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1. INTRODUCTION
Civil Aviation is an integral part of any
country’s infrastructure and a driver for
economic growth and development – more so
in India with its geographical, cultural and
economic diversity. There has been a rapid
expansion over the past decade in passenger
and freight traffic, number of operational
airports, number of aircrafts and also
investments in the sector. There have been
numerous forward-looking policy initiatives like
the Open Skies Policy, allowance for Foreign
Direct Investment (FDI) in aviation sector,
allowance of direct Aviation Turbine Fuel
(ATF) imports by airlines etc. in the sector as
well.
Despite these interventions, the gap between
potential and current air travel penetration
shows that India with 0.04 air trips per capita
per annum , is lagging behind developed
countries like the U.S. and Australia (50x
India’s air travel penetration) and even
developing countries like China and Brazil (710x India’s air travel penetration). This
potential for air traffic growth and its
subsequent
economic
impact
requires
adequate government support to be fully
realized.
Indian Aviation
growth…

Sector

is

primed

for

The Indian aviation sector is geared to
rd
become the 3 largest aviation market globally
by 2020 with passenger traffic expected to
increase to 450 million from almost 170 million
in 2014 and freight traffic expected to touch
11.4 million tonnes by 2032. This growth is
expected to be driven by certain key drivers:


Increase in demand due to an
expanding middle income population
base – the population categorized as
“Seekers” & “Strikers” in terms of
consumption patterns









Improvement in the overall business
sentiment reflected in the stock market
boom
Rise in GDP per capita reaching
$5,500 – leaving greater disposable
income with the population (at a gross
of USD 1.7 trillion per year)
Growth in travel and tourism industry –
forecast to reach USD 271 billion by
2023
Private
sector
participation
in
infrastructure development through
Public Private Partnership (PPP)
model

… But Challenges Persist
While the Indian Aviation Sector has a strong
base for growth, the sector is constrained inter
alia by issues like lack of adequate
infrastructure, restrictive policies / rules /
regulations, distorted airline cost structure on
account of high ATF taxes, high airport
charges and limited connectivity in remote and
regional areas.
Initiatives for long term growth
Given the immense potential and opportunities
for the Indian Aviation Sector and the issues
being faced, it is crucial for the government to
formulate a dynamic and interactive policy to
encourage investment and participation in the
sector. Recent initiatives like direct import of
ATF,
49%
FDI
in
Indian
carriers,
encouragement to PPP model for developing
state-of-the-art airport infrastructure, reduction
in taxation on ATF by various state
governments among others are conducive to
helping this sector achieve its potential.
This paper focuses on Remote & Regional
connectivity as a specific challenge and details
out the recommendations for ensuring
sustainable air connectivity to these areas.
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2. INDIAN AVIATION - LANDSCAPE
2.1 Economic Indicators:
Growth in Travel & Tourism Spending

Growth in Indian Economy
Growth in GDP and Per Capita Income
Backed by a strong mandate, the Central
Government has initiated policy reforms which
are expected to result in an increase in
industrial and investment activity. With the
declining oil prices, the country is expected to
return to 6.5%+ GDP growth rates from 2016
onwards by IMF and World Bank.
Subsequently, Per Capita Income in India is
also expected to cross the USD 6,000 figure in
2015.

With improvement in tourism infrastructure,
growth in the economy and growing trade
volumes, there has been a steady increase in
both business and leisure travellers in the
country. Travel and tourism is expected to be
a USD 270.5 billion industry by 2023.
Spending on business travel is estimated to
increase to USD 60.4 billion in 2024 from USD
20.7 billion in 2013, while that on leisure travel
is forecast to rise to USD 224.7 billion from
USD 77.8 billion – a combined CAGR of
12%+.

Exhibit 1: Growth in GDP
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Exhibit 2: Annual Travel and Tourism Spending in India (USD billion)
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Exhibit 3: Export & Import statistics for India
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Growth in Exports and Imports
Another indicator of positive business
sentiment, Indian exports grew at a CAGR of
12.83% between FY09 and FY13 to reach
USD 300.4 billion. During the same period,
imports recorded a CAGR of 12.74% to reach
USD 490.7 billion. With China becoming
India’s largest trade partner in early 2014 and
the recent pacts with USA, Japan and
European Union by the Government of India,
the foreign trade growth is expected to rise
quickly.

