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10.4 GOVERMANCE ISSUES IN AIRPORT DEVELOPMENT: LEARNINGS FROM
COCHIN INTERNATIONAL AIRPORT LTD.

Ajr eraffic to Kerala (described by the Mational Geographic
Traveler in Qctober 1999 as one of che 30 must sce
destinations and later in April 2001 a5 the most beauriful
place in India) came from tourism and exparriate Keralies
and sheic families. mainly from the Gulf region. [t was
estimated thar more chan owo miilion people of Kerala
origin were working abroad for whom air was the mose
common mode (rather. the only available) of travel. Kerala
had three fanctional incernational sicports within 600 km—
Trivandrum (Thiruvaranctha-puram), Cochin (Kechi) and
Calicut (Kozhikode).

The Indian Navy owned zirport locared in Willingden
Island in the centre of Kochi cine had the distinesion of
incegraring mulciple forms of transportation {air, sea, rail
and road) in a small island. The island also headquartered
the Western Cammand of the [adian nave The Airpors
Autchority of India {AAD"? mainuined 2 civilian enclave in
the naval airpore. The airporc was profitable sven though
the Indizn ravy received a subsandal share of che revenue
generared. The effective runway available for landing was
3000 feer our of a rotal runway length of G000 feer which
allowsd landing of smaller Boeing 737 aircraft with a load
~snaley (limited passengers and fuel). Serategically Indian
Aidines had decided 1o pliase out the 737 series on account
of higher fuel consumption and substinute it by larger, new
generation zircraft like Airbus 320 and 300. The runway

0 Airpares Authoriny of [ndia (AAl} was formed by the merger
of [neernational Airpores Authericy of India and Nadonal Airports
Autharity through Airports Autherity At (N0, 33 of 1994). [t came
into existence on | April 1995, AAl manages all airporss which
handle commercial air rraffic. The irpors are classified 2 fnrernacional
and domestic. Domestic is furcher clauified inve three categories.
AAl alsa provides air traffic servicss over the snrre ladian aimpace
and sdicining ocsamie arcas

International Airpores: This sramus is acsanded by GOL These
sirpores are available for scheduled international operations by Indian
snd foreign carriers.

Damestic Airpores:

1. Curams Asrpores wich Limited Intermasional Qperations: These
have custom and immigration fcilies for limited international
operations by national sarriers and for foreign tourise and carge
charter Highes.

b, Cief Enclaves in Defence Airpors: These are sivil enclaves in
Jefence zieticlds, wheze limited commercial opemations by domestic
sitlines are permited, These airports are under the operational
canrol of the defence 2nd AAL uses che failities sn pavment basis.

e Other Domercic Airpors: All other sirports, where domestic
aitlines are allowed are coversd in ihis zaregorv
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of Kochi airport was not equipped to handle larger aireraft.

The zirpore had che threar of closure hanging over it
This. along with the need for mare direct air connections
and seating capacicy, generated public opinion rowards
upgradation of airport facilities. The conservarive estimate
of cxpanding the existing runway was Rs 70-72 crores
(1991 price levels), There were technical and social lssues
like che giant crane of Kochi shipyard located close 1o che.
aircraft approach path, reclamation of land from the
backwarer, relocation of che railway line and rehabilizatien
of 200 houscholds. All these were expected to increase the
project cost. The owner of Willingdon Island, Cochin Part
Trust Lid, had reservarions about airpose expansion. In their
opinion, the scope for port expansion would be reduced if
land was given for expanding the airpore. The Indian navy
was 2lso not interested in making investments for developing

the zirporc.

THE Cocuiy [NTERNATIONAL AIRPORT LinuTzo
(CIAL) EXPERIENCE

frisizl Financing Plan
The fund siquireme... fr 2 aow airpeer was estimated ar
roughly Rs 200 crore based on discussions wic: AAl aud
aviation experts. One of the subcollectars propesesi “he idea
of raising money from the Gulf based NRIs (Kerawites) who
stood to benefit mose Fom the new airpors. (The Gulf
bound sir passengers werw forced to spend cwo davs in
transic in Mumbai or other cities. Their representatives had
been demanding direct connecdons fram  Kerala
Thiruvananthapuram and Kozhikede airporss had direct
Gulf. connection, bus the demand far oustripped supply).
[nvestmens could come in the form of interest frae loans and
donations from NRIs as well as corpocares and ocher societics.
Kissan Vikas Parrikas (KVD: a savings scheme of Government
of India, which doubled the principal in 86 months) sauld
back the loans. For every Rs 5000, KVP of Rs 2500 would
take care of repaymen, vielding Rs 2500 directly as cash.
GOl had a scheme of leading back 73 per cemt of the
collected amount to the seate government for developmental
purposes 38 low intesest, long rerm lean. Remaining amount
could be raised 15 donations from corporate bedies. Four
lakh investors, conseituting 20 per canc of Gulf based Keralires
could build the airpars by contributing Rs 5000 each. (Table
10.4.1 gives denails of the initial financing plan).

ase,

Ms. liji Ramesh, DGM (P&A) and other officals of CLAL. The financial support for case wiiting
was given 5y [IM Ahmedabad under the R&P program.
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This loan from GOl came ar very low interest and long
repayment period. Repayment could be made when income
from the airport accrued and from the sale of excess land
{By design, extra land had to be acquired, keeping repaymenc
in view). The coneributors would have gr'wliege: like spr:cinl
check in counters, waiting lounge, reserved car parking
directorship in the airpore board etc.

