F. No. 2/5/2018-PPP
Ministry of Finance
Department of Economic Affairs
(PPP Cell)
North Block, New Delhi
Dated _1;“‘ December, 2018
OFFICE MEMORANDUM

Subject: Record of Discussion of the 85" Meeting of Public Private Partnership
Appraisal Committee (PPPAC) for leasing out six airports of Airport Authority of India
(AAI) through PPP mode

The undersigned is directed to enclose a copy of Record of Discussion of the
85"PPPAC Meeting for leasing out of six airports of Airport Authority of India (AAI)
through PPP mode held on 11.12.2018 under the chairmanship of Secretary (Economic
Affairs), Ministry of Finance for information and necessary action.

Encl: as stated above M

'\
(Manoj ar Madholia)
Deputy Director (PPP)
To,
1. CEO, NITI Aayog, Sansad Marg, New Delhi
2. Secretary, Ministry of Civil Aviation, Rajiv Gandhi Bhawan, New Delhi
3. Secretary, Department of Expenditure, North Block, New Delhi
4. Secretary, Department of Legal Affairs, Shastri Bhawan, New Delhi
5. Chairman, Airport Authority of India, Rajiv Gandhi Bhawan, New Delhi

Copy to:

1. Sr. PPS to Secretary (EA)
2.  PPStoJS (IPF)



F. No. 2/5/2018-PPP
Ministry of Finance

Department of Economic Affairs
PPP Cell

Record of Discussion of 85" Meeting _of Public Private Partnership Appraisal
Committee_held on 11 December, 2018 for leasing out of six airports of Airport
Authority of India (AAI) through PPP mode

The 85" Meeting of Public Private Partnership Appraisal Committee (PPPAC) for
leasing out of six airports of Airport Authority of India (AAI) through PPP mode, chaired by
Secretary, EA was held on 11.12.2018. The list of participants is annexed. It was decided that
the PPPAC would consider Ministry of Civil Aviation’s proposal for leasing out six airports
of Airport Authority of India (AAI) through PPP mode for grant of in-principle and final
approval.

& Proposal from Ministry of Civil Aviation

Proposal for Operation, Management and Development (OMD) of 6 Airports viz
Ahmedabad, Jaipur, Lucknow, Guwahati, Thiruvananthapuram & Mangaluru of
Airports Authority of India (AAI) through PPP mode

Ministry of Civil Aviation (MoCA) submitted PPPAC memo, draft RFP and Project
Reports for Operation, Management and Development of Six Airports, under PPP model to
DEA on 06.12.2018 for “In principle” and “Final Approval” of the said project. The Draft
Concession Agreement (DCA) was submitted on 07.12.2018.

2. As per the Guidelines for Formulation, Appraisal and Approval of Central Sector
Public Private Partnership Projects (PPPAC Guidelines), PPPAC should consider the
proposal for "in-principle" approval within three weeks from the time of submission of the
proposal by the Administrative Ministry. Further, the Guidelines allow three more weeks
after submission of final documents by the Administrative Ministry for "final
approval". However, the PPPAC agreed to consider the proposal in the limited time
considering the nature of project, tight time-table which Ministry of Civil Aviation is
pursuing in this case and as decided in the meeting of Empowered Group of Secretaries
(EGoS). Appraisal Note of DEA and NITI Aayog (annexed) were circulated on 10.12.2018 to
PPPAC members. However, the quality and the rigour of the examination was not at all
compromised.

3 Secretary, MoCA submitted that PPPAC Memo, DCA, draft RFP and Project Report
are submitted for “in principle” and “Final Approval” of the PPPAC. JS (IPF) pointed out to
the time-table as contained in the PPPAC Guidelines (para 6.3). Adviser (NITI Aayog)
clarified that there is no duly approved MCA for brownfield airports. Upon request, the
PPPAC decided, for the reasons explained above, to consider the proposal for both ‘in-
principle” and ‘final approval’.

4. It was also clarified that after PPPAC's appraisal, the competent authority for approval
of project is decided on the basis of the Total Project Cost (TPC) in light of the D/o
Expenditure Guidelines which state that for project cost of more than Rs. 1,000 crore,
competent authority for approval will be the Cabinet Committee on Economic Affairs



(CCEA). For projects having TPC between Rs. 500 crore and Rs.1,000 crore, approval of the
Finance Minister and the Minister of Line Ministry is necessary.

5. Thereafter, all the issues which PPPAC is required to discuss were taken up. PPPAC
decided not to examine the matters which were already decided by the EGoS in its meetings
held on 17.11.2018 and 04.12.2018 unless there is an apparent deviation from the PPPAC
Guidelines.