2.2 Aviation Industry Statistics
Correlation between Economic Indicators
and Aviation Growth
Historically, there has been a strong
correlation between the Global Economy and
the Aviation Industry. As it can be seen from
the graph below, Revenue Passenger
Kilometres (RPK) growth closely follows
Industrial Production growth. More specifically,
with the Indian Government’s focus and policy
on “Make in India”, the industrial production is
expected to boost the RPK as well

Exhibit 4: Global Industrial Production v/s RPK Growth

Source: IATA
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Exhibit 5: Business confidence v/s FTK Growth

Source: IATA
Also, there is a cyclic upturn in the demand for
air cargo, following a boost in business
confidence. With the ongoing boom in ecommerce in India and globally, as well as the
growing needs of the Express Cargo industry,
we expect the FTK growth to ramp up quickly.

the last 5 years. The domestic passenger
traffic has grown from 77 million in FY09 to
122 million in FY14 at a CAGR of ~10%, while
International passenger traffic has grown at a
CAGR of 8.1% for the same period. Total
Freight traffic grew at a CAGR of 6.01% to
22.79 million tonnes in FY14.

In light with the global cues, India has also
seen a robust passenger traffic growth over
Exhibit 6: Growth in Passenger Traffic
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Exhibit 7: Growth in Freight Traffic
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In conjunction with the passenger & freight
traffic, the aircraft movements also increased
from 13 million in FY09 to 15 million in FY14.

Of course, this is expected to grow further
backed by the recent addition of 2 new airlines
to the Indian skies – the Air Asia and Vistara.

Exhibit 8: Growth in ATMs
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3. REGIONAL & REMOTE CONNECTIVITY
3.1 Importance of Regional and
Remote Connectivity
The Government of India’s policy initiatives are
focused around the development plan
embodied in the slogan “Sabka Saath, Sabka
Vikas” meaning “Collective Efforts” will be
required to establish Remote & Regional
Connectivity for the “Inclusive Growth” of our
nation. An underlying tenet of this policy is the
requirement to ensure adequate and
convenient connectivity for the farthest areas
of the country.
Air connectivity is required in the Regional
areas that – though they exhibit a latent
demand for air travel - are under-served or unserved. The identification of these Regional
areas can be done through characteristics like:
 Sizeable Population – Air connectivity
would help cater to the latent demand
for air travel and accord various social
and economic benefits on the town and
its population. Thus selecting towns with
a certain minimum population would
impact a larger base and in turn help
develop neighbouring regions as well
 Tourism potential – Places with
tourism potential can see significant
growth if connected by air. Some
existing tourist (National parks, wildlife
sanctuaries
etc.)
or
pilgrimage
destinations are not easily accessible
through traditional modes of travel due
to their location/ terrain of surrounding
areas. Providing air connectivity to such
regions would make travel more
convenient and time-effective, in turn
increasing the demand

Moreover, Remote areas with difficult terrain,
inapproachable areas like islands or areas
with security concerns are not adequately
connected
through
other
means
of
transportation. Thus there is a need to connect
these areas to the rest of the nation to enable
equitable growth and development.
Economic benefits through development of
air connectivity
As per a study by International Civil Aviation
Organization (ICAO), every ₹ 1 spent on air
transport contributes ₹ 3.25 to the economy
and every 1 job in aviation results in 6.10 jobs
in the economy overall. Thus, air connectivity
to Remote and Regional areas will not only
result in balanced development through timeeffective flow of tangible benefits (goods and
services) as well as intangible benefits (culture
and information) from urban centers, but also
in various economic and social benefits.

Social Impact
It will improve living standards and
alleviate

poverty

through

elevated

economic activity. It will also lead to
social cohesion and social inclusion for
people in remote areas and facilitate
migration. It will also facilitate delivery
of emergency and humanitarian aid
relief like medical supplies, organs etc.


Economic / Business potential –
Demand for air travel is in accordance with
income levels. Thus presence of industries or
service sector industries like manufacturing,
banking, finance, government etc. would
signify latent demand for air connectivity
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These guidelines classify routes into four
categories: Category-I, II, II A and III.