Table 10.4.1
[mirial Financing Plan (1972}
Caregarics in Rs croges
A. Interest Free Depesic from 4 lakh ]

MNEl's @ Rs 5000 per WERI
B. Money invested in XVPs of Rs 2500 exch for 100
tepayment in six vears when the amount doubles

C. Cash in hand (A - B) 100

D, Loan against KVPS 75
(75 per cenc of Rs 100 crores)®

E. Danations 5
Total C+ D+ E 200

* GOI loans upre 75 per cenc of the monsy collected, back o
the states at very low incerest and long tepayment periad. The
money needs to be wied for developmental purpases.

Source: CLAL Records.

The new financing plan was submirted to the chief
minister (CM) of Kerala by the diserict collector. Impressed
by the innovative fund raising technique (which had no
financial burd=n =a the sraee goverr—snt} the TH ashad
the discricr collector o prepare 2 proper project repart and
agreed ro the suggeszion of forming a charitable sociery for
the purpose of mising money. Meanwhile media carried
news about the develcpmentes an the aitpere project which
mostly evoked positive responses. The MBI communicy Was
particularly enthused by the project. The firse contribution
came to the district collector as 2 personal cheque for
Rs 20000 Som Mr Joae Maliala!, an NRI from Gulf.

The Kol Inrernazional Afrpore Sociery

Kochi International Alrport Sociery (KLAS) was incorporared
a5 a charitable sweierr in July 1993. The districe collecror
. was appointed the special officer for the airport project and
was relieved of ficld responsibiliies.

Drespite the limired supharia aboue che zirport project
created by advertising in the local media the funds did nor

flow in 15 expected. Abrozd, particulzely in the Guif councries,

KIAS had o compee with the fund mising attempos of
Kozhikode airgort. (Kozhikede airport had also adopred cthe
same madel for funding an the suggestion from AAI). The
scheme could rise only Rs 4 crores. a2 againse the anticipared
B 200 crores. Mr. C. V. Jacob, 2 businessman from Kochi
made the first conwribution of Rs 25 lakhs.

Tahle 1042
Projece Cost fas an 31 December 200

—

in Rs craces

Land Acguisition and Rehabilitation Expenses 7
Construeetion Casr—Runway, Terminal 160
Buildings and Ocher Ltilities

Interest Capiralized 53
Toal * 283

Source: CL’LL Records.,

Formarion of CIAL

Meanwhile the land acquisition proceedings had progressed
to the stage of issuing norificarions under the Land
Acquisition Act 1894, (Netification for acquiring abour
500 zcres for public purpose had been issued by then).
It was impossible vo revert back. Government of Kerala
(GOK) was reluctant ro contribute money for the airport
at the eady stage of land acquisition. To mebilize funds i
was decided to incorporate a public limited company. The
project was 1o be funded by equity share capital of Rs 70
rores and loan funds of Rs 130 crores. Thus che CLAL was
incorporated on 30 March 1994 a3 2 public limited company
with Rs 90 crores authorized capical. KIAS encrusted the
responsibility of constructing the aisport to CIAL and the
special officer was appointed the Managing Direcror of the
company. The existing donors were given the option
convert their lnans ints squine sharer, The covfost was o
be somplesed in chree ya-i and the rencative dare for
inaL garation was fixed 2s 13 August 1997,

{ he estimate provided by a British company for building
the airport was Rs 500 crores excluding laud price.
Meanwhile, the Federal Bank Lzd, 2 scheduled commercial
bank that had its origins in the ncighbourhood of
Nedumbasserry sancrioned a bridge losn of Rs 10 crores for
six monchs, at 15 per cent interest. The bank was convirnad
to associare irself wich che project based on emotional tes
with the localicy.

Land Aeguisition

Thees associzcions of landowners whose land would be
acquired were formed. Protests soon began. Demands for
stopping the project were made by scctions of the people.
Some were willing co give up their land, but for a good
price. The elected representatives like MLAs had diverse
pelitical affiliations. Meanwhile the CM who supported the

3 The Land Acquisivion At 1894 geverned land acquisition by
the government ‘n [ndian rerrivery, Under the aet both central and
seate governments hold che pewer o declare land a5 being required
for public purpese 2nd the respective stste machinery initiates the
acquisition proceedings.



preject initially, had 1o move our of power following an
internal political resrganization. :

CIAL finally acquired 1300 of the 1400 acres of land it
intended. The land acquired Ffor the approach road was
more than what was required for a four-lane road. CIAL
had plans to commercially exploit the addidonal land ar a
later stage. As the land value along the approach road
appreciated the original landowners demanded thar the excess
land be recurned. (Their demand had political support and
CIAL board had eventually taken a decision to return the
{and). The original landewners were willing to pay back the
price paid during acquisition. However, under the Land
Acquisition Act it was near 10 impossible to work out the
return of land which weuld open altogether another
speculative dimension in the already troubled subject of
land acquisition.

Close to 5000 trees were cut and spot payment of
compensation was made, Since the land was on theapproach
path of flights, the landewners were prohibited from planting
trees in this land even though this strip of land was fertile.
Paddy cultvation was not economical. The affected group
of landowners had inittaced collective action, both legal and
political to force CIAL to acguire the land ar the same rates
which CIAL had paid for the adjoining land.

