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Executive Summary 
 

This note discusses the development of airports infrastructure in India during the last decade, focusing especially on the privatisation 

initiatives taken so far. For the privatised airports, it takes a close look at such aspects as project cost, means of funding and promoter 

background, besides analysing the regulatory framework, especially the tariff decisions taken so far and the areas of uncertainty. The tariff 

determination process at the Airports Authority of India (AAI)-operated airports is also discussed in detail. The note makes international 

comparisons while discussing airport infrastructure development, highlighting regulatory developments, contribution of non-aeronautical 

revenues, and other related aspects. A consolidated financial analysis of the sector is presented, highlighting the trend in revenues, 

profitability and debt coverage indicators. In addition, the note makes a detailed analysis of air traffic movement in the country across the 

three categories of passenger, aircraft and cargo. It also discusses the development of traffic at non-metro cities, which are seen as the new 

growth centres. The key points of the note are captured in the following paragraphs. 

 

Robust traffic growth: The Indian aviation industry took off to a higher growth plane following liberalisation of the airlines industry in the 

late 1990s. In the decade following liberalisation, the growth was propelled by the emergence of low-cost carriers, competition-induced 

decline in travel costs, and sustained economic growth. Aviation traffic reported robust growth over the first decade of this century, but has 

been volatile subsequently. In FY2015, the country witnessed passenger movement of 190 million (mn) with the 15-year compounded annual 

growth rate (CAGR) at 11.4%, aircraft movement of 1.6 mn (8.8%) and cargo movement of 2.5 mn tonnes (8.1%), making it a major aviation 

centre globally. Going forward, traffic growth is expected to be lower than the levels seen in the past decade because of the base effect, but 

is still expected to remain high. The country still has fewer air passengers in comparison with global benchmarks and the number is expected 

to pick up with the growth in GDP and improvement in purchasing power. Moreover, India is expected to see the emergence of more centres 

of growth beyond the metropolitan and Tier-I cities, which would make these important airport destinations. 

 

Sizeable capex undertaken by private players: To support the growing aviation industry, renewed focus came to be placed on the aviation 

infrastructure sector during the last decade. In this period, India’s aviation infrastructure has witnessed significant developments: capital 

expenditure (capex) initiatives by the Airports Authority of India (AAI), formation of an independent regulator, and identification of new 

means of financing airport infrastructure development. The landmark development for the sector over the last few years has been the 

privatisation of four large airports: Bengaluru, Delhi, Hyderabad, and Mumbai. The total project cost of these four airports stands at an 

estimated Rs. 32,000 crore
1
, which is almost three times the capex incurred by AAI over the 11

th
 Five-Year Plan period (2008-2012). 

 

 

 

 

                                                        
1
 Of this, Rs. 7,000 crore has been funded by equity, Rs. 15,000 crore by debt, and Rs. 10,000 crore by other funding means such as real estate 

security deposits and Airport Development Fees 
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Initiative to privatise/develop more airports: Privatised airports have been operating for more than eight years now and their operations 

have stabilised. The first round of project capex has been completed and the track record of air traffic movement and non-aeronautical 

revenue generation has been established. Traditionally airports in India have been owned and developed by the government, and this was 

the sector’s initial experience with privatisation. It has been successful in terms of improving revenue generation (the revenue shared by 

Delhi International Airport Ltd. (DIAL) and Mumbai International Airport Ltd. (MIAL) with AAI has been more than Rs. 10,000 crore) and the 

overall service quality. The sector now awaits the next stage of development. AAI continues to identify existing airports for 

expansion/upgrade while also looking to develop greenfield airports. Given the success of privatisation, there could be a case for transfer of 

management and development responsibilities of stable airports to private players and AAI can place a sharper focus on the development of 

airport infrastructure in untapped parts of the country. Over the last one year, AAI had taken the initiative to privatise more airports, but the 

process has been beset with delays due to various reasons such as protests from many quarters, lack of investor interest, uncertainty on 

aspects of regulatory tariff fixing and employee retention.  

