air Conanctivity
Infrastructure

(i) Guidelines / Hegulations Aerodra _ _
related to licensing itiasinuesure | [ Air Transport Services )

requirements for provision
of air transport services

Air

(iii) Guidelines [ Regulations Transpor At
related to  equipment, Services
including  aircrafts, for " - ~
provision of air transport . S

senices
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Annexure 4 — Capacity Growth and Traffic
Growth™

H“ ASEM (Milions) RPEM [Millians)

1993-84 10,821 6.779
“ 1994-85 10,287 6.545
BEN 199505 13,438 4749

I 199597 15,502 10.277
Bl 19970 16,454 10,600
W 190590 17,831 10,828
EB 199500 19,089 11.420
EW z000-01 19,867 12.284
EN 2001-02 20850 11574
Bl z00z-03 23833 12848
R z003-04 24936 14566
BER z004-05 27790 18031
BER z005-05 35077 23709

Tl =2005-07 48702 33519

T 2007-08 60590 41718
B 200809 58160 37704
BEl z005-10 61091 439589
BER 201014 68216 52707
REN 2011-12 _ 78581 F9085

¥ Saurca: DGCA Data

Page 125 of 170 i 3013 Deloitte Touche Tohmatsu India Pwi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Annexure 5 — Existing Connectivity at top
18 airports™

Table 23: Existing connectivity at top 18 airports

# | Mao. af Deshinahion Mo. of seals par weak

Murmbai 41 286601

i
Ml coiata 27 133958

) yderabad 24 105173
P cangalore 23 131238
R chennai 21 110886
i BT 12 41398
T Guwahati 11 43532
P :imedabad 10 47385
P cochin 10 31872
PR riagpur 10 20737
i, | 8 24306

Bhubaneswar 8 21744
. g 18522
el o 7 0658
T coimbatore & 25768
M ucknow & 24268
T sinagar 6 21838

* Data is based on the Winter Schadule for 2012-13 filed by Schedulad Airlines with DGCA
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Annexure 6 — Priority list of towns/cities
identified based on criteria of Population,
Economic potential and lack of Existing

Connectivity™

'E
j

Table 24: List of towns | cities identified for promoting reglonal alr connectivity based on
criteria of population, economic potential and lack of existing connectivity

o | s

-
=i

Vijayawada Andhra Pradesh Kolhapur Maharashtra
B Guntur Andhra Pradesh  [EEM Jalgaon Maharashtra
EB kakinada Andhra Pradesh |20 Imphal Manipur
I vuzattarpur Bihar ETM Rourkela Chissa
B ous Chhattisgarh EIM Pondicherry Pondicherry
I corba Chhattisgarh EM Ludhiana Punjab
Bilaspur Chhattisgarh EEM Jalandhar Punjab
I shavnagar Gujarat ETM rPatiala Punjab
B Jamnagar Gujarat ESM Aimer Aajasthan
K Junagadh Gujarat EM kota Rajasthan
Gandhidham Gujarat Bhilwada Rajasthan
Hisar Haryana N Awar Rajasthan
EEBl ohanbad Jharkhand M sriGanganagar | Rajasthan
B samshedpur Jharkhand I salem Tamil Madu
Bokaro Jharkhand M Agartala Tripura
I eelgaum Karnataka a2 D Uttar Pradesh
Mangalore Karnataka P Anahabad Uttar Pradesh
Bellary Karnataka PN Moradabad Uttar Pradesh
Mysare Karnataka VM saharanpur Uttar Pradesh
EN cwalior Madhya Pradesh M Sambhal Uttar Pradesh
Singrauli Madhya Pradesh Meerut Uttar Pradesh
EAl surhanpur Madhya Pradesh  [LLM Aligarh Uttar Pradesh
ENl chandwa Madhya Pradesh JLCM| MuzaHamagar | Uttar Pradesh
EN  Jsbapur Madhya Pradesh 00| Haridwar Uttarakhand
EBl nashik Maharashtra Bl Malda West Bangal
A erabmapur Orissa M Haldia West Bangal

* This list has been derived based on the analysis presented in Section 5.5.2.
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Annexure 7 — Additional list of towns /

cities 1identified based on criteria of

Economic potential and lack of Existing
Connectivity™

Table 25: Additional list of towns / cities for pramoting regional air connectivity based on Economic
potential and lack of Existing Connectivi

o townsciy s [ #[Tomicy [swe |

n Mellore Andhra Predesh Hezaribagh Jdnarkhand
E Kurnoaol Andhra Predesh Sidhi Madhya Pradesh
E Kedapa Andhra Predesh E Shahdal Madhys Pradesh
E Mizamabad Andhra Predesh E Amrevati Maharashira
Tirupati Andhra Predesh Chandrapur Maharashtra
Anantapur Andhra Predesh . Solapur Maharashira
n Karimnagar Andhra Predesh E Joneral Meghalays il
n Oingole Andhra Pradesh E Tura Meghalays
E Tezu Arunachal Pradesh E Lunglei Mizoram

m Yupiz Arunachal Pradesh E Kendujhar Oidizha

n Bomdila Arunachal Pradesh Baripada Oidisha

E Along Arunachal Pradesh Ferozapur Punjab

E Silchar Asgam E Magaur Rajastian
Jarhat Asgam E Wirudhunagar Tamil Madu

IR Tezpur Asnam Bijnar Uttar Pradesh
E SEgaram Bihar Fheri Littar Pradesh
E Chapra Bihar E Azgmgarh Uttar Pradesh
E Bettizh Bihar E Pantnagar Uttar Pradesh
Shimka Himachal Pradesh .

¥ This list has been derived based on the analysis presentad in Section 8.5.3 and does not include
fhe towns already caplured in the Annaxure & and Annexure B,
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Annexure 8 — List of towns / cities based
on Tourism potential and lack of Existing

Connectivity ™

Table 26: List of towns / cltes for promating reglenal air connectivity based on criteria of
Touwrizm potential and lack of Existing Connectivity

Tawn | City

m {Gaya Bihar
Jagdalpur Chhattisgarh
Yamunanagar Haryana

ET) Charamshala Himachal Pradesh
Khajuraha Madhya Pradesh
Nanded Maharashtra
BN  Anandpur Sahib Punjats

E  Gangatok (East Sikkim) Sikkim
Kanyakumari Tarmnil Nadu
P rameshwaram Tamnil Nadu
EEN Darjesiing West Bangal
E  wurshidabad Wesl Bangal

* This list has been derived based on the analysis of lowns ideniified by the Minstry of Tourism for
their tourism potential, as presented in Section 6.5.4 and does not include the towns already captured
in the list of towns prasenied in Annexzure & and Annexure 7 abowva)
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Annexure 9 — RDG Compliance

Exhibkit 17: ASKM Deployment on Category il Routes

ASKM Deployment on Cat lll Routes

ASKMjin'% ) i 2= 11 IL

'

g g § B E

a1 x|

= 2 &

| Table 27 ASKM Deployment (%) of Category | |

Airline Cat -1l Cat -1l A Cat -

Months Sep 2012 | Nov 2012 | Sep 2012 | Mov 2012 | Sep 2012 ﬁ"’z

Air India + Alliance Air 272 21.3 2.50 2.0 83.0 21.2
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fAirline