Land Compensation

The arpore auchorities used 3 new option of negosiating
with landewners to determine the compensarion package.
Through negortiation it was pessible ro build in contentiouws
variables like quality of land, sarning potential of the land
ete-l, A broad framework for compensating and reha-
bilicating the affected people was arrived at after consulacions
with representacives of the landowner's associations and
representatives of policical parties. All che negetiations were
based on the tacrical understanding developed with the
opinion leaders. & high power committee chaired by a stare
minister negotiated the prices with representatives of land
owners. CIAL made price offers of Rs 4.000-6,500 per cent
(2 hundredth of an acre) of drv land and Rs 500-1,800 per
cent of wet land {including paddy ficlds). Provisions of che
Land Acquisition Act were 1o be invoked in case of those
who refused the negotiated agreement

Around 400 court cases were filed and one of them was
decided by the supreme court. The land for airpore was
acquired from about 2,300 lindewners. Eight hundred and
seventy two households had o be shifted. Those who lost

3> The Land Acquisition Act provides ewa routes o arrive at
compensarion, The diswier eollecsor could decide on the compenzation
or the cours upon a reference could decide the same. la the farmer
gase there are ne cancrece guidelines In the cse of court pelerence
there are certain guidelines o arrive 3¢ the compensation. The
landowners ate sllowed to challenge the award in the Aigher cowrt.

Integrated Transport  3g5

houses were sehabilitated in three locations which came o
be called as Six Cent Colonies (since $ix cenes of land was
given to cach family lesing their house). One member from
each family which lost both house and land would be
considered for direct employment or provided indirect
employment opportunities in Ihé'aifpﬂl."l: like taxi permi,
managing public telephone facility or vending beverages, As
on 28 F:bma.r}' 2001, 85 evicrees had direct :mpfnymr.nr
in CIAL and 691 were given indirect opporrunicies.

The hurdles in land acquisition continued at every stage.
Rumway and terminal building construction could not start
a5 planned because some residents refused 1o move our,
There were some false claims of houses in the form of
temporary hutments thar came up overnighr. They were
bargaining for a berzer deal and ereating discontent among
those who had willingly given up their property rights.
These claims were surpassed with caveass from court and
at times through forceful eviction.

In addition CLAL had to deal with socially sensitive issues
like relocaring three temples, two churches, 3 burial ground
and :__m}-sm:‘f'ﬁgé which had acquired the stamus of a
pilgrimage centre. (The tree located near the proposed
runway was considered impossible 1o fell since it possessed
divine powers. However it fell down on 1 cyclonic night).
CIAL fallowed a liberal approach to relocate the places of
worship afer derailed discussions with religious leaderss,
priests and communiry leaders. All expencss for relocazion
including cost of conducring :-ligious rituals related 1o
relocation were borne by CLAL.

Building the Airpar:

AAI had agreed to provide technical advice and runway
design to CIAL frze of charge. The foundation stone for

" CIAL was laid on 21 August 1994 CIAL sppointed KITCO,

_2 state government emterprise as technical consultants.
KITCO was responsible for menitoring the progress of the
project and coordination. Absence of clear guidelines and
interdepartmental conflicss had almost brought work o 2
standseill. CLAL could also claim the disunction of mot
losing even one dayv of project time due 1o labour unrest,
stherwise 2 common feature in Herala

Financial Resource Mosilizarion

In March 1995, HUDCO sanctioned a term loan of Rs 23
erores ar 16.5 per cent interest. GOK sancrioned Rs 1 crore
towards equity. The government contributed che next
instalment of Rs 5 crores to equiny Private placement efforss
broughe in Rs 15 crores as equine

The company decided to adopt the public issue routs,
The public issue was discussed with merchant bankers and
finangizl insticutions whose response was nor very
encouraging. GOK indicated its inabiliry to contribuse more
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sesources bur was at the same time concerned about losing
contrel if another strategic pasiner was broughe in. The
12th meeting of the beard of directors of CIAL suggested
that, for maintaining contrel GOK should hold ax least 51
per cent of the equiry. The government accepred this decision
and a notification was issued in Seprember 1997 in principle
enhancing the squity participation of GOK to 51 per cenr.
This notification became the policy governing furure
imvestment decisions in CLAL.

Since GOK was not in a position to contribute irs equiry
share efforts were made in the direction of raising equiry
from the other stakcholders. Three public sector oil
companies were ;Ppmad'u:d for giving mﬁ.lelling rights in
Clal. BPCL won the exclusive rights in exchange for
Rs S crores contribution tewards equity. Equity contribution
alo came from other service providers and public. The
equity holding community was spread in 30 countries.
Majoricy of the NRI as well 25 domestic investors were
areracted to the project through word of mouth and news
abour CIAL. The company also contribured fts bic rowards
public relations through press releases and public mestings
in different pares of Kerala. NRIs, businesspersons and local
self-governments were personally conracted and requested
to commit to the project. The idea of owning a share in
an airport was emotionally irresistible 1o many. The public
relacions drive di:‘:l::l]r handled b}l' the MD pmmpmd many
servics providers =g well g gzl fveeeroe o laell w CLAL
Favourably.

Firix Year of Operarions
The airport was inaugurated by the Fresident of India on
25 May 1999. Commercial operations started from June
1999 with Afr India operating the first flight to the Guif.
Shorily afterwards the commercial enclave in the old airport
was closert and demestic eperations shifted to CIAL.