 

Challenges to privatisation: Airports are capital intensive projects with a long gestation period. The need to earn a return on this high 

upfront capex necessitates higher tariffs (evident from tariff increases at many airports), which however may be resisted by the user group. 

The India airports privatised during 2004-06 witnessed sizeable cost overruns, a significant part of which was borne by users in the form of 

higher user charges. According to ICRA’s estimates, the cost overrun for the four major airports over the initial estimates was to the tune of 

32%. Thus, better estimation of project cost and completion of projects on time and without cost overruns are important. Further, exposure 

to traffic risk is higher for airports which are greenfield in cities without an existing airport, or for those which are second airport in a city. 

Accurate assessment of demand and capacity requirements remains a key challenge. Development of a second airport, as is being talked 

about for Delhi and Mumbai, would also take away one of the key advantages that this sector has enjoyed so far—that of monopoly. 

Increasingly, the monopolistic advantage of incumbents would cease and there would be competitive pressures.  

 

Need to stabilise the regulatory regime: A factor for the success of the privatisation programme has been the development of the regulatory 

framework. Constitution of an independent regulator, the Airports Economic Regulatory Authority (AERA), and the tariff decisions it has 

made have been positive, although several uncertainties remain. As the sector is entering the next phase of growth with the government 

taking steps to privatise/develop more airports, there is a need to build on the learning from the earlier privatisation experience so as to 

create an operating environment that attracts private investment without unduly burdening users. A key issue would be the regulatory 

structure pertaining to tariff determination. AERA is proposing a normative approach for tariff determination to standardise the process. 

However it is still in the consultation stage and final guidelines would have to be seen. Moreover, there is need to stabilise tariff fixing for 

existing airports. So far, for each of the four privatised airports, the tariff orders have varied in certain aspects. For instance, in case of 

Bangalore International Airport Ltd. (BIAL) and GMR Hyderabad International Airport Ltd. (GHIAL), while single-till  
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was proposed, hybrid till was eventually allowed (for GHIAL, hybrid till has been allowed by Ministry of Civil Aviation, AERA is yet to issue the 

tariff order). Further, there have been delays in final tariff orders. For instance, in case of DIAL and MIAL, while the next regulatory control 

period has already begun from April 1, 2014, tariff is yet to be decided. Moreover, there has been uncertainty over some of the key 

regulatory issues, such as till factor
2
, treatment of non-aeronautical revenues, division between aeronautical and non-aeronautical 

assets/operations & maintenance (O&M) expenses, treatment of cargo, fuel farm and ground handling revenues. In case of DIAL and MIAL, in 

the original tariff determination, some decisions were pending based on inputs from relevant consultants and finalisation of certain issues, as 

well as inputs on which true-up or claw-back
3
 is to be allowed. Hence, the determination of tariffs from the next control period especially for 

DIAL and MIAL will be keenly watched towards establishing a predictable regulatory regime. In the case of AAI airports as well, while the tariff 

fixing approach has been finalised, at several airports AERA is yet to decide the tariff in accordance with its philosophy and at many others 

the approvals for User Development Fees (UDF) are ad hoc. For many airports not under AERA purview, AAI has levied UDF primarily on the 

basis of the capex undertaken. 
 
Going forward, the sector would benefit from greater uniformity and predictability in regulatory decisions and policy making, specifically on 
such aspects as identification of airports needing capex, identification of new airports, models of privatisation, adoption of international best 
practices (especially in the use of technology), and role of real estate. 
 

Changing role of AAI: Before privatisation, airport development was primarily equity funded, with AAI doing the funding, drawing on its 

steady cash flows and sovereign ownership. Post-privatisation, AAI is still the central agency for the development of the country’s airport 

infrastructure and has an active role in the development of several airports and related infrastructure. During the Eleventh Plan period 

(FY2008-2012), AAI invested Rs. 11,600 crore in adding to the country’s aviation infrastructure. So far, it can be said that AAI has benefited 

financially from the privatisation initiative because of the revenue share from DIAL and MIAL. The Delhi and Mumbai airport operators have 

been able to achieve much stronger revenue growth, driven by high tariffs and their ability to harness non-aeronautical revenue streams. 