6. Regarding eligible projects, the draft RfP submitted by AAI states that “Subject to the
provisions of Clause 2.2 and Clause 3.2.2, projects undertaken in the infrastructure sub-
sectors set forth in the Harmonized Master List of Infrastructure Sub-sectors issued by the
Department of Economic Affairs, ....... would qualify as eligible projects (“Eligible
Projects”). While, the Harmonized Master List of Infrastructure includes all infrastructure
sub-sectors (including those not related to airports and also include some sectors like soil
testing labs which might require only much small amounts to be invested), it was agreed that
critical element in all infrastructure sectors which is relevant for present proposal is that these
all involve construction and operation of facility and that makes it quite suitable that
experience in all infrastructure projects may be considered appropriate. It was also recognised
that eligibility criterion as proposed require a single project to be of at least Rs. 1400 crore
and therefore small projects' experience would not actually count. Finally, it was felt that
segregating infrastructure projects would be too tedious and would hardly add value. It is
also pertinent to mention that EGoS had already decided that “Prior airport experience may
neither be made a pre-requisite for bidding, nor a post-bid requirement. This will enlarge the
competition for brownfield airports which are already functional.” Therefore, it was decided
to keep the experience in all infrastructure sub-sectors as per the Harmonised Master List
unchanged.

T On Technical Capacity for qualification, AAI stated that the Bidder shall, over the
past 7 (seven) financial years preceding the Bid Due Date, have: (i) paid for, or received
payments for, construction of Eligible Projects; and/or (ii) paid for development of Eligible
Project(s); and/or (iii) collected and appropriated revenues from Eligible Project(s), such that
the amount is equal to or more than: (i) 80% of Rs. 3,500 Crore in case of one Eligible
Project; or (i) 50% of Rs. 3500 Crore in each case of two Eligible Projects; or (iii) 40% of
Rs. 3,500 Crore in each case of three Eligible Projects. Since 80% of Rs.3,500 crore does not
add up to Rs.3,500 technical capacity threshold, after deliberations, it was decided that 80%
be increased to 100% in case of one Eligible project.

8. On the rationale of Rs.3,500 crore as technical capacity threshold and Rs.1,000 crore
as financial capacity threshold, AAI explained that as per Model RfQ of D/o Expenditure,
technical experience should be twice the TPC and financial capacity should be one-fourth of
TPC. However, in this case, it is not possible to work out the TPC over the proposed
concession period of 50 years. Taking into account the estimated CAPEX to be incurred by
the Concessionaire for Phase-I along with the amount to be reimbursed to the Authority by
Concessionaire (estimated AAI RAB in the table below), technical and financial capacity as
given in the table below have been worked out. EGoS, in its meeting held on 17/11/2018 has
also decided that no restriction needs to be placed on the number of airports to be bid for or to
be awarded to a single entity. In view of this decision, AAI stated that, although as per Model
RfQ, financial capacity required in terms of net worth in none of the airports should be more
than Rs. 500 crore, it has been increased to Rs. 1,000 crore.




Rs. in crore

Name of the Estimated | Estimated (;API'QX Estimated 'E?;‘:clic;l Ig::::imt;

Aivport (1) AAI RAB | by Concessionaire Invest.men.t by | Twice ofl - 25% of
(2) (Phase-I) (3) Concessionaire (4) 4) )
Jaipur 365 1,473 1,838 3,676 460
Lucknow 583 1,090 1,673 3,346 418
Guwabhati 823 684 1,507 3,014 377
Ahmedabad 384 1,320 1,704 3,408 426
Mangaluru 363 1,119 1,482 2,964 371
Trivandrum 400 413 813 1,626 203

RAB: Regulatory Asset Base
9. Adviser (NITI Aayog) felt that in case of Trivandrum Airport, a technical capacity

criterion of Rs. 3,500 crore appears to be quite high. Secretary, MoCA explained that to
maintain uniformity and for simplification of the Bid Procedure, AAI should go ahead with
the same criteria for all Airports. PPPAC agreed with this and decided to keep it as proposed
by MoCA.

10. It was also clarified that as decided in the first meeting of EGoS held on 17.11.2018,
single stage bidding with two envelope system is to be done keeping in view the requirement
to complete the transaction by 28.02.2019.

11.  JS(IPF) suggested that TPC should be estimated upfront since it helps in framing the
eligibility criteria in terms of Technical Capacity and Financial Capacity and other financial
covenants such as bid security, performance security, etc. Secretary (MoCA) clarified that it
is not possible to work out the TPC over the proposed concession period of 50 years.
Additionally, It would depend on the view taken by concessionaire on the basis of demand.
Further, Secretary (MoCA) stated that termination payments are taken care of in a unique
manner in the proposed transaction and not in terms of TPC as done in the past PPP projects.
Secretary (EA) agreed with the view expressed by MoCA, further adding that there is no one
size fits all strategy and necessary justifiable changes should be done to suit this innovative
model.