The airport had put in place a spacious car park, visitor's
gallery, 2 pre-paid taxi system run through a co-operative
sociery and airport security managed by the Kerala Police.
- Other airport services like Ruelling facilities, public canteen,
foreign exchange countess ¢ie. were in place by agencies
who parricipated in financing the airporr. Even though
GOl had nor yee declared CIAL 25 an internacional airport
(implying foreign airlines could not use the airport) hational
carriers wc_rqu operate international fights. Central agencies
like customs and immigration required for handling
internarional craveilers had besn organized. The airpore
project envisaged handling 17 flights a day during the first
year J:Fapc:nt[om moving up 1o 31 ﬂighu 2 dzy in che fifth
year of operations,

AAL was the designated agency under the Alrpors
Auchority Act responsible for providing Air Traffic Control
(ATC) services over Indian airspace. AAl owned airpores

and all equipments required for ATC was installed by A4l
The faciliny was managed by a special cadre of Air Traffie
Controllers who were AAl employees. According 1o
international convention all airines tra\-'c]]ing d'lruugh the
airspace had to pay for the navigarion support provided by
ATC. This was 2 major source of aeronautical revenue for
AAL (The propased new policy on civil aviation which
permitced private participation in airports, had clarified
that ATC was AAl's responsibiliny. However the palicy weas
vague on the investment for ATC equipments and facilities
and che revenue sharing berwesn AAl 2nd the private airport,
Pending resolution of this issue the inauguration of the
airport was impossible.) AAl insisted char CLAL install the
ATC equipment while tiey would manage the facilities and
keep the revenue.

The MD of CIAL keeping the date of inauguration in
view, signed an MOU with AAL where all equipment would
be installed by AAL for which CIAL would make paymenes
later on a cost plus basis. ATC charges had owo components:
Route Navigation Facility Charge {B.\':FC]- and Terminal
Navigation and Landing Charge (TINLC). According to the
MOU, ClAL would reimburse the cost of navigarion
equipment installed by AAD and allow it to keep the RNFC,
CLAL would receive revenue from THLC levied on airlines.
This MOU was subject to the approval of the CIAL board.
AAI went zhead and installed the necessary equipments for
rraffie moonsd,

241 was the licensing authoricy for all airpons in India.
AAT which iself was responsible for construeting and
managing the airporss gave a permanent license to the
airports. Pesiodic inspecrions were conducted - ensure
compliance 1o standards. CIAL being the first sirpor. ouside -
the control of AAI was given a temporary license valid for
three months. The license was renewalsic every three months
based on regular inspections. CLALS demand for a permanent
license was not accepted. ©

The closing of the old naval sirpart 1o civilian tralic was
a precondition for the viability of CLAL. The Indian navy
had already recorded its objections abour the active civilian
enclave on grounds of internal securicy. However some
prominent citizens of Kochi objected 1o the closure of the
old airport and filed 2 public interest litigation or 2 PIL.
AAJ emplovess seationed ar the old airport and the private
airline company which had made investments there also
scted a5 pressure groups against shifting domestic operations.
There was also pressure from domestic travellers wo keep the
old terminal open and leave CIAL 1o handle international
flights only. However the courc decision and the civil aviation
minisery favoured CIAL for domestic operations. The civil
enclave in the old airport was closed and the AAl employees
were rcd-:_bfo}'td.

The civilian enclave supporied a number of raxis that
provided the last leg of conneetiviny to the passengers. The



taxi operators from the old airport had approached che
CILAL management demanding rights to eperare raxi services.
Hawever by thar rime CIAL had formed a sociery of eviered
people to operate the taxi services. The evicrees had
approached banks for loans. The initial traffic was nor
sufficient to provide work for all the wxis. The waxi drivers
were under pressure to service the loans. (Some of the taxi
owners had borrowed maney from private agencies against
pledge of the vehicle. The loan disbursement was faster and
involved less paper work. Default in payment resulted in che
vehicle being confiscated without nerice.) Relatives who
came with own rransport usually received the NRI rravellers.
Business passengers and tourists used the pickup service
provided by the ciry hotels. The traffic flow in internacional
and domestic terminals were differene. The CIAL raxi drivers
went 1o the excznt of preventing city hotels from picking
up passengers directly from the airport and forced NRIs 1o
use their services. The mareer was resolved by re-engineering
the prepaid taxi systam. In addition restricrions were set for
other private vehicles and aute-rickshaws for picking
passengess from the terminals. The old airpore taxis were
disallowed the right to operate from CIAL. Informally CIAL
did not press for operating long distance srate ransport
buses from the airport even though such an arrangement
could have benefited the passengers. In rerurn che rad
drivers had voluntarily agreed to follow a CIAL managed
allocation and payment system. They alio agreed 0 2 code
of conduce with passengers.

CIAL had decided to allow 2 single agent to handle the,

ground service operations in CIAL. This was the common
international practice. Alr India was given the exclusive
rights cthro ugh open bidding and a high profile pirch made
by the Chairman, Air India to the Board of Directors.
Other parties invelved in the bidding process approached
the court against the order. The domestic privare aicline Jeo
Airways also approached the court ciring thar the exclusive
agent arrangement that too by a rival aicline company was
detrimental to customer serviee.

CLAL had high expectations on revenue generation from
cargo operations. The responsibilicy of managing che cargo
eperations was entrusted ro Alr India on a revenue sharing
basis. (15 per cent of cargo revenue would accrue ro CIAL.)
The cargo operations failed to reach expected levels since
according to CIAL the tariff raves of Al was high.