Economic Impact
Direct Effect – It enables employment
and

income

generation

through

Exhibit 9: Categorization of routes as per Route
Dispersal Guidelines (RDG)

activities of industry participants like
airline and airport operations, aircraft
maintenance, air traffic management,
ground handling services etc.
Indirect Effect – It benefits the supply
chain activities of airlines and airport
operations like civil construction, multi
modal transport services, supply of
material and products etc. It also boosts
movement

of

cargo

as

well

as

production and trade of goods and
services like perishable items (flowers,

Routes under Category- III
Routes other than those in Category- I, II and II A
Source: MoCA

fruits, food products, marine products
etc.) by providing easy transportation of
better quality and cheaper products
from all over the nation.
Induced Effect – Spending by people
employed by airlines, airports and other
service providers in aviation industry
would help drive the economy to a more
consumption driven growth path.

3.2 Current status of R&R
connectivity in India

Catalytic Effect – It will also stimulate

the growth
of sectorsthelike
tourism,
Realizing
the importance,
need
and the
benefits
of
such
connectivity,
the
Central
hospitality etc. by providing connectivity
Government established Route Dispersal
to new areas and a more convenient
Guidelines in 1994, to achieve better
mode ofoftransport
for others
regulation
air transport
services and ensure
sufficient air connectivity on routes that might
not be commercially viable in the short-term
and thus help connect regions hitherto unserved or under-served.

According to the RDGs, any airline operating
scheduled air transport service in the country
on routes indicated in Category-I would be
required to provide a minimum of scheduled
air transport service on Category-II and III
routes as indicated below:


On Category- II routes, at least 10% of
the capacity deployed in Category- I
routes.
 On Category- IIA routes, at least 10%
of the capacity deployed in CategoryII routes.
 On Category- III routes, at least 50%
of the capacity deployed in Category- I
routes.
RDGs have been successful in achieving the
targets set and have resulted in significant
connectivity to remote regions and continue to
do so. This is reflected in the monthly RDG
compliance data published by DGCA for
November 2014:
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Exhibit 10: RDG compliance data – November 2014
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Airline
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Category- II

Air India + Alliance Air

83%

1.60%

19%

Jet Airways + Jet Lite

85%

1.42%

14%

SpiceJet

89%

1.49%

24%

Go Air

178%

1.14%

55%

IndiGo

120%

1.62%

20%
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50%

1.00%

10%

Source: DGCA
However, in the context of the Intent behind
the RDGs, the success can be termed partial
at best. As seen in Exhibit 10, the current
deployment in Category-III routes far exceeds
RDG requirements. Also, in Category-II routes,
while state capitals have garnered a large
share of the pie, non-state capitals have not
been adequately connected. Essentially, the
commercial airlines have cherry-picked within
the broad range of Category-II destinations to
meet the minimum requirements; thus
concentrating on certain profitable routes only.
This has resulted in excellent connectivity to
some areas that were previously un-served or
under-served but has left some areas
neglected.
Exhibit 11: ASKM deployment per city per week
as (%) of Category- I

aircrafts and high operating costs to policy and
regulatory issues. Thus, in order to best
incentivize airlines to provide connectivity to
these Regional and Remote areas and
promote their growth, there is a need to
explore the key drivers and the challenges
airlines face in optimizing them – collectively
let’s call them “Key Influencers”.

3.3 Mapping Key Influencers for
Regional & Remote connectivity
in India
The non-exhaustive and relevant list of
parameters – which identifies the relevant links
– showcases the multiple inter-dependencies
of regulation, operations, infrastructure and
1
profitability .

99.7
27.6
State Capitals (Total: 6)

Non-State Capitals
(Total: 10)

Source: Auctus Analysis

Poor connectivity in such areas can be
attributed to operational challenges and issues
faced by Airlines, making deployment on these
routes economically unfeasible and thus
undesirable. These problems range from
fluctuations in demand, lack of adequate size

1

Some inter-linkages like that between ATF Cost &
Govt Policy, MRO Infrastructure & Cost,
Connections of R&R towns to Airport Infrastructure
etc. have not been detailed for practical reasons.