Going forward, the impact of privatisation on AAI’s financial position would depend on the model of privatisation followed. AAI may seek a 

privatisation structure wherein it is compensated for the revenue lost due to an existing airport going to a private player. However, 

privatisation as a mode of development would not always be available if a project does not appear attractive to private developers. Thus, AAI 

would continue to pursue its development role for airports (i.e. nation-wide connectivity) especially those with relatively weaker operating 

and financial metrics, possibly supported by revenue share from privatised airports. Moreover, AAI remains the sole provider of air 

navigation services in the country and thus has a role in improving the corresponding infrastructure.  

 

                                                        
2
 Under the single till principle, all airport activities (including aeronautical and non-aeronautical) are taken into consideration when determining the 

level of airport charges. This contrasts with the dual till principle, where only aeronautical activities are taken into consideration when setting 
charges. In hybrid till, all aeronautical and a percentage on non-aeronautical activities are taken into consideration when setting charges 
3
 True-up is to allow higher tariffs in a control period to compensate for lower than targeted revenue generation in the previous control period. 

Claw-back is to reduce the tariffs in a control period to account for higher than targeted revenue generation in the previous control period 
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Traffic growth expected to remain stable; non-aeronautical revenues likely to increase: The sector has so far had the benefit of robust 

traffic growth, and going forward, the overall traffic trajectory should be positive. Nevertheless, blips, as were witnessed in FY2009 and 

FY2013, cannot be ruled out in the medium term. Indian airports remain vulnerable to such blips given their high upfront capex and fixed 

costs, whereas the revenues are linked to traffic movement. Against this, non-aeronautical revenues such as income from rentals, long-term 

fixed income agreements with concessionaires, advertising, and real estate, are relatively resilient to short-term volatility in traffic levels. So 

far the potential of the non-aeronautical revenue stream has not been tapped fully, but the situation is changing with private operators as 

well as AAI making focused efforts to grow this revenue source. According to ICRA’s analysis, for developed airports internationally, the share 

of non-aeronautical revenues is 30-55% as against 23-40% for Indian airports. Going forward, the contribution of non-aeronautical revenues 

is expected to increase. 

 

Exposure to financial conditions of airlines a risk: Higher reliance on aeronautical revenues has also exposed the sector to counter-party 

credit risks arising from the financial position of the airlines concerned. Most airlines in India have been under financial stress for several 

reasons and this has impacted the airports in the form of high receivable levels. While the airports have been able to manage the financial 

situation so far, future development of airports (to enhance capacities and reach untapped areas) and their revenue growth could be 

impacted by a weak airline industry that is unable to exploit the enhanced capacities. 

 

AERA yet to finalise regulatory treatment of real estate monetisation: Real estate monetisation is an important component of the airport 

privatisation process and its role in airport development needs to be clearly established. So far, large tracts of land have been given to private 

airport developers with a view to improving project viability. However, monetisation of the same has been low and has not contributed 

materially to improving the financial flexibility of the airports and reducing user charges. The regulatory treatment of real estate with regard 

to the ways in which it can be monetised and how the valuation, revenues, and profits from real estate would be treated in tariff 

determination is yet to be finalised by AERA.  

 

Consolidated sector analysis points to improving financial health over last few years: A consolidated analysis of five airport entities (out of 

the six) in the country - AAI, CIAL, BIAL, DIAL, and GHIAL - shows that the sector’s overall financial performance improved over the period 

FY2010 to FY2014, driven by steady growth in traffic, increase in non-aeronautical revenues, additional revenue generation through UDF, and 

stabilisation of privatised airports. For FY2013 and FY2014, the improvement was also driven by tariff revision at DIAL. The consolidated 

turnover stood at Rs. 11,822 crore for FY2014 with profit after tax (PAT) at Rs. 1,906 crore. The consolidated gross fixed asset stood at Rs. 

42,858 crore with debt at Rs. 12,762 crore. The debt coverage metrics of the sector remained comfortable with interest coverage at 5.77x 

and Debt/Operating Profit at 2.13x as of March 31, 2014. 
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