At the time of inauguration of the sirport the company
was already facing the interest burden from loans taken
from banks and Fls, particularly HUDCO. This information
led to speculations regarding the viabilizy of the sizport and
even the probable closure of the airport. This had its effect
on investor confidence.

Competition from Nozhikede and Thiruvananthapuram
could not be discounted. When CIAL starred aperations Air
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India and Indizn Airfines diverted some of their internarional
flighes from these airpores. All the three airports required
more flighes ta be vizble. In the process, the Iubh}-[ns done
by the state governmene got diffused and all three airpares
were compering beoween themselves o protect their existing
fighes. Even before the inauguration of the airport, several
international aicline mmp&mc; had indicared their
willingness 10 operate direct ﬂlghu from CIAL which
included diverting existing flights from neighbouring seates.
CLAL was able to obuain virtual monopaly of allewing
chartered flights carrying pilgrims for performing Haj
ceremony. The airport had anticipared the marker and built
special facilities for catering to Haj pilgrims. Kozhikode
airport was direcdy competing with CLAL for che Haj
flighes.

On the land sequisition frone CIAL continued to Face
hurdles. The eritical Inscrument Landing System (ILS)
eommissioning was delayed because of the failure to acquire
land and remove obstacles (including houses) thac fell in the
glide path of the aircraft. Lack of ILS was cited a5 a reason
which delayed the inzernational airpore starus for CLAL and
had ereated discomfort to passengers and airline companies.
The delay which cme from the GOK side inspite of the

. Fact thar all the awners were willing ro surrender cheir land

for a megotizted price was atribuzsd o vested interesss
operzting in other sirpores. In addicion, land acquisition
proceedings for the approach road and the castern end of
the runway was in progress,

Into zhe Second Yezm Ar Crosroad:

In a strier sense CIAL was not a privare airpor. GOK
through a board level resolution had decided to hold
minimum of 51 per cene stake in CLAL. This would be
achieved through direct conrribution frem GOK and
investments from profit making state enterprises. Central
P5Us like Al and BPCL also held equiny stake in the company:
“In serice sense CLAL cotild be defined a2 a joirt secror airpore
with private—public parriciparion. Even as on March 2001
the scate government had not conuribured its full share of
equiry capital,

GO controlled awarding landing rights to aidine
companies which allowed them to operate from a specific
girpore. India has so far envered inco bilaceral air service
agreements with 96 countries out of 185 countries thar were
part of ICAQ (International Civil Aviarion Organization),
our of which 34 invelved Air India. According to the civil
aviation minister, (Business India, June £1-24, 2001) che
demand for bilaterals ame from stare governments interesied
in mere connpectivine for their respective vaulitiﬂﬁi- In
spite of demands from passengers request from GOK and
applications made bv various foreign ailine companies, no
decision was taken until March 2001, In April 2001 the
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central government allowed one foreign airline 1o operate
from CIAL. Applications from other aidline companies were
being processed.

Aircraft refuelling waz another revenue earning activiry
that was envisaged and oil companies had created necessary
infrastructure, particularly a fuel hydrane system thae could
reduce refuelling rime considerably. CIAL could not explaic
this revenue earning facility also. Lack of traffic affected the
non-aeronaurical revenue stream also since this had a direct
relationship with passenger traffic.

Righe from the first day of commercial operations CIAL
followed the rariff serucrure adopred by AAl for landing
charges since any new rariff strucrure had o be racified by
AAL The landing charges were fixed based on the weight
of the aircraft. According to CIAL the AAD tariff structure
was jnappropriate for new airports sinee the cost structure
of AAT airports and CIAL were different. A flexible cariff
strucrure would have enabled the airport o offer innovarive
and flexible packages to airline companies. In addition CIAL
faced difficulry in collecting the charges from PSU airline
companies.

On the carge front customers preferred ro rake cargo o
Thiruvananthapuram or Kozhikede. Al was not proacrively
marketing their services to exporters. Hence the facilities
and capaciry ereared by CIAL were unused. CIAL ook over
the cargo operations from Al and started to manage the
operations with its own suaff Efforts 1o promote the caige
operations included dirzt contacy with expois.cs and
construction of a cargo village in the airpore land modelled
after the Dubai cargo village. Al did not sake this move very
kindly.

The 40U signed berween AAl and MD, CLAL regarding
ATC payment was rejected by the board of CIAL. According
1o the MOU, CIAL was ro receive revenue only from TNLC
levied on airlines. As per CIAL the RNFC receipts were four
to five times the TNLC. CLAL refused ro honour the MOU
commitnient since ir impliad thar CIAL had 1o reimburse
AA: ze mnsali and mainesin the ATC equipment while AAT
received the bulk of che revenue. CIAL argued that the
revenues already received by AAl from RINFC was sufficient
to provide a 60 per cenc rerurn on investment or RO on
AAT's invesernent. This srandoff came in the way of upgrading
the navigational facilities including installing radar fciliy
{estimared 1o cost Rs 25 crores). Further CLAL argued thar
under the AAT Act and the draft palicy on aviation, AAL was
bound o provide ATC services over Indian airspace. CIAL
was ready o allow AAL o kecp the endre BNFC revenue
if AAI was responsible for invesrment in ATC equipment
and its maintenance. On the other hand it soughe 2 share
of RNFC revenue from AAL