Jet Airways + Jellite

SpicadJel
Go Air
IndiGo

REQUIREMENT

Table 27: ASKM oyment (%) of Cat

Cat -1l Cat -1l A Cat -l
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Annexure 10 — VAT/Sales Tax on ATF

Table 23: VAT/Sales Tax on ATF
== A E M Islands (Union Territory) Mo Sales tax

IR sndhra Pradesh 16
Arunachal Pradesh 20
4. Assam 22
5. Bihar 28
Ml Chhattisgarh 4
Delhi {Mational Capital Territary) 20
Goa 12.5
5 for intra-state cperabions
Gujarat 20 for ather operations
Haryana 20
I Himachal Pradesn 25
1 Jammu and Kashmir 21
Jharkhanad 20
Karnataka 28
Kerala 25
Lakshadweep (Unicn Territory) Mo Sales fax
Madhya Pradash 28.75
n 25 at Mumbai Airport and Pune Airport
Maharashira 4 at other airports
m Manipur 20
Meghalaya 20
Magaland 13
Crissa 20
Pandicharry {Union Tarritory} 5
Punjab 5.5
Rajasthan 20
Sikkirm 4
Tamil Nadu 29
Tripura 22
Uttar Pradesh 21
Uitaranchal 20
N west Bengal 135
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Annexure 11 — Universal Service
Obligation Fund

Universal Service Obligation in the telecom sector in India governs the requirement
for Telecom Service Providers to partially fund the infrastructure provision in rural
and remote areas. The primary objective for Universal Sesvice Obligation = to
expand the coverage of telecom network to the sections of the nation which might not
possess the adeguate demand wvolumes for wviable operations for commercially
oriented telecom firms. The implementation goals are as follows:-

# to promote the availability of gquality services at just, reascnable, and
affordable rates

= toincrease access to advanced services throughout the Mation

# to advance the availability of services to all consumers, including those in low
income, rural, insular, and high cost areas at rates that are reasonably
comparable to those charged in urban areas.

The above mentionad goals are achieved through funding provided by the Universal
Service Obligation Fund (USOF). As per the Mew Telecom Policy, 1993 (NTP 93),
the resources for USOF were to be raised through imposing a levy on Adjusted
Gross Revenue of all telecom service providers in India.

US0F was constituted as a statutory fund by the Indian Telegraph {(Amendment) Act.
2003 wherein USOF was to be utilized to meet US0O and US0 was defined as “the
obligation to provide access to basic telegraph services to people in the rural and
remote areas at affordable and reasonable price”™. Subseqguently, Indian Telegraph
(Amendment) Act, 2006 was passed enabling broadening US0 to cover mobile and
broadband connactivity services.

US0OF is managed by USOF Administration presided by Deparment of Telecom,
Ministry of Communicaticn & Information Technology. The objectives for USOF have
been categorized in six streams which pertain to different levels of telecom and
communication services. These streams also identify the targets to be achieved.
These streams are as follows:-

The funds cover O&M of Village Public Telephone (VPT) in the villages identified by
Censuz 1991 and installation of VPTs in villages identified through Census 2001.

This stream cowvers rural and remote areas as identified by the government from time
to time
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The need for infrastructure will be ascertained by Government from time to time. It
has been noted by the US0OF Administration that capital recovery from infrastructure
provision (funds received from services provided) will be accounted for net cosis

The USOF also envisages adoption of new and more efficient technology in rural
areas thereby ensuring the advancemeant of the masses.

Thus, while the first stream addresses public access to telecom services, stream 2
and stream 3 seek fo enable individual access o the services as well. The remaining
streams are meant to continuously upgrade the technology in villages and remote
areas.

Although, Indian Telegraph (Amendment) Act, 2003, provides for the government
funding for USOF, currently the fund has Universal Access Levy as its resources
which is 5% of the Aggregate Gross Revenue of telecom service provider, except
pure value added service providers such as Internet, Voice Mail, E-mail providers
etc. The services as mandated above are provided by one of the eligible telecom
operator which pertainz to all the Basic Service Operators, Cellular Mobile Service
Providers and Unified Access Services Licensees or any other enfities as may be
specified in this behalf by the Central Government from time to time. The entity
chosen for providing services is chosen through a bidding process from amongst
eligible providers. The entity chosen thus 20 is known as Universal Service Provider
(USP) and an agreement catered to the need for service being provided is framed.
The funds are also released as per the need of the service being provisioned.
Agreements have been signed with BSML and six other telecom operators such as
Reliance, Bharti, Tata Teleservices, Himachal Futuristic Communications Limited and
Shyam Technologies.

The service provider is allowed to retain revenues arising out of user charges and
applicable rentals form the provided sarvice.

The funds to be allocated to USPF are provided to cover net costs of providing the
specified stream of service, where net costs are defined as follows:-

Net Costs = Operating Expensas of the service + Capital Recovery - Revenue,
where Capital Recovery is defined as follows:-

Capital Recovery = Depreciation of Capital + Inferast on Debt for Capital Employed +
Reaturn on Equity on the Capital Cost

From the above formula, it can be seen that the telecom operator is subsidized to the
extent of breakeven. The breakeven calculation also accounts for opportunity costs
of the capital baing employed.
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USOF Administration is entited to certain powers and functions, which are as
follows:-

« To formulate USOF projects under the varous streams provided in the Indian
Telegraph Rules, in consultation with telecom services providers and varous
stakeholders.

» To design the bidding process and carry out tendering.

« To enter into implementation agreements with Telecom Service Providers
(TSPs).

« To monitor the implementation of USOF projects and to disburse subsidy in
accordance with terms and conditions of USOF agreements.

« To design the format of varous records and retums to be maintained by the
TSPs.

¢ Tocarry out post implementation review of US0OF Schemes.

» Budgeting and Audit of USOF Activitios.

From the above list of powers and responsibilities of USOF Administration, it can be
seen that not only is it mandated to achieve the targets meant for the fund. there is
alzo a reguirement for maintaining transparency for the allccated funds and
continuous monitoring of the projects wnder implementation. This reguirement
ensures that outcomes match outlays for the project and leakages are kept minimal.

LUS0F has achieved substantial achisvements in all of the above mentioned streams
of projects.

» Agreement was signed with BSML in November 2003 for providing YVPTs in
66822 uncovered villages in India as per Census 1991. Villages with
population less than 100 and suffering with insurgency were not to be
targeted for this purpose as of then. The targets for this stretch have been
completely coverad.

« Further, another 62, 443 villages were considered to be uncovered as per the
Census 2001. To provide VPTs to these villages, agreement was signed with
BSML in February 2009. Of these villages, around 85.60% of villages have
been provided with VPTs.

« Regarding individual access to telecom services, agreements were signed in
March 2005 with four operators, including three private operators, for
providing Hural Direct Exchange Landlines {(RDELs). These RDELs were to
be provided in a time period of two years. As of 31% March 2010, a total of
7.827,191 RDELs were installed.
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s For providing telecom towers in villages for mobile telephony services,
agreements were signed in May 2007 for installing 7353 towers, out of which
7309 ware set-up by October 2012.

The table below provides details for utilization of funds since the inception of the
USOF im 202-03.