10

Exhibit 12: Influence parameters for R&R connectivity
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It can be seen from the above graphic that
there are 2 major stakeholders who need
support from the Government – Airlines and
Airports.
1. Govt. Regulatory / Policy Issues:
 Minimum Fleet size requirements: A
regional operator can commence
operations with 1 aircraft but needs
to have a fleet size of 3 within 2 yrs
(minimum 5 by 5 yrs); however this
requirement effectively becomes an
entry barrier for RSOPs. This
happens because the routes catered
to by RSOP typically have lower and
more volatile traffic volumes –
creating demand uncertainty which
would mandate that the air operator
would first pilot the market and

Infrastructure Issues

MRO Cost

Financing &
Forex Cost

Airline Commercial
Issues

subsequently add flights. Thus
committing to a minimum fleet size
deters operators from starting the
airline in the first place.
 Pre-determined Schedule: As per
current regulations, airlines need to
commit to their operating schedules
six months in advance. However, in
the event of insufficient bookings &
supply for a sustained period (say 1
month), the airline faces difficulty in
deploying reduced capacity –
thereby causing significant cost
implications
o Alternatively, the policy governing
Non-Schedule Operator Permit
(NSOP) aircrafts states that they
cannot publish a schedule. Due to
this, it proves difficult for them to
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operate in Regional areas on a
regular basis.
 Interplay between Regional &
National Airlines: As per existing
CAR Guidelines, a Regional operator
is permitted to operate only within a
designated region. As national
carriers will be competing on the
more profitable routes in these
regions, the regional operators are
forced to choose less profitable
routes
 Minimum Staff requirements: As per
Aircraft Rules, 1937 & CAR
Guidelines, NSOPs are required to
deploy a minimum number of airport
staff irrespective of schedule or
frequency of operations – which
impacts profitability of the airport
operations. In addition, the onerous
constraints of – round-the-clock
security staff for airports with limited
flights, ATC staff requirements etc.
increase the operating complexity
and cost of the airports
 Aircraft import restrictions: As per
CAR guidelines for import of aircraft,
the decision to grant import license is
given on a case to case basis; this
has known to cause delays in
acquisition of aircrafts.

2. Airline Commercial Issues – These
represent the variable costs that affect the
operating costs of an airline and hence its
profitability for Remote & Regional routes.
It is important to realize that while these
costs may be small for large scheduled
airlines, for the profit-constrained regional
routes, their significance
increases
manifold:
 ATF Cost – The highest contributor
to operating cost, its impact is
accentuated due to various VAT /
Sales Tax imposed by State Govts
(ranging from 4% to 30%)

 Taxes & Duties – Other than the tax
imposed
on
ATF
by
State
Government, there are taxes and
duties like withholding tax on wet
lease of aircraft, import duty on
leasing or purchase of aircrafts and
their spare parts etc. by the Central
Government.
 Maintenance, Repair & Operations
Cost – High taxation structure (labor
tax, customs duty on spare parts
etc.) has stunted the development of
MRO facilities in India, forcing the
airlines to revert to expensive
international destinations for MRO
 Forex Cost – While largely
uncontrollable, Rupee devaluation
has hurt airline operations as
purchasing/ leasing of aircrafts, using
international MRO services etc would
require payments to be made in USD
 Airport Charges – These include
route navigation, landing, parking
and housing charges – in addition to
security provision by CISF (Central
Industrial Security Force); they
become prohibitive in the case of
small airports with limited flights
3. Infrastructure
Issues
–
Aviation
infrastructure provision is required in the
form of adequate landing / parking
facilities along with low cost terminal
space for the passengers. Considering the
status of most non-metro airports in India,
there is an urgent need to invest in upgradation of infrastructure. The lack of
specific infrastructure causes multiple
issues.
 Inadequate ground aids like ILS,
RVR, DVOR, etc. at regional airports
result in increased diversions and
cancellation of flights
 Non availability of fuelling facilities
forcing operators to carry return fuel
on outward sector thus affecting
payload
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 Short runway lengths of regional
airports
necessitating
payload
reduction at high temperature
conditions in summer

service cost (especially for smaller airlines).
Hence, there is a need to promote and
develop indigenous MRO facilities as it would
be unsustainable to use foreign MROs in the
long run.