12. On the issue of Termination Payment (as defined in DCA), AAI stated that
Termination Payment is an amount equal to the lower of (a) or (b). Here (a) will be sum of
Amount of depreciated Deemed Initial Regulatory Asset Base (RAB) and Depreciated value
of (i) investment by the Concessionaire in any Aeronautical Assets post COD, as considered
by the Regulator, (ii) any additional Aeronautical Assets which may have been constructed,
acquired or installed by the Concessionaire after the latest tariff determination of
Aeronautical Charges by the Regulator, (iii) depreciated book value of the investment in
Non-Aeronautical Assets, not being assets forming part of City Side Development, using the
overall asset value & allocation ratio between Aeronautical Assets and Non-Aeronautical
Assets, (iv) depreciated book value of all Project Assets forming part of the City Side
Development in the books of the Concessionaire; & (v) actual costs, as assessed by the
Independent Engineer, incurred by the Concessionaire in the works-in-progress handed over
to the Authority by the Concessionaire as on the Transfer Date. Here (b) will be sum of the
replacement values of the assets set out in sub-clause (a) above, as determined by an
Approved valuer, who shall be selected and appointed by the Authority. On this 1ssue,

Adviser (NITI Aayog) pointed that AERA will take care of (i), (ii) and (iii) above, bu




and (v) are open ended. After discussion, it was decided that for the purpose of Termination
Payment, (iv) and (v) will be combined and then assessed by the Approved valuer, who will
be selected and appointed by the Authority.

13 AAI also explained that as per clause 37.3 of DCA, upon Termination on account of
Authority Default, the Authority shall pay to the Concessionaire an amount equal to 115% of
the Termination Payment and on account of Concessionaire Default, the Authority shall pay
to the Concessionaire an amount equal to 65% of the Termination Payment (less Insurance
Cover). Secretary (EA) agreed that although termination payment are usually defined in
terms of debt in earlier MCAs, it will be better in this case to link it to the assets as the Debt
Equity Ratio is not constant over the Concession Period and may not actually be meaningful
after some time. Moreover, assets represent better link to fairness of what needs to be
paid. After deliberations and discussion, it was decided to revise the Termination Payment to
120% of the Termination Payment (if Authority Defaults) and 70% of Termination Payment
(less Insurance Cover) (if Concessionaire Defaults).

14. JS (IPF) suggested that the land available for City Side Development should be
capped at 5% of the total available land for development of airport. MoCA and Secretary
(EA) felt that capping the land for city side development may lead to under-utilization of land
and Concessionaire should be able to utilize the remaining land for city side development
which is not required for Airport facilities. The available land as a proportion of the airport
land was also looked at. It was found that such land is ranging between 3% to 9% only. It was
also confirmed by AAI that land proposed to be reserved for airport side would be sufficient
to accommodate future airport expansion or there is a need for land acquisition. It was
therefore decided not to restrict city side development to 5% of the total land and entire
available land was decided to be offered for city side development.

15.  The mode of return of land and building on city side development after the concession
period was also discussed. JS (IPF) suggested that all assets should be returned back to the
Authority free of cost. During the discussion, there was overwhelming support for the
proposal that all Aeronautical Assets should come back free of cost to the Authority and
depreciated value of assets can be paid for the assets created for city side development
(except land). After deliberations, it was decided that only 50% of the value of the assets
created in the initial 30 years for city side development may be paid for by the Authority after
the Concession period. Value can be assessed in the same way as in case of termination
payment.

16.  The proposed arrangement that at least 60% of the Employees would be transferred to
the Concessionaire for three years while up to 40% of the employees would be retained by
AAI was also agreed to.

17. ]S (IPF) mentioned that Model RfQ limits the percentage of the shareholding to 5% in
case of conflict of interest, which has been revised to 20% in this case. AAl clarified that as
per Companies Act, 2013, Associate/Associate Company means the company which has at
least 20% of total Share Capital. Model RFQ and RfP issued by the D/o Expenditure are
framed before the Companies Act, 2013. Therefore, this limit of the shareholding has been
kept as 20%. The PPPAC agreed with the justification from AAI and it was decided to keep
that intact.

18.  JS (IPF) also suggested that amount of Performance Security should be fixed in terms
of percentage of TPC and the Performance Security should not be escalated every 5 years.
AAI explained that, in the present case, the value of Performance Security shall be increased
by the Concessionaire after every 5 concession years in proportion to the increase in the T

e/



passenger throughput. PPPAC found the proposal of the MoCA to be better aligned and more
appropriate and agreed to the AAI suggestion. However, AAI was asked to fix the
performance security at 10% of the revenue from Total Annual Passenger Fee.

19.

The PPPAC recommended the proposal for the approval of Competent Authority

subject to the following conditions:

a.

B0

20.

In clause 2.2.2 (a), “80% of Rs. 3,500 Crore in case of one Eligible Project” may be
replaced with 100% of Rs. 3,500 crore in case of one Eligible Project.

Experience of Associates and Affiliates should also be considered while evaluating
the technical criteria.

Provision relating to the termination payment may be revised as stated in para 12.
AAI may re-confirm the land required for future expansion of Airports

All Aeronautical Facilities should come back to the Authority free of cost after the
efflux of Concession Period.