Table 29: Result of USOF |

Financial | Funds Collected as | Funds Allocated Funds Disbursed
Year UAL

Wl 200203 1653.61 300 300
BN 00304 2143z 200 200
BN 200405 345773 1314 59 1314.59
W 200506 321543 1766.85 1766.85
E 2006-07  3940.73 1500 1500
2007-08  5405.8 1290 1290
2008-03 551514 1600 1600
2009-10 5778 2400 2400
BN z010-11 g11458 3100 3100
N 2011-12 672357 1687.96 1687.98
Tatal 43947.49 15159.4 15159.4
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Annexure 12 — National Children’s Fund

Mational Chikdren’'s Fund was established in 2004 and is administered by the
Department of Women and Child Development, Ministry of Human Resource and
Development. The objectives of the Fund are to promote various programs for the
betterment of children which are affected by natural calamities, riots, aggressions etc.
and to promote the development of children in tribal and remote areas which remain
underserved or unserved in terms of administration.

The Fund is managed by a Board of Management, which is chaired by the Minister. it
also has representation form non-official members appointed by the Minister and
representatives from State Governments and Union Temritories nominated by
Secretary, Department of Women and Child Development.

The Board of Management is sub-ordinated by a six-member Working Committee,
which is responsible for executing the projects as designed and formulated by the
Board of Management. Working Committea is authorized to disburse funds on its
own upto a limit of INR 5 lakhs per case.

The Board of Management does not have a structured program or specific modules
to achieve its objectives. However, it provides assistance to various proposals
presented by agencies which have goals aligned with those of the Mational Children's
Fund.

The agencies may include woluntary organizations, state governments, Fanchayats,
non-profit charitable institutes etc. Applicant agency should be registered under the
relevant legislation and should have at least three yvears of experience in the field of
child welfare and development.

The Board of Management evaluates each proposal in terms of its relevance to the
community and indigenous nature and decides to disburse the funds. The projects so
funded are implemented and monitored by the Working Committea.

Certain conditions on funding are as follows:-
» 10% of the project cost will have to be met by the proposing agency.

» Funding will be available in terms of one-time grant and can last upto 2 years
and any project phase beyond this duration will not be funded.

¢ Aszistance from Mational Children™s Fund will not be available for programs
which already receive grants from Central'State Government or any other
funding schame.
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The primary source of fund for Maticnal Children’'s Fund was INRE 1 lakhs
contributed by the Government of India.

Apart from this, the source of funds include all recurring and non-recurring
grants received from Cenfral and State Governments, local bodies and other
organizations'bodies set up by the Central’State Governments.

MCF can also receive donations and charities from individuals and other
voluntary institutes.

All the amount of Mational Children's Fund is to be allocated in an account of
a Scheduled Bank. The Board of Management has been allowed to spend
only the interest income of its deposit and 50% of the funds accumulated in
the preceding financial years
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Annexure 13 — National Culture Fund

Mational Culture Fund was established in 1996 as per a notification in the Gazette of
India. The fund iz administered by Depariment of Culture, Ministry of Culiure. The
guiding principles of National Culture Fund are dictated by the Charitable Endowment
Act, 1890. The objectives of NCF are ta:-

# Preservation of India's tangible hertage relating to immoveable properties
such as Heritage sifes and monuments

» Promotion of India’s tangible heritage relating to languages, culture, customs
and arts of communities residing in India

MCF iz administered by a 24-member Council which is chaired by the Union Minister
of Tourism and Culture. Due to the task of representing marginalized culture and
presernye endeared customs of India' diverse culture in an ever changing society, it
has been kept in mind that the Council has adequate representation from wvarious
foundations and independent agencies involved in preservation of culture and
tourism. The role of the Gouncil is to design and formulate the policies of NCGF.

The Administrative Structure is sub-ordinated by the Executive Council, the role of
which is to select the programs to be supported by the NCF. Adhering to the same
principles as abowve, it has been ensurad that the committee has representation of
MGOs and cultural societies to ensure equitable and effective disbursement of the
corpus. The Executive Committee is responsible for implementing the policies
decided by the Council for dispersion of the funds of the corpus.

The Council of NCF initiates projects through collaboration, in the form of Mols, with
variopus (govemment or non-government agencies) agencies which have had their
activities primarily in the field of culture. These MoUs determine the Cost Sharing
Mechanism between the Council and the entities. Agreements are formed through a
proposals put forward by the participating entities to the Department of Culture.

The paricipating entiies may include State governments’ culture ministry {or
departments thereof), Archaeological Society of India, any voluntary organization,
registerad under the Societies Registration Act 1860 or registered as a Public Trust is
also entitted for establishing agreements with the Council of NCF. To ensure

rediability of funds and their effective implementation, agreements with individuals are
not entertained.

The Molls signed as part of the Agreement are implemented and thereafter
monitored by the Executive Committee.
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MCF got its initial monetary impetus from the Government of India through a
contribution of INR 18.5 crores in 1996-87. Each year INR of 2 crores form
this corpus is utilized by the Department of Culture for its various projects.

Apart from thiz corpus, the NCF also receives funds through donations and
charities. As an incentive mechanism, the donations made to NCF are eligible
for 100% tax exemptions as per the Income Tax Act, 1961,

MCF also receives funds from wvarous intemational agencies. Various
agencies which hawve participated are Hampi Foundation, ASl. UMICEF,
World Monuments Fund etc.

The deployment of funds is user selective which implies that donors can
salect the project that they want to fund. This mechanism has ensured that
interested groups such as Corporations also get to participate in projects.

Recently, the Council has signed agreements with SAIL, I0OCL, NTRPC, UCD
Bank etc.
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Annexure 14 — Summary of earlier
Committee Reports on Regional Air
Connectivity Fund

Maresh Chandra Committee was constituted by the Government of India in 2003 to
chart a road map for rapidly rationalizing and reforming the aviation sector in India.
Study on ‘Development of regional air connectivity within the country’ was one aspect
of the agenda. In this context, the committea had proposed to establish a dedicated
‘Ezsential Air Services Fund or EASF to provide support to the commercially
urviable routes. Key observations and recommendations made by the committea on
thiz aspect are summarized below.

The report acknowledged the need to provide air connectivity on cerfain routes in
order to ensure social, strategic or geographical equity. These routes are perceived
as commercially unviable for the airlines to ply on either because of lack of inherent
traffic potential or due to competition from competing modes of transport. The report
identified the limitations of the prevalent mechanism of Route Dispersal Guidelines to
ensure air services to these routes. It points out that these routes prove to be
suboptimal and loss making for the airlines, which primarily have a fleet of larger
aircrafts in order to cater to the trunk routes and are forced to deploy the same large
aircrafts on these relatively low traffic routes. These routes can be better served by
niche aifdines which would deploy smaller and more fuel efficient aircrafts appropriate
for the traffic potential of these routes. However, such aidines have not been able to
make their foray in the market because of the prevailing RDGs as major airlines have
to operate their senvices on these routes which resulis in the owver capacity on these
routes with inherently low traffic potential.

In light of the abowe, the report made a recommendation to abolish the Route
Dispersal Guidelines. It makes an argument that once these guidelines are
abolished, major airlines will be able to focus their efforts on the trunk routes and this
will lead to emergence of specialized regional and feeder airlines to cater to the
regional routes. Howewver, it suggests that government should support these routes
through explicit subsidy which can either be funded through direct budgetary
transfers or by imposing a sector specific cess. it adds that selection of operators to
ply on these routes who will be beneficiary of such subsidy support should be done
through a transparent competitive tendering process which is already a prevalent
practice in other countries such as Australia and USA which are running similar
schemes for enhancing regional air connectivity.