Securiry services in the a2irport became a subject of conczen
for CLAL. Initially the state pelice had che responsibilicy for
maincaining airport securine. The police depariment charged

the airpore a fee for the services, Larer the services of 2
professional security agency were enlisted for traffic control.
parking area management erc. In view of the increased
theear perception 1o aircrafts and aviation infrastrucrure,
GOI had unilacerally handed over the respansibilicy of airport
securiry to a paramilicary force, Central Industrial Securiny
Force (CISE). The cost involved in maintaining CISF in an
airport was considerably higher chan using the services of
the state police. The airpert had no direct control over CISF
since it would be under the Commissioner of Aviation.
Security, Miniscry of Civil Aviation. However the airpart
had to bear the expenses of CISF and provide required
infrastrucrure like family housing and wansportation,
Muoreaver there were coneerns abour the customer friendliness
of an organized paramilitary force. (CISF irself had
commissioned 3 customer perception survey, che resules of
which indicated otherwise). CIAL was able 1o pegoriare an
arrangement with AAl where the expenses for mainuining
CISF would be subsidized and the company would forfeit
2 large share of the passenger service fee component in the
flighe ticker in favour of AAL

Brvenue Model

The monchly average flighes were 280 in the domestic secior
and 109 in the international sector during the iniuial
operarinng vl December 2000 while the nrgjezred zvarages
were 330 domestic flighes and 190 international flights even
during the first year. The international flighes were less since
foreign airlines could not land ar CIAL. Even after the
declaration as an international sirporr, lack of bilaver-.
agreements did not allow foreign ai.line landings in CIAL,
in spite of requests from several of them.

The businsss modei of CIAL was heavily deperidicas o
the Gulf based NRIs. Employment trends in the Gulf region
indicared that job opportunirics were shrinking as a resule
of the Emiritieasion drive and fast-changing 7. arofiics in
Gulf countries. Unskilled and semi-skilled labourers who
had sone during the boom peried were returning in
thousands causing a severe sirain on the Kerala economy.
Ar the same time the trend was shifting rowards employment
markets in Europe, the Far East and US. Kerala was also
fast becoming a rourise destination and 2 critical point in
the southern cireuit considered as the aleernacive ta the
traditional golden triangic. However the national carriess
were restricting themselves to the Gulf sector which was
very lucrative for them. Allowing direct flights from other
sectors were necessary for long term viabiline of CLAL. This
would pre-empt the competition from Kozhikede which
has Gulf bound traffic as :he only marker segment as well
as boost the tourism development efforis of Kesala.

The cargo operations began in Seprember 1999 in the
first 16 months until December 2000 the monenly average



was 159 ronnes in the domessic sectar and 244 ronnes in
the incernational sector, adding to a toral of 403 tonnes. The
projected average for the first year of operations was a toral
af 1250 ronnes. It is interasting ro note that in the internarional
sector, the expore traffic was wice the import traffic.
The monchly average operating expenditure was Rs 62
lakhs during che period June 1999 to March 2000 and
Rs 59 lakhs during April to December 2000. During the
lacter period, the acrual was about the same as projected.
The persennel costs were rescrained to half the projected
through control on intake and deferring the revision of
compensation  srructure. (CLAL had  paterned the
compensation following AAL When the AAI stakes were
revised only AAl deputationists were paid according to revised
scales) .While. maintenance charges were lower than
projected, the general expenses were higher. The expendirure
on electriciny and warter charges a5 well a5 reimbursements
to AAI were significantly higher than the projected figures.
CIAL had an operating surplus right from the first year
of its aperations. However the margin was inadegquate to
cover the debr servicing, As per projections, complete debr
servicing was expected to be feasible from the second vear.
The actuals indicate ocherwise leading to the need For

financial restrucsurin g

Eﬂrpﬂm.’: (:m'rmu.r::f

The positicn of chairperson, Board of Directors CLAL was
held by the CM of Kerala. Other members of the board
were elected legislacors, bureaucrats, Fl nominess and investor
directars. The board had provision for 13 members including
three positions reserved for nominees of financial instirutions.
The compaosition of the beard ason 31 March 2001 indicared
that two pesitions of FI nominees were vacant,

The compesition of the board, particularly its policical
nature had been a subject of criticism. Apprehensions abour
political and official influcnce on the CIAL project were
raised ar different points of time. However CLAL was of the
spinion thar the presence of the chief minister and legislators
as board members Facilitared the company o work around
complex governmenial svstems, particularly land acquisition,

The minority sharcholders {Indian public and NRI%)
numbering around 10,040 had also demanded representation
in the board. Under the umbrella of Cochin Intzmational
Airpore Share Holders Association (CLASHA) their nomines
had planned to conrzst for directorship. However on request
of the chairman (CM of Kerala), the nominations were
withdrawn. The ather demands placed by the association
included immediate payment of dividend, while an
infrastructure project in normsal course required high
gesration period.

The general elecrions conducted in April 2001 witnessed
3 complete reversal of fortunes of the then ruling front. The
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new political alignment (which was in power while the
project was initiated) had reiterared its commitment to the
development of CLAL. However a section among them
demanded remeval of all pelitical nominees of the previous
government from the board of CIAL and that the new CM
should assume chairmanship of the board. One argument
was, since, the CM of Kerala occupied the position-of
chairman of CIAL board, the previous CM autemasically
ceased to occupy the pasition, However there was another
poinc of view. Since the existing board appointment was
made by the annual general body meeting or AGM, it
would be prudent to waic till the next AGM for appointing
the chairman. In additien a former CM of Kerala also
indicated an interest in the chairmanship. Alr India which
had equity and other financial investment in CIAL also
demanded board level represenmarion. They also cited the
ahsence of air transportation professionals who could offer
guidance to the company at the board level as a risky

Fm:icc.