50% value of the Assets created in the initial 30 years of Concession period for city
side development may be paid for by the Authority. Value of these assets to be
derived in the same way as in case of termination.

Performance Security would be fixed at 10% of the Total Annual Passenger Fee with
escalation every 5 Concession Years.

The meeting ended with vote of thanks to chair.

ok ok ok ok ok




Annexure [

Record of Discussions of 85th Meeting of Public Private Partnership Appraisal
Committee held on 11 December, 2018

List of Participants:

S.No.

Name

Designation

i

Shri Subhash Chandra Garg

Secretary (Economic Affairs) — in Chair

2. Shri Rajiv Nayan Choubey Secretary, Civil Aviation
Shri S Suresh Member (Finance) & Officiating Chairman, Airport

Authority of India (AAI)

4. Shri Arun Kumar Additional Secretary, Civil Aviation

3. Dr. Kumar V. Pratap Joint Secretary (IPF), DEA

6. Shri Sonjay K Saha Adviser, NITI Aayog

7. Shri Mukesh Kumar Gupta Director (PPP), DEA

8. Shri R. Madhavan, ED(KID), AAI

5, Shri Venkatraman Hegde Director, M/o Civil Aviation

10. Shri Chittaranjan Dash Director, D/o Expenditure

11. Dr. R.J.R. Kasibhatla Deputy Legal Adviser, D/o Legal Affairs

12. Shri Manoj Kumar Madholia  |[Deputy Director (PPP), DEA

13. Shri Shubham Goyal |Assistant Director (PPP), DEA




Annexyu T

F. No. 2/5/2018-PPP
Government of India
Ministry of Finance
Department of Economic Affairs
PPP Cell

North Block, New Delhi
Dated 10™ December, 2018

Office Memorandum

Subject: Proposal for leasing out of six airports of Airport Authority of India (AAI)
Ahmedabad, Jaipur, Lucknow, Guwahati, Thiruvananthapuram and Mangaluru through
Public Private Partnership (PPP): Appraisal Note of DEA

I'he undersigned is directed to forward the Appraisal Note of DEA on the captioned
project to be discussed in the 85" Meeting scheduled to be held on 11.12.2018 at North Block.
New Delhi for further necessary action.

Encl. as above ﬁ,“?/
(Muk umar Gupta)

Director (PPP)

Shri R N Choubey, Secretary, Ministry of Civil Aviation, Rajiv Gandhi Bhawan, New Dethi
To

Shri Amitabh Kant, CEO, NITI Aavog. Yojana Bhawan, New Delhi

Shri Ajay Narayan Jha, Secretary, Department of Expenditure, North Block

Dr. Alok Srivatava, Secretary, Department of Legal Affairs, Shastri Bhawan, New Delhi
Shri Guruprasad Mohapatra, Chairman, Airport Authority of India (AAD)
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File No: 2/5/2018-PPP
Ministry of Finance
Department of Economic Affairs (PPP Cell)
PPPAC Appraisal Note (Dec, 2018)

Operation. Management and Development (OMD) of Six Airports under PPP mode

. Project Snapshot:

Project Name Operation, Management and Development (OMD) of the Six Airports under
PPP Mode. The details of Six Airports are as follows:

a. Jaipur International Airport, Jaipur, Rajasthan

b. Chaudhary Charan Singh International Airport, Lucknow, UP

c. Lokpriya Gopinath Bordoloi International Airport, Guwahati,
Assam

d. Sardar Vallabhbhai Patel International Airport, Ahmedabad,
Gujarat

e. Mangaluru International Airport, Karanataka

f. Thiruvananthapuram International Airport, Kerala

Project Rationale This project is proposed to be implemented under PPP model due to reasons
cited below:

« Airport Authority of India (AAI) intends to select a strategic
partner for OMD of these Six Airports and city side facilities to
harness private sector operational and development efficiencies.
It is also to maximize non aeronautical revenues. Further,
National Civil Aviation Policy 2016 also advocates
maximization of non- aeronautical revenues. Airport Authority
of India will continue to manage Air Traffic Control (ATC),
Communications, Navigation and Surveillance systems (CNS).

« Strong traffic growth in the past decade has resulted in
congestion at many of AAI airports

« These airports are expected to require additional capital
expenditure in the coming years to not only meet projected
demand levels but also increase the quality of facilities

Type of PPP peration, Management and Development (OMD)
Ministry Ministry of Civil Aviation (MoCA)
Sponsoring Agency Airport Authority of India (AAI)

Implementing Agency

Airport Authority of India (AAI)