While suggesting the broad features of such a proposed fund. the committee
suggests that the most preferred source for such funds would be from the direct user
charges. This would ensure that once the traffic at such routes develops, the routes
can become self-sustainable and would not be dependent on state support. It also
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suggests that such financial support to airlines should be guaranteed for a minimum
initial pericd backed with a credible source of funding as it would instil confidence
among the airines to take up such routes for operation in the beginning. Cther
sources which the committee suggests could contribute for such a fund include the
proceeds from the airport privatization and contribution from the state governments in
various forms such as tax exemptions.

One recommendation made by the committee regarding the abolition of several
aviation related taxes namely |ATT, FTT, etc. which were prevalent at the time of the
study were implemented in 2004. The government had decided to reduce the excise
duty on ATF from 16% to 8% and abolish inland air travel tax (IATT) as well as
foreign travel tax (FTT) of INR 500 per passenger.

This Committee, under the Chairmanship of Mr. Rohit Nandan, the erstwhile Joint
zecratary, MoCA, was constituted by the Ministry of Civil Aviation in 2011 in order to
explore policy initiatives for expansion of connectivity in the country. In this context,
the committee reviewed the Maresh Chandra Committee’s recommendation in regard
to creation of a subsidy fund called EASF to provide financial assistance to airlines to
fly on commercially unwviable routes. It concluded that there iz a strong case for
establishing such a fund in India to give supplementary support to the RDG as well
as to provide financial support to aidines operating on unviable routes. The Report
suggested the establishment of a "‘Regional Air Connectivity Fund” or EACF in India.
Committea’s observations and recommendations on the same are summarised
below.

The committee observed that although, the Route Dispersal Guidelines have
significantly contributed to the enhancement of regional conneclivity in the country, it
has not been successful doing so beyond the state capitals. As a result, connectivity
among the Tier-3 towns still remains a concern and needs to be further enhanced. it
also points out to the tendency of airlines to overcharge fares on the unviable routes
in order to minimize their losses which in turn makes air travel unaffordable and thus
defeating the very objective of Route Dizpersal Guidelines. However, the committee
was not in favour of eradicating Houte Dispersal Guidelines and suggested
development of additional measures to supglement the Route Dispersal Guidelines.
It says that the objective of improving regional connectivity would be best achieving
by striking a balance between Route Dispersal Guidelines and a support fund.

The report suggested and discussed several ways in which the said fund can be
designed and implemented. It talkks about designing the routes based on Passenger
Load Factor {PLF) values of various routes. Routes with PLF higher than or equal to
the national average of PLF can be categorized a trunk routes or Group A while the
routes with PLF marginally lower than the national average can be categorized as
Group B. these routes would need none or very less external financial support and
would be able to sustain by cross subsidizing among them. However, the routes with
PLF substantially lower than the national average of PLF would be categorized as
Group C and would need to be supported financially by establishing a dedicate fund.
The committee proposed that the scheme be administered through an independent
agency established specifically for the task and till such a body is created, AERA or
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Civil Aviation Authority (proposed to be formed at the time of the study) can
administer the fund.

It suggested that the fund may be setup by levying a cess of around Rs. 25 or Hs. 50
on domestic passengers. This would result into a total collection in the tune of Rs.
125 crores or Rs. 250 crores respectively. This fund would supgort the new routes,
which are not operational at the time, proposed by airlines or states and such routes
can be identified by a committes comprising of representatives from various agencies
related to aviation sector. It suggested that states also pariner in the fund through a
mandatory contribution, proportion of which could be different for routes of different
categories. It also suggested that the fund should also contribute a fixed propaortion
towards the development of low cost regional airports. However, the report
underscores that such fund should not create monogolies and routes should be
awarded to operators on tendering basis. It also suggests that such support should
be provided for an initial period of around 3 o 5 years and should be removed once
the route becomes sustainable.
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Annexure 15 -Regional Connectivity Funds in other countries

Table 30: Regional Connectivity Funds in Other Countries

USA EASF

Australia RASS

Overview

After the sector was deregulated in 1978, The Essential
Air Service (EAS) program was put into place to guarantee
that small communities that were served by certificated air
carriers before deregulation maintain a minimal level of
scheduled air service. This program subsidizes operation
of smaller aircrafts to the idenfified remote areas with
certain minimum frequency. DOT generally establishes a
two-year EAS service contract with the appointed carner.

Australian Government has a comprehensive approach to
develop regional aviation under a program called Regional
Aviation Access Program (RAAP) and Remote Air Services
Subsidy (RASS) Scheme is part of the this program.

This Subsidy Scheme provides financial support for waekly air
transpart service for the carriage of passengers and goods to
communities in remote and isolated areas of Australia.

Source of fund

» Transfers from an overflight fees that Federal Aviation
Administration (FAA) charges to operators of aircrafts
that fly in U.S. controlled airspace. but neither take off
nor land in the United States

+ Annual appropriations of varying size

Govermnment funded fixed annual budget

Eligibility

A community is eligible:

# |f it is located more than 70 miles and less than 210
miles from the nearest hub airport and requires a rate of
subsidy per passenger less than USD 200;

« |f it is located more than 210 miles from the nearest hub

A community for being eligible for receiving subsidy:

» there must be a demonstrated need for a weekly air service
o Absence of a weekly or more freguent air service capable
of carrying passengers and essential supplies
o permanent population base.
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Table 30: Regional Connectivity Funds in Other Countries

USA EASF Australia RASS
airport » Remoteness of community in terms of surface travel time to
Recent_amendments in_the scheme have added more & = population centra c_rr neighbouring community receiving a
restrictions to the eligibility criteria. weekly transport service

o regarded as remote or very remote using the Australian
Standard Geographical Classification

o beyond two hours {one way) safe surface travel to a
service centre providing essential goods and services

o beyond one hour's (one way) safe surface travel fo a
community receiving a weekly HASS or equivalent

fransport service.
3\“”"“ 'ﬂ'-":' » Service reliability
requiremen » Confractual and marketing arrangements with a larger
carrnier at the hub

» Interling arrangements with a larger carner at the hub

& Community views
Selection of DOT follows a bidding system for selection of carrier. Air operators are contracted with the Australian Government
carriers RFPs require air cariers to submit their proposals for | for a fixed term and are selected in accordance with the

subsidy and set forth the level of service (frequency, Commonwealth Procurement Guidelines.
aircraft size, and hubs) that would be appropriate for the
community given its location and traffic history.

once the proposals are received, DOT seeks the views of
the communities on their choice of carrier.

After receiving the communities’ views, DOT decides on
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Table 30: Regional Connectivity Funds in Other Countries

USA EASF

Australia RASS

the selected air carrier and specifies the details of service
pattern {routing, frequency, and type of aircraft). annual
subsidy rate and effective pericd of the rate.