Lack of prominent and cost-effective MRO
facilities in India is forcing airlines to use
foreign MROs – which while relatively lesser
expensive than India MRO’s still increase the

These issues need to be tackled using a
mixture of market based and government
incentive mechanisms for a sustainable
solution to the R&R connectivity issue.
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4. INTERNATIONAL EXPERIENCES REGIONAL & REMOTE CONNECTIVITY
India is the not the first nation to face the
challenge of connecting geographically distant
land masses. Nations with large land masses
and multi-terrain, multi-weather locations like
USA, Brazil, Australia and China have all

faced the issue of ensuring connectivity with
Remote & Regional locations. To adequately
ensure the provision of this connectivity, all
these countries have taken or planned
concrete steps to facilitate this:

Source: US Govt., RAA

Source: OAG, Govt. Of Brazil
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Source: Govt. Of Australia

Source: CAPA, Research on news articles

It is evident that the road-blocks faced by
these countries in Regional & Remote
Connectivity are highly representative of the
operational and financial complications faced
in India. The road-blocks to connectivity and
hence to development identified include:






Lack of adequate airport infrastructure
at these R&R locations
Sustainable
operations
of
the
infrastructure – in a safe & secure
manner
Inherent unviability of air operations –
at least in short/medium term

15

Understanding the thrust
these countries can help
underlying themes and
which are relevant in the
well:

of the policies in
us identify certain
guiding principles
Indian context as



Infrastructure provision
o Dedicated
programs
to
improve
logistics
and
infrastructure were developed
– including focus on sustained
operations and upgrades



Carrier Incentives & Subsidies
o Subsidies to carriers for
serving specific destinations –
either direct revenue subsidies
or exemption from airport
fees, marketing programs or
start-up cost – with a cap on
the subsidy per flight
o Typically, the subsidy is
related to an obligation of

minimum connectivity by each
carrier and may also be timebound


Taxation benefits
o As taxation forms a critical
part of the value-chain that
Government
controls,
exemption from taxes on
tickets, revenues, fuel etc. is
common



Partnership across stakeholders
o Most importantly, as the true
benefits of Regional & Remote
aviation are towards the
account of the states more
than the nation, a partnership
between
the
Central
&
Regional
governments
is
imperative
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5. EFFORTS TO PROMOTE REMOTE &
REGIONAL CONNECTIVITY IN INDIA
Central Government Efforts
The Central Government of India has led
multiple efforts to understand, evaluate and
adopt policy measures to facilitate the growth
of the aviation industry in general and expand
the reach and frequency of air connectivity to

regional / remote areas in particular. To
achieve this, the Ministry has collaborated with
multiple agencies for undertaking studies and
providing detailed recommendations regarding
the policy and regulatory incentives required to
supplement the growth of air connectivity. A
brief timeline of these efforts is presented
below:

Exhibit 13: Timeline of GOI's efforts towards R&R Connectivity

Multiple Committees & Reports
Naresh Chandra Committee Report This committee was formed by the
Government of India in 2003 to chart a
road map for rapidly rationalizing and
reforming the aviation sector in India.
Rohit Nandan Committee Report - In
2011, the Ministry of Civil Aviation
constituted a committee under the
chairmanship of Shri Rohit Nandan
(Joint Secretary, MoCA) to review the
Civil
Aviation
Requirements
for
Regional Scheduled Operators laid
down by DGCA and other air
connectivity issues.
Special Report by Ministry of Civil
Aviation – In 2013, MoCA formed a
committee to study the Rohit Nandan
Committee Report and recommend
measures to connect small towns and
cities on a low-cost basis.

The recommendations of these committees –
proposing steps to enhance connectivity in
Regional & Remote areas can be classified
into three major categories:
1. Investment in infrastructure –
 Construction of low cost airports,
heliports & helipads
 Incentivize development of 3
party MRO firms in India

rd

2. Provision of subsidies –
 Regional Air Connectivity Fund
(RACF) to subsidize unviable
routes with low Passenger Load
Factor and / or high tourism
potential

17

 Exemption from Airport charges
to small aircrafts and regional
operators
 Seat underwriting & promoting
lower operational costs through
reduction in taxes on ATF

3. Policy Interventions –








Review RDGs and revise
them based on current
deployment
status
and
Passenger Load Factors

realizing the inherent economic unviability of
these routes.