[Location

Jaipur (Rajasthan), Lucknow (UP), Guwahati (Assam), Ahmedabad (Gujarat),
IMangaluru (Karnataka) and Thiruvananthapuram (Kerala)

|Estimated Project Cost

[Not mentioned. However, it is mentioned in the PPPAC Memo that “the|
development/expansion/renovation works at the airport shall be determined by
the Concessionaire based on the growth of traffic at the airport, required
KPIs as well as any capital work-in-progress of AAI which the concessionaire

shall be required to complete. As part of the Conditions Precedent, the




concessionaire shall be required to submit a development plan of the airport
along with estimated capital cost for such works (para2.4). The estimated)
value of Regulatory Asset Base and Capital Works to be transferred to the
Concessionaire which the Concessionaire shall be required to fund and|
reimburse to the Authority. The Airport wise details of these are given below:
Name of the Airport

Amount to beJAs per Project Report, estimated value
reimbursed bylof capital projects as planned and
Concessionaire [proposed by AAI (considered to be

[Rs.incrore]  |undertaken by Concessionaire) [Rs. Enr

crore]
Jaipur Airport 782.30 1472.70
Lucknow Airport 583.00 1090.40
|Guwahati Airport 823.70 684.40
Ahmedabad Airport 384.40 1320.00
Mangaluru Airport 363.00 1118.90
Thiuvananthapuram 400.50 413.00

Scope of Work

The broad scope of Concessionaire includes design, development, financing,
iconstruction, up gradation and expansion of the Airport in a phased manner,
operations, maintenance and management of the Airport and development,
operation and maintenance of City Side on the Site

Construction Period

This needs to be provided. However it is mentioned in the PPPAC memo that
“The construction period for various works shall depend upon the nature of
works being undertaken by the Concessionaire based on the growth of traffic
at the airport as well as any capital work-in-progress of AAI which the
concessionaire shall be required to complete. As part of the Conditions,
Precedent, the concessionaire shall be required to submit a development plan
of the airport along with the schedule”.

Key performance Indicators need to be provided in DCA, based on which the
development plan will be developed. Construction period needs to be a part of
the Concession Period to incentivize early construction of the Project.

Concession Period

50 years

|[Financial Structure

[Project cost and its financing details not provided. However, it is the responsibility off
the Concessionaire to arrange the required capex in form of debt and equity to meet|
ithe future capital expenditure requirements.

Concessionaire’s
|Revenues

IAeronautical Revenues and Non Aeronautical Revenues

Tariff / User ChargeqTariff fixation of aeronautical services is done by Airports Economic

[fixation |[Regulatory Authority (AERA). Concessionaire will be responsible for
submitting tariff proposal to AERA. User charges will be fixed and collected
by the Concessionaire in case of non-aeronautical services.

Financial As per the PPPAC Memo, it is mentioned that number of critical factors such

Viability/Returns as traffic forecast, investment, revenues, operational expenditure are not
known, hence could not be possible to arrive the values. (para 4.2 of the
|PPPAC Memos may be referred.)

Land Details IAs per the PPPAC Memo, not applicable as the Airports are brownfield




projects.

IClearances/ Approvals

Existing airport is under operation - hence it is mentioned that already
obtained by AAI. Further additional conditions are stipulated in the DCA.
\Project Authority should facilitate the PPP operator in obtaining these
iclearances.

IApproval sought

“In principle” and “Final Approval™ from PPPAC

IConcession Agreement

As per PPPAC Memo, it is mentioned that there is no approved MCA for this
structure. However references have been taken from other airports projects
such as Bhogapuram and Nagpur airports and MCA for Brownfield PPP.

Bidding Parameter

“Per Passenger Fee™ from domestic passengers (exclusive of all taxes) to be
quoted by bidders. Why only domestic passengers? Should be amended to all
passengers.

IBidding Process

Single Stage with two envelope process (No separate Request for
Qualification (RfQ) is invited)

Status  of  bidding]
[process

Submitted the PPPAC Memo, Draft Concession Agreement (DCA), RFP
Document and Project Report for “in principle” and “Final Approval” of the

PPPAC.

Background of the Project:

Airport Authority of India (AAI) is currently responsible for development, operation
and management of above mentioned six airports. AAI intends to select a private
partner through bidding process under PPP model to bring in private investments and
its sectoral expertise, which will induce operational efficiencies and also devise
strategies to augment the revenues through non aeronautical services. This will be
beneficial in terms of better commercials, better utilization of existing assets and
quality services to end users.

It was decided during a PMO review meeting held on 22.07.2015, that as far as
airports at Ahmedabad and Jaipur are concerned, AAI will ensure high standards of
service by entering into O&M contracts, either with or without the responsibility of
maximization of non-aeronautical revenue in the terminal building (excluding land on
city side and air side). The city side and airside will continue to be managed directly
by AAL