Payment
method

Payment is made to carners at the end of each month | Subsidy payment is directly made to the operator.

based on the claims submitted by him detailing the service
actually completed, including date of service, aircraft type,
routing. and frequency of service. and any actual
variations from the service contemplated by the contract.
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Annexure 16 - International practices for promotion of regional air
connectivity

Mechanism Countries Objective Eligibility Duration Funded by Remarks
implemented criteria

(i Payment per Enhancipg G_nnnm:ting . Cngoing Airpnrt. F‘aym-&lnt i= madel ir'! form of
flight Connectivity  airportz which operating marketing contribution for
D new routes  were  praviously Authority intfernational routes based on the
& gither not number of flights per day and
freguencies connected or passengers per annum that the
had a freqguency carrier guaranieas..
lesser than a
MFI i
specified
frequency
(i) Payment per Q=5 Enhancing Increasing Usually for Airpost payment on the basis of net annual
passenger Sweden passenger passenger count an initial  Operating increase  in the number of
Thailand traffic on specified duraticn Authority passengers at the specified airports
airports itypically, 2-
Morway 5 years,
most often 3
Years)
(i) Marketing Swaden Enhancing Usually offered Usually for  Airport Various mechanisms in this include
Support Morway Fassenger on new services  an initial Operating the following:
Canada traffic, at specified duration Authority Co-financing of marketing activities
tounst lrports (typically, 2- | gcal / Regional for airlines that start a new route /
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Mechanism Countries Objective Eligibility Duration Funded by Remarks
implemented criteria

& years, enhance an existing route with at
most often 3 least 20 departures during a twelve-
Years) month pericd.

Direct grant for not mone than 50%:
of the external costs (direct
expenses, except for the cost for
the use of personnel). Also, the
amount of the direct grant will ba
assessed in relation to  the
estimated effect of the project on
the traffic volume, profit, other type
of services etc.

provide  financial support  for
marketing for a proposed new route

expenditura govermment

Discounts

(iv] Discounts |E=Pslaldy Enhancing Mew  services Usually for  Airport Uzually offered on services fulfilling
on Morway Connectivity  from  specified an initial  Operating cartain specified reguirements such

passenger- [, a Kong D new routes  airports pariod Authority as non-stop  senvice,  minimum
related & (typically 3 - frequancy. eic.
charges ltaly freguencies 5 Vvears).
Spain magnitude
usually
tapers down
'] Airport Thailand Enhancing Mew Usually for Airport Different variantz of the scheme for
Charges — =i Connectivity  destinations; an initial Operating different airports depending upon
Landing, UK & traffic:  Additional pariod Authority the intention
Parking ) new SRrvices at (typically 2 -
Bahrain frequencies.  ayisting 5 years)
new routes,
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Mechanism Countries Objective Eligibility Duration Funded by Remarks
implemented criteria

new  direct destinations

routes,

(vi} Reduction Eelgl=e: Encourages Could range Mational ! Offering tax advantages to air
or aifines and from a Regional carriers subject to cartain
axemption aviation- specified authorities requirements  like basing the
from related duration to aircraft in the region or serve it.
Taxation companies forever

fo  relocate

their
opearations

Sharing of demand-related uncertainties

(vil) Revenue USA Reduce the Regular Initial phase Airport Operator Airport operator and/or government

Guarantees impact on scheduled of operation  Regional guarantee the airline's occupancy or
the airline of service from an development revenue levels in the initial phase of
not reaching airport which is authorities operation. They cover the airline’s
its  break- otherwise Local Businees 25528 on the route if it does not
even point unserved communitias reach break-even.

(viii) Booking USA Reduce the Regular Initial phase Airport Operator A community through its
tickets risk of the scheduled of operaion  Regional representatives  persuades major
before airline  not service from an development airlings in their region by promising
commencem reaching s airport which is authorities to commit to book a minimum
ent of aircraft break-aven  otherwise number of tickets during the initial

Local Business

communities period of operation of a new

sardice. Without putting a financial
burden on the Gowvernment, the
community pearsuades the airline to
commence the services

operations poirt unserved
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Annexure 17: Recommendations on Route
Dispersal Guidelines by Report on Air
Connectivity

The commitiee analyzed the Category Ill routes for a pericd of five years (2006-
2010) having appreciable passenger load factor for inclusion in Category | routes.
The committee observed that following eight Category 1l routes have developed over
the years and are performing very well having an average passenger load factor of
more than 73%, which may be considered for inclusion in Category | routes

1 Mumbai- Cochin
Mumbai-Coimbatore
Mumbai-Jaipur
Delhi-Ahmedabad
Delhi-Goa
Delhi-Pune
Bangalore-Pune

Chennai-Pune

o =] o th de D R

The committee also observed that all the above menticned routes have a sector
distance of more than 700 kms, which will increase the ASKM deployved on Category
| routes thereby increasing the capacity deployment obligation on Category 1. 11A and
.

The committee observed that some routes viz. Delhi-Srinagar, Delhi-Guwahati and
Delhi-Bagdogra have developed over a period of time providing adequate air
connectivity and registering appreciable passenger load factor averaging around 70-
75%. Keeping in view the prevalent load factor on these routes there has been a
persistent demand for the exclusion of some of these routes in order o improve
connectivity to Category Il States.

On further analysis, the committee found that in case all the three routes are
excluded from the purview of Category Il routes, all the airlines except national
carrier will be falling short of ASKM deployment requirements and have to deploy
considerable number of fights on remaining Category |l routes.

The Commitiee also noted that RDG already casis a burden on Airlines’ commercial
health. The Committes also felt that in order to ensure RDG does not become a

millstone there is a need to have strong pegs in Category |l to make operations on
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these routes sustainable in the long run. The Committee, therefore, recommended
that the three routes may be allowed to continue as part of Category |l. However, the
committee was of the view that there is a justification for removal of Bagdogra from
Category |l once Pakyong Airport becomes operational. Pakyong would then provide
direct connectivity to Sikkim and hence the justification to include Bagdogra in the
Morth East and consequently in Category || would disappear.

The committee noted that 11 States are still largely under-served. The committes
also noted that even in Category lll, the distribution of flights between the State
Capitals and non-capital stations is around 50-50%. The committee also observed
that nearly all the non-Ztate Capital airports are poory serviced which cleary reveals
a tendency to cherry-pick. These ratios are indicative of the fact that there is a need
to change them in order to achieve higher and better connectivity of non-metros and
smaller stations.

In this regard, the Commitiee recommended that the present reguirement of 50%
deployment in Category |l may be increased to 75%. This would oblige the Airlines
to devote an additional ASKM to these routes resulting in better air connectivity to
these areas. In order to ensure that the additional connectivity created through this
measure does not again get limited to the State Capitals, the committee
recommended that the additional connectivity 2o created should be distributed in
40:60 ratio between Capitals and Non-Capital stations to ensure a better deal for the
hinterland. This would mean that any new addition to the route in future would be
distributed in ratio of 40:60 between capitals and non-capitals of the 11 undersered
States. This may be classified as a new category of routes and called Category Il A
Routes.

The Committee obzerved the need to increase air connectivity in the States of
Meghalaya and Magaland for which following options werne recommended

s Airlines may be azked to deploy additional capacity in future to the States of
Meghalaya and Magaland only. However, this will be subject to the market
demand and adequate airport infrastructure like availability of parking, watch
hours, etc.