Lower ATF Taxes
The largest & most common first step taken by
multiple states is the reduction in ATF taxes
for select small airports in the state. States
such as West Bengal, Jharkhand, Madhya
Pradesh, Chhattisgarh, Andhra Pradesh and
Tripura have slashed the VAT on ATF which
has been a big boost for airlines, leading to
sharp increase in passenger traffic.
State

VAT Cuts on ATF

Goa

12.5% from 22%

Permit
code-sharing
arrangement between regional
and scheduled operators to
improve passenger load factor
by leveraging each other’s
network

M.P.

5% from 23%

Maharashtra

5% except for Mumbai, Pune

Chhattisgarh

4% from 20%

Jharkhand

4% from 20%

Allow
ASKM
deployment
sharing between regional and
scheduled operators to reduce
competition
on
profitable
regional routes and incentivize
more regional players to
operate

West Bengal

0% for Bagdogra, Cooch
Behar; 15% for new flight
additions from Kolkata

Change in Civil Aviation
Requirements (CAR) aircraft
acquisition policy to promote
acquisition of new aircrafts



Promote use of small size
aircrafts by changes in fleet
size requirements, cabin staff
requirements, and maximum
certified take-off mass etc.



Clarity in CAR regarding
import/licensing of aircrafts

State Government Interventions
Various State Governments have also taken
steps to incentivize airlines to operate on
regional and remote routes in their states,

States have seen immediate connectivity and
traffic impact of this incentive:



Chhattisgarh has seen almost 100%
increase in air connectivity
West Bengal’s incentive has led to
Spice Jet starting an international
connection
from
Bagdogra
to
Kathmandu; this airport has clocked a
64% y-o-y rise in passenger traffic in
April-May FY15 as the number of
flights has grown by 37% compared to
previous year

Policy Initiatives
Several states have taken steps to increase
the range of incentives beyond the ATF – and
create separate Civil Aviation departments,
arrange for single window clearance,
underwrite seats etc. An illustrative list of nonexhaustive initiatives is indicated below:
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Exhibit 14: Non-exhaustive list of initiatives by State Governments to promote R&R connectivity

Draft Civil Aviation Policy (2014)
Taking
into
account
the
multiple
recommendations received till date, the
Ministry of Civil Aviation has come up with a
Draft Policy for Regional and Remote Area Air
Connectivity in late 2014.
In this Policy, the ministry has re-classified air
transport routes into 30 Trunk Routes and
Regional routes which consist of 87 Incentive
Destinations. Route Designation Guidelines
have been defined around these.
1. All scheduled airlines should deploy
capacity on Regional routes which is
at least 100% of the capacity deployed
on Trunk routes by Winter Schedule
2016
which
would
include
a
mandatory
6%
deployment
for
operations to / from Incentive
Destinations and also within Jammu &
Kashmir, between Srinagar, Jammu
and Leh

2. For a period of 3 years from the policy
date, any scheduled aircraft operating
to / from / within Incentive Destinations
will be exempted from landing and
parking, RNFC, PSF, fuel throughput
and any other charges levied by AAI
3. Deployment to / from / within Incentive
Destinations for scheduled aircrafts
will be computed as 1.5 times actual
deployment and as 4 times actual
deployment for scheduled aircrafts
with less than 20 seats
4. Airlines with Regional Scheduled
Operator Permit (RSOP) have the
option of converting into:
a. National Scheduled Airline
(within 3 years) or
b. Scheduled Commuter Airline
(with certified take-off mass
less than 40,000kg).
5. Those with Non-scheduled Operator
Permit (NSOP) need to convert into
Scheduled Commuter Airline or Air

19

Charter Operator within 1 year, with
automatic conversion to Air Charter
Operator at the end of the period.
Equity / paid-up capital requirement
for the conversion would be based on
number of aircrafts.
Exhibit 15: Trunk Routes