MoCA has placed the proposal for “in principle” and “Final approval” of the
PPPAC. PPPAC in its 80" meeting held on 28" Oct 2016 recommended the
captioned proposal to the Competent Authority for grant in —principle and Final
approval subject to fulfilment of stated conditions in the Records of Discussion.
Subsequently, on conducting the bidding process, AAI received only one valid bid
each for Ahmedabad and Jaipur airports. Therefore, AAI decided to cancel the entire
bidding process for both the projects considering the tepid response from the bidders.
Further, in the meeting held on 18.05.2018 in the PMO, it was decided that AAI to
revise the project structure by including Airside and Cargo facilities in the
Concessionaire’s existing scope of work and the bid conditions be framed in a manner
that attract wider participation and infuse competition in operation of airports.
Subsequently, a meeting was Chaired by CEO, NITI Aayog and attended by
Secretary, DEA, Secretary, CA and Chairman, AAI, on 20th October, 2018, to discuss
the key features of a long-term lease based PPP transaction for 6 AAI Airports.
Subsequently, a note was submitted to the Cabinet on 30th October 2018 to seek in-
principle approval for leasing out six airports of Airports Authority of India for
development, operations and management under PPP, appraisal of transaction



documents through PPPAC and for constitution of an Empowered Group of
Secretaries (EGoS) to decide any issues falling beyond the scope of PPPAC.

The Union Cabinet, in its meeting held on 8th November 2018 provided an “in-
principle” approval for leasing out six airports of AAI viz. Ahmedabad, Jaipur,
Lucknow, Guwahati, Thiruvananthapuram & Mangaluru for operation,
management and development under PPP, processing through PPPAC. Based on
inter-ministerial consultations and discussions, the revised PPP structure was
proposed to enhance the role of private sector to include development of airport
facilities (except ANS) through required capital investments over the lease /
concession period. The model was decided to be based on the lines of the PPP
model adopted for brownfield development of Delhi and Mumbai airports with
required changes, and private sector is to be invited to participate in operations,
management and development of 6 brownfield airport projects.

Hence, Ministry of Civil Aviation (MoCA) has submitted the PPPAC Memo with
RFP and Project Report in line with the above decisions for Six Airports (Jaipur,
Ahmedabad, Lucknow, Guwahati, Mangaluru and Thiruvananthapuram) to DEA to
obtain “in principle” and “final” approval from the PPPAC on the mentioned
proposals

Scope of work
The broad scope of Concessionaire includes the following:

design, development, financing, construction, upgradation and expansion of the
Airport in a phased manner

operations, maintenance and management of the Airport

development, operation and maintenance of City Side on the Site

Project cost

Not provided in the PPPAC Memo and that “the development/expansion/renovation
works at the airport shall be determined by the Concessionaire based on the growth of
traffic at the airport, required KPIs as well as any capital work-in-progress of AAI
which the concessionaire shall be required to complete. As part of the Conditions
Precedent, the concessionaire shall be required to submit a development plan of the
airport along with estimated capital cost for such works.

The details pertaining to project cost for six airports, as per AAI has been furnished
in the project report and the details are given below:

Airport Amount to belAs per Project Report, estimated value off
reimbursed bylcapital projects as planned and proposed by
(Concessionaire AAl (considered to be undertaken by]
[Rs. in crore] Concessionaire)

[Rs. in crore]

Jaipur 782.30 1472.70

Lucknow 583.00 1090.40

(Guwahati 823.70 684.40

| Ahmedabad 384.40 1320.00

Mangaluru 363.00 1118.90

[Thiuvananthapuram 400.50 413.00

However no bifurcation of stated figures have been furnished.



ii.

iil.

Financial Structure

Not provided the project cost and its financing details in the PPPAC Memo. However,
it is mentioned that it is the responsibility of the Concessionaire to arrange the
required capex in form of debt and equity to meet the future capital expenditure
requirements.

Revenue Streams to Concessionaire and AAI

As per the PPPAC Memo, Concessionaire will recover their capex and opex from
the revenues generated from the proposed Project Facilities in form Aeronautical and non-
Aeronautical revenues:

Aeronautical Revenues

Landing, Parking and Housing charges and User Development Fee

Fuel Throughput Revenue

Royalty on Ground handling

Revenue from Cargo operations

Revenues from Cute Charges

Revenues from any other aeronautical charge levied on users of the airport as approved by
AERA from time to time

Non Aeronautical Revenues

Concessions within the terminal building
Concessions outside the terminal building within the Concessionaires’ scope as detailed in

the Concession Agreement

Car Park Revenues and Rentals from users of airport services

Porterage and Admission Fee

Any other non-aeronautical revenue services provided by the Concessionaire within the
scope of the Concessionaire.

Apart from that the Concessionaire will collect the Passenger Service fee (Security).