Capital Strucrure

The project cost as on 31 December 2000 was Fs 283 crores
incdluding eapitalized interest (Table 10.4.2). Table 10.4.3
gives the capital scrucries <6 on 21 Mazeh' 2061, CLAL had
an authorized capital of Az 90 crores and 2 paid up capital
of Rs 78.93 crares as on 31 March 2001. The government
of Kerala. (as per a CIAL Board decision dased 23 Seprember
1996 and the relaced government order or GO dated 29
August 1997) had decided o hold at lease 31 per cent of
equity in CLAL directly and through state owned enzerprises.
This was to have effective government concrol over the
company. The GOK centriburion stood 2t Rs 32.45 crores,
which was 39.85 per cent of the paid up capical. To make
the GOK share 51 per cent, under the current paid up
capital the authorized capizal has to increase to Rs 94 crores.
ZOK would have o bring in Rs 15.5 crores (see Tables
10.4.2-10.4.3).

Airport service providers (Air India, Bharat Petroleum
Corporation Limited, 3tate Bank of India and Federal Bank)
had brought in Rs 21.25 crores as equiry. NRI directors and
their relatives contributed Rs 14,14 crores. Six thousand
ane hundred and sixty Indian residents and 3880 NRIs were
zquity holders in the project with conribution of Rs 4.48
crores and Fs 5.4 crores respectively. The INRI investors
were spread in 30 countries. Two banks—India Overseas
Bank and Dhanalskshmi Baak Lid. together contsibured Rs
0.75 crores as equins

In order to make pavments rowards HUDCO term loan
CIAL wanted to raise sdditional equity by offering a 1:1
rights issue. The closing date for sights issuc had to be
extended twice. The GOK's inability to contribure its share
had shaken the confidence of other investors who refused
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Table 10.4.3
Capiral Strucrure {35 on 31 March 2001)
Rs crore

Equity Participation

Government of Kerala and Public 32.45

Sector Undertakings

Mon-Resident Indians and others 24.23

Airport service providers 21.25

Torl TF.93
Loan Funds

HUDCO—Term Loan 152.72

Federal Bank 24 60

State Bank of Travancore a7.51

Disericr Cooperaxive Bank 12.00

Toaal 216.92
Interese Free Deposics

Mis Adr India 11.00

WMis. Thomas Cook 0.50

Mts. Indian Oil Corpomation 0.75

Mls. Alpha Remil—Dugy Feee Shop 10.00

Rauil outless | AL 2.75
i - 25.00

Teeal 319.85

Noer: The equiry contribution of non resident Indians and others
was cpemied o be Rs 36.3 crores, o make the romal equity
Bs 90 crores.

Sewrce, CLAL tetuius.

to subseribe Laless GOK conmibured its full share. Furcher,
the rules Zisallewing capiral and dividend repatristion
prevented NRI investors from coneributing to the equiry.
{In April 2001, the foreign investment promaotion board or
FIPB allowed dividend repatriasion). The rights issue which
could generate equity up vo Rs 188 crores, had failed to raise
anly money: .

During the inital stages CIAL had offered equity stake
to the Airport Authority of India. AAT rejected the offer on
the grounds that the AAl Act did not permir equicy holding.
. According ro press reports while the international investment
community and che Indian Fls had shown interest in CLIAL
the state governmeny was against such investments due o
perceived dilution of its inrerest.

IMpLicaTioNS FOR GOVERNANCE

Land 4 rq:.'."; irfon

All marrers relared to acquisition of land for projest purposes
were poverned by the Land Acguisition Act of 1894, The
Act empowered the cenrral and state governments to acquire
lznd for whar was considered 1o be pIJ‘IJIiI: purpose, From

inceprion, the term public purpose has been defined in
vague terms. The Supreme Court also supporred the view
that the term need not be defined strictly. The apex court
was of the view that, the conditions which existed during
the dime of acquisition need to be taken into consideration
and hence it would be better if the term is not clearly
defined. The power of the act could be leveraged by the
government for notifving the intention of wking the land,
The process also gave opportunity for the affecred public
to voice their reservations. Past experience of land acquisition
in India showed thar che process led o acquiring more than
the required land. The additional land was often kepe withour
any economic activity, The CLAL project also acquired more
laind than it wanted for its core operarions and furcher

.expansion. Further, the project had built in income from

land sale and commercial exploitation of surplus activiry as
major sourses of revenue.

During the process of land acquisiion complere
information abour the exrent of land required was kepr
hidden from the public. In this case land acquisidon and
the project proceeded almost together. While this approach
could have phased the pressure on payments, operationally
it was not a desirable process. At a larer stage the project
layout had ta be altered under political pressure and to mest
the convenience of influential individuals. The procsss chat
followed led to avoidable misperceptions among public and
considerable energy had to be diverted to resslve the conflicts.
A serrinp aFlam demmars wrore bl = mo pboain 2 decitfan [om
CIAL board to have their land returned. This gecian
which is awaiting governmental approve’ could set a
precedence of returning the land acquired fer rublic purpose.