« There is a need to deploy smaller aircraft within the Morth-Eastern Region for
better air connectivity as majority of scheduled domestic airlines have bigger
aircraft which are not suitable for intra Morth-East operations owing to
infrastructure and demand constraints.

» At present, no scheduled airine is permitted to stop/delete/modify already
approved route in Morth-East without written authorization of the Ministry. To
promote air connectivity, airlines may be permitted to shuffle’select routes
within Cat I'llA in NER, without seeking prior approval of the Government as
long as their numbers of flights to Morth East are not reduced.
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{al Suggestions for Cwverall Improvement
For overall improvement of air connectivity, following were recommended:

= Houte Dispersal Guidelines may be reviewed after every 3 years to remain
relevant and responsive to market'national needs.

The commitlee also noled a suggeshan fram the industry that airlines may be asked to add ana
Category || routeivirgin Category 11l route in evary scheduling period.
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Annexure 18: Order for RDG Compliance

CIVIL AVIATION REQUIREMENTS SECTION-1 AIR TRANSPORT
SERIES 'C’ PARTN 15" MARCH, 1994
ANNEXURE VI

Mo, AV 1101 2/2/84-4
GOVERNMENT OF INDIA
MINISTRY OF CIVIL AVIATION & TOURISM
(DEPARTMENT OF CIVIL AVIATION)

“B" BLOCK. RAJIV GANDHI BHAVAN,
SAFDARJUNG AIRPORT, ARBINDO MARG
NEW DELHI 110003 Dated 1.3.64

ORDER

In exercise of the powers conferred by sub-rule (1A) of nule 134 of the
Asrcraft Rules. 1237 the Central Gowemment. with a wew to achieving befter
reguiation of air ransport services and taking mto acocount the nesed for ar
ransport services of diferent regions in the country, hersby direct that svery
operator operating any scheduled ar transport sennce within the country on  any
route specifiied in annex hereto, under category — |, shall be reguired o provide
a minimum of scheduled air ransport service on routes indicated i category I
and |l in the annex. For rendering the prescribed minimum senvice on routes. in
Category Il and lll, an operaior may at h= opbon provide e service either by
arcraft in his fleet or with arcraft in any other operator's fleet on mutually agreed
terms. In the Lfler case B amangements shall have prior approval of the
Director General of Civil Avation.

Sdi-
) (P K. Banery)
Joint Secretary to the Govemment of Inda
Tele- 4510280
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CIVIL AVIATION REQUIREMENTS SECTION-] AIR TRANSFPORT
SERIES "C" PARTN 15T MARCH, 1994

PROVISION OF SERVICES OF DIFFERENT

CATEGDRY- |
Routes. connectng directly

BOMBAY = BANGALORE CALCUTTA = DELHI
BOMBAY — CALCUTTA CALCUTTA - BANGALORE
BOMBAY — DELHI CALCUTTA - MADRAS
BOMBAY — HYDERABAD DELHI - BANGALORE
BOMBAY — MADRAS DELHI - HYDERABAD
BOMBAY — TRIVANDRLIM DELHI — MADRAS

CATEGORY-1
Routes ing stabions in Morth-Eastem region, Jammu and Kashmir, Andaman &
Ficolar and

CATEGORY- B

FRoutes ofher than those in Category = | and Categary - I,

hnﬂm;ﬂuﬂlﬂimmﬂmmnmﬂhr‘s
g I, shall be requened o prowvides swch sennoe in calepores =T A N =
'n:h:.*ﬂc;m-

The operator will deploy on routes in = I at keast 0% of the capacty he
depions N routes -Iﬂﬂhmmmwhmm
Caegory — |l routes, a3 least 10% would be deployed on senaces of dhereof
exchrsraly within the Morth-Eastern region. Jammu & Eashmir, Andaman &
mﬂm
The wl o rowtes in — . at least 50% of the ity ez
upa'::' dﬂiur - Category capacity

MNote 1. A sennce operated on A caegory — | route &5 5 part of nemational sir
senvice will not be reckoned for the above pumpose.

Mote 20 Capaciy depioyed wil be reckoned in Available Seat Kilometres (A5HM)
Mote 3. On muitiple sector routes ke Delhi-calcutts-Guwahat-imphal, the capacity
wichd on Calousta-Cumwahall sector will count fowands Category = I and

capacty on Cuwahat-Imphal sector will count towarss sennos &aclutasely
wathiin Category — L
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Annexure 19: Annual Charges at AAI-
owned Airports

AN

yara faurass uiferesron

AIRPORTS AUTHORITY OF INDIA

AIRPORT CHARGES

SECTION - A : Tariffs - International Airports
SECTION - B : Tariffs — Domestic Airports
SECTION - C : Tariffs - Civil Enclaves

SECTION - D : Tariffs common to all three above
SECTION - E : Special Provisions

SECTION - F : Tariffs Collecting Agencies

Updated as on 08052012
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AIRPORT CHARGES (INDIA)

SECTION A - TARIFF INTEENATIONAL AIRPORTS

(i) Route Navigation Facility Charges ( RNFC ) :

RNFC for Landing Fhights :
EMFC=Rs(RxDxW)

E=Rs.4620-

D = WGCDV100) with GCD cap as 1200 MM
W = JAUW/50000) with AUW cap as 2,00,000 Eilograms
Abbreviatons used

B=Service Unit Fate

D=Dhstance Facior

We=Weairh: Factor

GCD= Great Circle Distance 1o NM

AUW = All Up Weight of aircrafi in Eilograms

Ratss for Small Alrcrafis regiatersd in indla

Route Navigation Faciity Charges{RNFC) In respect of aircrafis with maximum Al-Up-

Weignt-

i1y Upto 10,000 Kgs Shal be levied ) 20% of the appiicabie rates of weight —cum —
distance formula; and

{1} more than 10,000 g 1o 20,000 kgs shail be levied @@ 40% of the appicadle rates of
'I"EI?'I'HH.I"I"I— distance formula.

Mote: - In case of Overflying — RNFC worked out above is increased
by fixed cost of Rs_4400/-

(i) LANDING & PARKING CHARGES

(a) Landing charges per single landing:

Weight of Rate per landing-| Rate per Landing—  other than
Alrcraft international Fught International Fignt

gt 100 MT Rs. 250,50 per MT Rs. 167.90 per AT

.25 050~ = B J
per MT In excess of 100
MT

_ 18, -+ B
ENcEsEs of 100 MT
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Mote.

1) Landing Charges for Small Domestic Aircrafis up fo maximum Al
Up Weight of 21000 Kg: shall be levied @ R:.113.30/- per thouwsand
Kgs. There is po minimum charge for this category.

2) No landing charges shall be payable in respect of .- (a) aircraft with a
maximum certified capacity of less than 80 sears. being operated bv
Domestic Scheduled Operators ; and (b) Helicopters of all tvpes.

3) Landing & Parking charges at all airports in the North Eastern Remion
Jampm & Fashmir A&N Island and Lakshadwesp (other than Defence
Airports) to be reduced by 25% of the current rates.

4) Charges shall be calculated on the basis of nearest MT (i.e 1000 kgs.)