Revenues to AAI

Per Passenger Fee (Bid parameter) that Concessionaire shall pay to AAI

7. Financial Viability

As per PPPAC Memo, it is mentioned that number of critical factors such as traffic forecast,
investment, revenues, operational expenditure are not known, hence it could not be possible to



arrive the actual values. However the indicative values of financial returns as per the PPPAC

Memos and Project Reports are as under:

NPV: Rs.78.4 Crore

Equity IRR: 18%-21%

Airports Financial Returns as per PPPAC|Financial Returns as per
Memo roject Report

Jaipur Project IRR: 12%, Project IRR:11% to 14%,
NPV: Rs.236.20 Crore Equity IRR: 18%-20%

Lucknow Project IRR: 17.2%, Project IRR:10% to 12%,
NPV: Rs.978.5 Crore Equity IRR: 18%-20%

Guwahati Project IRR: 20%, Project IRR:10% to 11%,
NPV: Rs.325.6 Crore Equity IRR: 18%-20%

IAhmedabad Project IRR: 16%, Project IRR: 10% to 11%,
NPV: Rs.698.70 Crore Equity IRR: 18%-20%

Mangaluru Project IRR: 20.6%, Project IRR:10% to 11%,

Thiuvananthapuram

Project IRR: 21.5%,

NPV: Rs.713.80 Crore

Project IRR:10% to 12%,
Equity IRR: 18%-20%

The values mentioned in the PPPAC memos and Project Reports are not same and indicative
range has been provided. Further, it may be noted that the detail financial calculations and
assumptions have not been furnished to validate these stated figures.

8. Bid Parameter

a. The Bidder shall be selected on the basis of financial quote i.e. highest Per Passenger Fee
from domestic passengers.

9. Issues for Consideration:

Ministry of Civil Aviation vide OM dated 5" Dec 2018 (received on 06.12.2018) has
submitted PPPAC memos, RFP documents and Project Reports for Operation, Management and
Development of Six Airports, under PPP model to DEA for “In principle” and “Final Approval”
of the said project. MoCA, further submitted the Draft Concession Agreement and changes to
RFP document on 7" Dec 2018. It must be noted that, as per the Guidelines for Formulation,
Appraisal and Approval of Central Sector Public Private Partnership Projects (PPPAC
Guidelines), pg 12, the in-principle approval by PPPAC should be in the three weeks from the
time of submission of the proposal by the Administrative Ministry. Further three more weeks are
required after the appraisal of PPPAC members and submission of final documents by the
Administrative Ministry for final approval. However, in the limited time as decided in the meeting
of EGoS for approval, following issues need to be clarified by MoCA.

a. PPPAC Approval Process

As per PPPAC Memo, there is no approved MCA for this structure. However references have
been taken from other airports projects such as Bhogapuram and Nagpur airports and MCA for



Brownfield PPP. In this regard, para 6.3 of the PPPAC Guidelines may be referred which states
that “In cases where the PPP project is based on a duly approved Model Concession Agreement
(MCA), ‘in principle’ clearance by the PPPAC would not be necessary. In such cases, approval of
the PPPAC may be obtained before inviting the financial bids.” In the instant case, the proposal
is submitted for the in-principle and final approval simultaneously while as per the PPPAC
Guidelines, approval should be in two stages.

b. PPPAC Memo: Estimated Project Cost

The project cost details have not been furnished in the PPPAC Memo and it has been stated that
“the development/expansion/renovation works at the airport shall be determined by the
Concessionaire based on the growth of traffic at the airport, required KPIs as well as any capital
work-in-progress of AAI which the concessionaire shall be required to complete. As part of the
Conditions Precedent, the concessionaire shall be required to submit a development plan of the
airport along with estimated capital cost for such works”. Keeping the project cost and KPIs
vague will mean comparing technical proposals submitted by the bidders, which would be very
difficult. Therefore, output specifications may be outlined.

It may be noted that it is critical to calculate the capital investment details for at least Phase 1 with
all assumptions to set the common platform for all the interested bidders from investment point of
view and to induce transparency in the bidding process, on which they will estimate their financial
returns from the project. It is not advisable to keep the project cost open ended (considering the
financial obligations with regards to Termination Payments to be paid by Authority in case of any
untoward evenis) and it is essentially required to frame the eligibility criteria in terms of
Technical capacity, Financial Capacity and O&M experience and other financial covenants
such as bid security, performance security, etc, which are always in percentage terms of
estimated Total Project Cost (TPC).

Further, it may be noted that TPC is essential the determining factor for the Appraisal and
Approval Authority of PPP projects. As per, OM no. 24(35)/PF-11/2012 of Department of
Expenditure dated 5.08.2016, the Proposals having the project cost of more than Rs. 500 crore but
less than Rs. 1000 crore is to be approved by the Finance Minister and the Minister of the
Administrative Ministry and the proposal having the Project Cost of more than Rs. 1000 crore
requires the approval of CCEA.

c. PPPAC Proposal: Required Documents:

MoCA is has not submitted the Deviation Statement from the Documents followed for the
preparation of the Bid Documents (RfQ/RfP and DCA), Legal Vetting Certificate and Detailed
Financial Calculations in support of the financial figures as stated in the PPPAC Memos and
Project Report. This is especially important because the financial viability numbers mentioned
in PPPAC memo and the Project Report are vastly different. 1t is requested to submit the same.