To clear the flight path, trees in the i1t c.th area were
cut and compensaied by evoking the relevant provisions of
Afrcrafes Act. While the land ownewship remained there
were restrictions on further consiruczion in the area. The
residents of the area suffer noise pollution, loss of agriculreral
income and damage to houses. The applicatien of Aircraft
Act denied compensation for any of the above effects. Legal
and mass acrion was initiated ro kave CLAL acquire the land
and compensate. The differences which would arise due to
applicstion of the two differenr acts need to be dealt with.

Compensation for acquired land was 2 contentious issue
in land acquisition deals. The pracrice for determining the
price based on prices declared in governments records would
not work. Such prices are normally understated. Acceprable
compensation <ould be arrived at only by leveraging the
political process and at rates close o real marker value. It
was equally impertant to manage the public nerceprion that
the evicrees had received a fair deal and the lecal communicy
would also benefic from the project. In spire of this there
would be ]:gnl bactles that need to be anticipated and
prepared for.



Rebabilitation und Reiettlement

Land acquisition often resulted in depriving a set of people
the livelihood and qualicy of life they were used ro. The
process alse harmed che fragile cultural fabric which was
shared by the communicy. The mechanical process of
compensation payment and resettlement did not always
help them to effectively rebuild their lives. Experiences of
similar schemes were nor very encouraging.
Rehabilitation schemes conducted with proper socio-
economic assessment of che localicy with :mp:'llil-i on family
and cultural identities, could reduce the pain of relocation.
In addirion, community participation in the scheme through
open dizlogue and involvement of political, social and
religious leaders who had the trust of community members
could ensure speedy resolution of conflices. Community
members also expect their own economic uplifiment in
rezusn for the sacrifice made. They would invariably support
projects which provide them with such opporunities.
Involvernent in the form of direct employment or indirect
benefits was the acceprble convention, Here alsa legal bartles
and hard bargaining should be expected and prepared for.

Viabilicy of Afrpera

It could be observed in the Indian context that decisions
asbour locaung airports ace atr rimes bated on political
considerations rather than commercial viabiling Keralss
proposed fourth airport 1o be located at Kannur was gifted
by 2 civil aviation minister who was born in Kannur. This
. dezision was announced in a public meeting, inspits of the
facr thar there.are rwo funcrional airports in che viciniy—
Kozhikode and Mangalore. Even though wraffic studies
conducred by AAl indicared that the airport was economically
not viable, political incerference led to identification of land
and even cliciting commirment from privace sector investors
(including a member of a Middle East ruling family known
for making high profile investmenss). Similar ﬂp::[tnx.ﬁ
could be traced in other states also,
. This raised serious questions abour demand assessment,
comperition policy and governance. In the absence of clear
guidelines, governments can encourage pure speculative and
pnl::u:.ﬂ interests affecting the viabilicy of an :u'pm't with
a significant capital investment.

Rivk Mirigation

CIAL faced a variery of risks including political risk, revenue
risk. operaring sisks and regulatory risk.

The political sisk was due to non-continuity of political
leadership, lack of clarity on the decision making roles of
the centre and the stacd, and local polirical acrivism. Effective
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corporate governance and clear nacional policy on air
infrastructure would be essential wo mirigate this risk.

The revenue risk was due to demand uncertainties (driven
by the marker environment, service and policy on bilateral
agreements) and pricing. This ‘risk can be mirigated by
creating a berter dependence on non-2eronautical revenues,
developing and execuring markering strategies aimed ar
different marker segments (foreign and domestic airline
companies, charter flight operators, cargo), being customer
friendly in service delivery, lobbying for more traffic chrough
bilateral agreements and in deing sufficient homework te
take appropriate pricing decisions.

The operating risks were due to cost escalacion,
unanticipated delivery of obligatary services like securiry in
the manner decermined by external agencies, staffing, labour
union relations and lack of coordination among various
agencies. Each of these causes of risk are complex amd nesd
to be dealt with in a generic manncr through better anti-
cipation and professional management,

The regulacory risks wers due to uncersaingy in licensing
(by DGCA), tariff fixarion and revenue sha.ung (with AAT).
Clarity in the policy for air infrastructure would help mitigare

the risk

Seaffing

Kev people who managed the airport development came
from the state governmene services and AAL The first MD
was from the TAS with prier experience in distriet
administracion and management of stace enterprises. CLAL
had recruited some senior professionals for critical positions
like finance, fire services, company secretary erce from the
market. All rechnical personnel came from AAI on
depuration. Staff for critical administrative functions like
personnel and adminiseracion, land acquisition erc. came on
deputation from state government. Some depurationists
chose tw join CLAL ac a later stage. The state government
appointed the present managing director, whe also bclnngcd
to the 145, (The presenr MD had prior experience of
managing major infrastructure facilinyin Kerala, even though
by cadre affiliation belonged to anocher stave.)

Airport operation is a niche asea that requires high qualicr
trained personnel. Currently AAL is the only source of trained
peaple, which has developed its caprive recruitment and
human resousce development capabilities, As privace airporss
increase the natural inclination will be to reeruis persannal
fram AAL This might hure the intereses af AAl and evencually
lead to strained relationships. (The national air carrier, lndian
Aijelines Led. faced a similar situarion when the airline sector
was opened.) Planned interventions at the narional level 1o
develap human resourcss for mianaging airports are :cﬂhu‘cﬂ
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