5) A minimum fee of Rs. 1100/~ shall be charged per single landing

6) A surcharge of 25% will be levied on landing charges for super somic
amrcraft

(b) Housing and Parking Charges per Landing :

Total Housing Charges Parking Charges
m Rate per Hour Fate per Howr
Upto 100 MT | Rs.8.10 per hour per MT RS. 4.10 per nour per MT
Above 100 | Re 810~ + Re 10.B0 per MT | Re 2100 + Re. 540 par MT
MT per hour In excess of 100 MT per howr In excess of 100 MT

(c) Might parking charges between 2200 hours to 0600 bours are @50% of the
exisong parking charges at all airports except Kolkata and Chennai
Airport.

Night parking charges between 2200 hours to 0800 hours are as under

Total Welght Parking Charges Rate per Hour

Upto 100 MT R 2 10 par hour par MT

Abowe 100 MT RE.210/- + RE2.TH pir MT In EXCEEE
of 100 MT
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NOTE:

1. Mo parking charges shall be levied for the first two hours. While calculatmg
free parking penod. standard ome of 15 mmutes shall be added on account of
tmme taken between touch down time and acmal parking tme on the parking
stand. Another standard time of 15 mumutes shall be added on account of
taxmg time of aircraft from parking smnd to ke off point These penods
shall be applhcable for each mircraft imespective of acmal ime mken in the
movement of aircraft after landing and before take off

For calculating chargeable parking time part of an hour shall be roundad off
10 the pearest hour.

Charges shall be calculared on the basis of nearest MT.

Charges for each period parking shall be rounded off 10 nearest rupes.

At the m-contact stapds, after free parking for the pext rwo hours normal
parking charges shall be levied After tus penod, the charges shall be double
the normal parking charges

b

e

(i) TERMINAL NAVIGATIONAL LANDING CHARGES
(TNLC)

Weight of Aircraft For each landing / Domestic flaghts /
Intermational fights (Amount in Rs.)

10,000 kgs and above 634610

Note:

1) TNLC at 5 International Airports, i€, Kolkata, Delhi Mumbai,
Chennal, Trvandrum to be reduced by 25% of the current rates for
Domesnc Flights.

ii) For Small Demestic Aircraft (MTOW uptwo 21000 Kgs) TNLC
shall be @ Rsll0 /= per 1000 Kgs. (Smce INLC rate for Smail
Domezric arcrqft iz a concessional rawe, there i no further
concession reduction for Smail Domestic Aircrqfiz)

iii) Charges shall be calculated on the basis of nearest MT (ie 1000 kgs.)

(v} For PSF, UDF and Charges for Extension of Service Hours
(Airport/ATC) please see Section - D.
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SECTIONB - TARIFF DOMESTIC AIRPORTS

@ Route Navigation Facilitv Charges (RNFC ):

RNFC for Landing Flights :
RNFC=Rs(ExDxW)

B =Rs 4620/

D = WGCD'100) with GCD cap as 1200 NM
W = v(AUW/50000) with AUW cap as 2,00,000 Kilograms
Abbreviations nsed -

R=Service Unit Rate

D=Dhstance Factor

W=Weight Factor

U D= Grest Cincle Distance im WA
AUW = All Up Weight of aircraft in Kidlograms
Rates for Small Alrcrafis Regletersd In Indla

Roule Mavigabon Faclity Charges(RNFC | in respect of aircrafis with maxmuem All-
Up-Waight -

() Upto 10000 Kgs Shall be kevied 0 20% of e appacabile rates of waight —cum
~distance Tomula; ang

{¥) more than 10,000 Kgs %0 20,000 kgs shall be levied @ 40% of the applicatie
rates of welght-cum-disance fTormua.

Hote:- Incase of Owerflying -— BENFC worked out above is
increased by fixed cost of Rs.4400)-

(1) LANDING & PARKING CHARGES :
Landing Charges per single landing
(a) Intermatiomal Flights

Weight of Aircraft (Amount in R)
Upto 10,000 kg Rs 12210 per 1,000 Kgs

10,001 kgs w 20,000 Es. 1221/~-PlmsRs. 17930 paxr
1,000 kzs in excess of 10,000

20,001 kgs wo 30,000 kgs] Es. 3014/- Phas Rs.354.20 per
1000 kgs in excess of 20,000 kgs
50,001 kg to 1.00,000 Es. 13640/ Plus Rs. 413 60 per
| kps 1000 kirs in axcess of 50,000 kps
Orver 100,000 kgs Es 34 320/ Pluz Be 471 90 par

1000 ks in excess of 100,000 k
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(b) Domestc Flghts

Weizht of Aircraft {Amount in Rs.)
Upto 10,000 kgs Re 67.10 per 1,000 Ezs
10,001 kgsto 20000 kgs | Bs 671'- Plas Bs. 117.70 per 1.000 per kgs
in excess of 10,000 kgs
Over 20,000 kgs Fs 1848-Plus Rs 231-per 1 000 kgs in
excesy of 20 000 EE
Note:

1) Langing Charges for Small Domestic Alrcrafts up to maximum All Up
Walght of 21000 Kge shall be levied @ Ra &4 30 per thousand Kpgs. Thers

I2 no minimum charge for this category.

2) No landing charges shall be pavsble in respect of - (2) aircraft with a
maximum certified capacity of less than B0 sears, being operated by
domestic schaduled oparators ; and (b) Helicopters of all rypas.

3) Landimg & Parking charges at all airports m the North Eastemn Region.
Jammmn & Esshmir, A&N Island and Lakshadweep (other than Defence

Airports) to be reduced by 25% of the current rates.
4) Charges shall be calculated on the Dasls of nearest MT | L& 1000 kgs.)

@ HOUSING CHARGES (International / Domestic flights)
] {Amount in Rs.)
Es. 3.50 per hour per 1.000 kgs
Fs. 140 - Plus s 6 80 per hour per
10040 kes in excess of 40,000 k

Es. 548/- Plas Rs.10.30 per hour per
1,000 kgs in excess of 1.00.000 kgs

@) PARKING CHARGES ( International / Domestic flights )

Weight of Aircraft I (Amount in Rs)
R:Itr!r Hamr
Upto 40000 Egs F=.1 80 per bour per 1000 Egs
40001 to 100000 Yogs Bs.70- +Rs 3 40 per 1000 &g per hour
in exomns of J0000 L.EL
Above 100 MT R.s.276/- +Rs 520 per 1000 Kz per
hour i excess of 100000 KF

(v) Night parking charges berween 2200 hours to 0600 hours are [@50% of the
existng parking charges at all amports except Kolkata and Chennai
Alrport.

Page 164 of 170 i 213 Deloltte Touche Tohmatsu India Pwi. Ltd.



Final Report: Study on Promotion of Reglonal and Remote Area &ir Connectivity in India

Night parking charges betwesn 2100 bours to (600 hour: will be as
nnder

[ Weight of Aircraft
Upto 40000 K
40001 o 100000 Kgs

Charpes Fale pev Hoaw
0.90 Eg per hour per 1000 Kgs
3306/~ +Rs.1.70 per 1000 kg per
in excess of 0000
138/- +Rs 2 60 per 1000 Kz per
in excess of 100000 Egs

Above 100 MT

NOTE:

(1) No parking charges shall be levied for the &irst two bowrs . For caloulating
free parkine period, imespective of actusl tme taken a standard time of 15
muimates, on sccount of time taken berween touch down and acnaal parking
snd apother 15 minutes of Taxing from pasking shed to take-off point shall
be added.