d. Bidding Process

Single stage bidding has been proposed for the Project. It is suggested that in accordance with
internationally accepted principles, two stage bidding may be followed. It may be noted that the
these projects are the brown field projects in which the existing facilities are to be handed over to
the Concessionaire, therefore, adequate time should be given to the bidders to complete the



required due diligence. Further, it may be noted that all the existing airports implemented under
PPP model have followed two stage bidding process.

e. Selection of Bidders

These six airports projects are highly capital intensive projects, hence it is suggested to
incorporate the clause that not more than two Airports will be awarded to the same bidder duly
factoring the high financial risk and performance issues. Awarding them to different companies
would also facilitate yardstick competition. In the case of project failure, there would be capable
bidders available. 1t must be remembered that in the case of Delhi and Mumbai Airports, though
GMR was the only qualified bidder originally, both the airports were not given to the same
company. In the case of Delhi Power Distribution Privatization, the city was carved out into three
zones, and given to two companies. Therefore, it is suggested to incorporate the clause that not
more than two Airports will be awarded to the same bidder.

f. Bidding Parameter: Per Passenger Fee

It is suggested that the examples may be provided for proposed transaction structure (Per
Passenger fee as bid parameter) followed by existing airports worldwide and its benefits
over revenue sharing model.

g. PPPAC Memo: Tariff/User Charges

It is mentioned that “Concessionaire will be responsible for submitting tariff proposals to AERA™.
It is suggested that Multi-Year Tariff Orders be passed by AERA, giving some regulatory
certainty to landing charges and User charges and incentivizing efficiency. However, it is
suggested that the Project Authority (AAI) may approach AERA to follow a Hybrid Till Model so
that 30% of the revenues from non-aeronautical services will be captured so as to lower the
aeronautical charges

h. RFP Document

Though single stage bidding process is opted, but it is suggested to follow the RfP and the
relevant clauses of eligibility criteria of RfQ) issued by Department of Expenditure.

RFP Document, Eligibility Criteria, Clause 2.2.2

It states the following:

(a) Technical Capacity

The Bidder shall over the past 7 (seven) financial years preceding the Bid Due Date have:

paid for, or received payments for, construction of Eligible Projects; and/or (ii) paid for
development of Eligible Project(s), and/or (iii) collected and appropriated revenues from
Eligible Project(s), such that the above amount is equal to or more than:

80% (eighty percent) of Rs. 3500,00,00,000 (Rupees Three Thousand Five Hundred Crore) in
case of 1 (one) Eligible Project; or (ii) 50% (fifty percent) of Rs. 3500,00,00,000 (Rupees Three



Thousand Five Hundred Crore) in case of 2 (two) Eligible Projects; or (iii) 40% (forty percent) of
Rs. 3500,00,00,000 (Rupees Three Thousand Five Hundred Crore) in case of 3 (three) Eligible
Projects.

(b) Financial Capacity

The Bidder shall have a minimum Net Worth (“Financial Capacity”) of Rs. 1000,00,00,000

(Rupees one Thousand Crore). In case the Bidder is an AIF or fund, it should have a minimum
ACI at the close of the preceding financial year of Rs. 1000 crore (Rupees One thousand Crore).

However, the basis of defining the Technical and Financial Capacity without any fotal project
cost estimate is not clear in the submitted draft RfP. It is suggested to define the TPC which will
accordingly decide eligibility criteria in accordance of the RfQ of Department of Expenditure
(Technical capacity: twice the TPC; Financial capacity: one-fourth of TPC as net worth).

j.  RFP Document, Clause 3.8.1 (a)

It states that “Bids are invited for the Project on the basis of the Per-Passenger Fee”.

It is suggested to put a reserve price in the RFP document and AAI should award the contract
only if the highest bid is above the reserve price specified. Therefore, it is suggested to furnish the
detailed project financials with estimated project cost to support the reserve price to safeguard the
interest of the Authority. The current Per Passenger Fee can serve as the Reserve Price. But, the
current per passenger fee would have to be worked out.

k. RFP Document: Conflict of Interest

The Clause 2.2.1 c(i) of RfQ documents limits the percentage of the shareholding to 5% in case of
conflict of interest, which has been revised to 20% (Twenty percent) in the submitted RFP
document. Provision of model RfQQ and model RfP of DoE may be followed.

l. PPPAC Memo: Concession Period

Concession period is 50 years for the proposed project. Therefore, the detailed project
financials with all assumptions including financial model to support the 50 years
Concession Period needs to be submitted. It is also suggested that the Concession period
should be co-terminus with all the project facilities including City side development
facilities. Further, it is suggested that after efflux of Concession Period, all assets should
be returned back to the Authority free of cost. It is also suggested to follow the licence
model instead of lease model factoring the benefits of the licence model over lease model.

n. RFP Document: Bid Security

The value of the bid security has been kept blank. This may be clarified. Typically bid security
should be 1% of the Total Project Cost. However in the present proposal, there are no details of
project cost in the RfP document.