(i) For calculating charpeable parking time_ part of an hour should be roundsd
off to the nearest bour. Charges for each period of parking are alio roundesd
off to pearest rupee.

(i) Lendmg / BNF charges for cargo operabons are same as for passenser
operanons.

(o) I all cases, total waight of the aircraft is calculated to the nearest thousand
kg= and charges to be rounded off to the nearest rupee.

{v} For PSF, UDF and Charges for Extension of Service Hours
{Airport/ATC) please see Section - D.
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SECTION D - OTHER CHARGES

(i) PASSENGER SERVICE FEE : ( revised w.e.f. 1¥ April 2009)

{a) Ra. 207/-{ Rupee: two hundred seven only ) per embarking passenger at
internatonnl Domestc airports inchadmg Civil Enclaves.

() 5518 (USS Five and eighteen cent: only) per passsngsr in respect of the
tckets issue azainst Dollar Tanff

(c) Collection charges: if the payment i= made within 15 days of receipt of bills,
then collacton charges at 2.5% of PSF per passemger is payable No
collection charges shall be payable if the operator fails to pay the PSF to
AAT within the credit period and in case of part peyment

(d) No collection charges =e payable w casual opsratormon scheduled
operators.

(¢) Exemption of airlines from paying PSF from Sky Marshals,

Mote: For conversion of USY into INE. the rate a5 on the 1st dav of the month for
1st formishdy billine period and rate as on 16th of the month for the Jnd

fortmightly hilline period shall be adopted. If the payvment s made within 15
days of recept of bills, then collection charges at 2 5% of PSF per passenger
is pavabla.

(i) USER DEVELOPMENT FEE(UDF):

Ministry of Civil Aviation/Airports Economic Regulatory Authorty of
India(AERA) has approved the levy of UDF to embarking passengers at the
following AAT atrports.  UDF is collected by the arrlines from passengers
through travel ockets on behalf of AAT
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5. No Airport UDF in Rs [inclusive of | Effective date
Service Tax &
Collection charges]
Dom. Tntl
1. Ii:i.p:lr 150 1000 010110
3 | Ahmedabad® 110 315 01.09.10
3. | Amritsar 150 910 15.06.10
3 | Udapur 150 il 15.06.10
5. | Trichy 150 360 15.06.10
[ "i.'is.'lnka;:ltl:mm 150 Ml 150610
7. | Mangalore 150 825 01.09.10
§ | Varanas 150 975 15.11.10
9 | Tovandum® Nl 575 01.03.11

*UDF 15 excludme of Service Tax and Collechon Charges.

Note: UDF collection charpe at a flat rame of Bs. 5/- per pax (all imclasive) is
allowed o airlines subject to payment of UDF collection 1o AAL within the

i) Exemption from levy and collecion from DF/TDF/PSF at the
airports

The Minisry of Civil Aviation Govt of India vide order mo. AV 160110022008~
AAI dated 30.11.201]1 has directed AAL o exempt the following categories of
persons Gom levy and collection of UDF DF/PSF ot the Indian airports:

(2) Children (under age of 2 years),

(b} Holders of Dhiplomatic Passport,

(c) Airlinss crew on dury including sky marshals & airline crew oa board for the
particular flight only (this would not include Dead Head Crew., or ground
personnel),

(d) Persons waveling on official duty on aircraft operated by Indian Armed Forces,

{(e) Persons mavelns on official duty for United Nations Peace Keeping Missions.

(f) Tromsit'transfer passensers (this exemption mav be granted to all the passenpers
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transitiog up to 24 hrs. “A passemper is meated in mansit oaly if coward mavel
journey is within 24 hrs. fiom amive] info sirport snd is part of the s3me ticket W
case 1 separate Sckets are jssusd it would pot be weated as mangit passenger”).

(E) Passengery departng from the Indisn airports due to involuntary re-touting ie.
techmicsl problems or westher conditions.

(iv) CHARGES FOR EXTENSION OF SERVICE HOLRS
AIRPORT/ATC)EFFECTIVE FROM 01-12-2011

1. | Charges for Extenzion of Service Hours{ Amrport’ ATC) are categorized into (2)
Instroment Landing System Operating Statons(ILS Smtoa) (b) Kea-ILS
Operating Stanony Noo-IL5 Saton).

Cherges for extension of Service Howrs({ Airport ATC) beyond desismated watch hours

irrespective of the weight of the aircraft are camegorized as follows:

[FER HOUR CHARGES IN RUPEES]

AIEFORT CATEGOEY s NON-ILS | EEMARKS
STATION STATION
| (i) | AAl Aerodrome 12240 2760
(i) | Civil Enclave 9180 2070 | 75% of charges at
Slno.l
(if) | Asrodromes whens only 3060 600 | 25% of charges at
ATC Services are provided Sloo.l
by AAT

Mote: Above charge: are sxcluding Hq-linhh Service Tax

1. | The charges are payable by all operators agencies operating outside te watch
hours, except amcraft(s) belongiag w any ammed force of the Unlon. including
BSF & WOC.

3. | The charges are pavable atf the Aerodromes where extension is availad af the
time of landing / taking off as the case may be. Where credit facilites have been
already authomzed (for example wcheduled operators, State Gont. aircraft etc ),
payment will be accepted only in demand draft along with the Rounine bills.
4. | When the roeo adrcraft ase the faciliny an the same mme, Charpes for Extension of
Service Hours for each Asrline ‘swrrafi shonld be charged separataly and no

inF of berareen the Users i permissible.

5. | Fracton of bours may be rounded off to e Dext Ball AQ Bowr And charged
accordingly.

6. | If the sircraft hes taken off just before the closing of watch hours, waich howrs
should be extendad a1 least for a period of 30 mizwses afier take off as is the
normal practice. this will mot affract extra service charge. If the aircraft retums to
land doe to soy echnics] reason extendsd period beyvond the norms] watch
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hour, if any, thould not be charged However, aoy extension required after such
landing should be charged s« per rates apphcable

7. | Aoy exmnsion of Service Hours provided to scoommodate an sircraft
experiencing technical problem and requesting emergency landing should not be
charped Any extension required after such landing should be charped as per
rates applicable.

8. | No charges will be levied for extension of Service hours due to inescapable
delays because of nmway block VVIP Movements ‘westher conditions at the
station.

9. | The concessional tariff for Exsension of Service Hours (Afiport/ATC) applicable
1o small domestc aircrafs with MTOW21000Egs. and below has besn
withdrawn from the date of implementanon of revised rates for Extension of
Service Hours 1o weaf 01-12-2011.

10 | If an Operator, after obtzining approval of AAT for extension of service hours,
subsequently mtends to withdrsw the request under aoy circumstances, shall
mform AAL at least 6 bouwrs I advance of the scheduled departure or azmival
time. I the Operator fadls to do so, he shall be charged Service Charges for
Extension of Service Hours for a periad of 4 hours as penaley.

11 | The charpe: for Extencion of Service Hours (Aimport ATC) shall be levied ay per
Erhedruupumbaﬂsﬁuammmngaﬁnfaum_

11 | The Service Charges indicated above are omly for the semices rendered by AAL

13 | The Charges for Extension of Service Hours (AZpOIUALC) is applicable 10 noo-
major (non-AERA) xirports oaly
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