to/from any one Metro. Code share
arrangements
and
capacity
deployment sharing is permitted
between Scheduled Airlines and
Scheduled Commuter Airlines
7. State governments shall provide the
following if not already provided by
AAI / Ministry of Defence - Security
and Fire-fighting services, reduced
VAT on fuel uplifted from the state,
Infrastructure to access airports,
waiver of duty on electrical charges
and waiver for 5 years on municipal
charges like house/ property tax etc.
and Underwriting of Seats
8. An Air Connectivity Fund may be
established to provide connectivity to
remote and strategic areas. Details
related to this shall be separately
notified by the government.
9. Revision of criteria for permitting
International Operations to new
airlines. Airlines desiring to fly on
international
routes
must
have
accrued minimum 200 crore Domestic
Flying Credits (DFCs) for initial
designation, have at least 5 aircrafts,
accident / serious-incident free record
for 1 year, adequate experience in
domestic routes to establish credibility
and regularity.
We consider this to be breakthrough
document in the sense that is tries to cover
multiple lacunae in the existing regulatory
and economic framework of the industry
and leverages the support of multiple
stakeholders therein.
Domestic Flying Credits (DFCs)

6. Scheduled Commuter Airlines shall
operate as per an approved time-table
with base in any non-metro airport and
should operate any 4 movements per
week on Regional routes but only

Computing DFCs
 ASKMs in Revised Cat - I x 1
 RPKMs in Revised Cat - II x 3
 RPKMs in Revised Cat - IIA x 5
 ASKMs in Remaining Cat – III x 1
 ASKMs in scheduled services to Unused airports x 5 (for 5 years)
Allowance of Purchase of DFC credits
up to 25%-30% - to meet obligations
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6. PROPOSED ROAD-MAP
The urgent requirement to undertake concrete
steps for promoting R&R connectivity has
been well established. In our view, in addition
to the steps already initiated in the Draft
Policies, we shall have to look at a few other
points – based on the collective industry
experience and lessons from other countries,

for a stable, fair, viable and sustainable policy
thrust to ensure Regional & Remote
Connectivity in India:

The focus on Regional Connectivity is for the
economic and social development of Regions
– which in turn would facilitate the
development of the country. Hence, the key
immediate beneficiaries of this are the State
Governments in India – who can use this
channel to stimulate economic engines in
diverse parts of the state and achieve an
inclusive growth pattern.

However, this is impossible to achieve without
the combined efforts of all relevant
stakeholders – the Central & State
Governments, the central aviation agencies
like DGCA, AAI, AERA as well as the Airlines
and Airport Operators.

All relevant Industry Stakeholders need
to be involved

A consultative process is a must to identify the
real non-negotiable pain-points for industry
players – and address them through dialogue.

Exhibit 16: Guiding Principle for R&R Connectivity

Multiple
Stakeholders
Involved
Private
Participation
Crucial but
difficult
unaided

• All stakeholders need to work together to achieve the targets

• Government has limited fiscal or administrative bandwidth to
provision for the infrastructure and services required on a
sustainable basis

Infrastructure
+ Connectivity

• Provisioning of adequate infrastructure is as important as ensuring
that sustained connectivity exists to utilize the infrastructure

Provide
Incentives
and Remove
Challenges

• The policy framework should - simultaneously - attempt to remove
the challenges & incentivize the stakeholders
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Exhibit 17: Potential Aviation Industry Stakeholders

Specifically, we believe that the Central &
State Governments can initiate multiple
changes to facilitate the growth of civil aviation
in Remote & Regional locations

o

Central Government & Central Agencies:






Review of Route Dispersal Guideline
mechanism through a reclassification
of Cat III routes and Cat II / IIA routes
o This
has
been
partly
addressed in the new Draft
Policy for R&R Connectivity
through reclassification of
routes
revising
the
deployment quota as well
Rationalize the ATF pricing
o This can be done in the form
of sales taxes for filling-up at
Remote & Regional airports
o Moreover, reclassify ATF as a
“Declared Good”
o Introduce a transparent pricing
mechanism for ATF
Incentivise airlines through Direct
Subsidy method as in other countries
o An Essential Air Services
Fund
(EASF)
can
be

conceptualized and used to
support
the
inherently
unviable routes
A cess levied on the metro /
Tier-1
routes
can
be
effectively used for this
purpose



Allow RSOPs to trade-off their ASKs
with National Scheduled carriers incl.
code-sharing
o This has also been addressed
through the concept of
“Domestic Flying Credits” in
the Draft R&R policy and
needs to be operationalized
quickly



Relax the minimum fleet & staff
requirements – without compromising
on safety / security for small operators
o This can be relaxed by
providing a longer horizon for
the airline to expand the fleet
i.e. the need for 3 aircraft after
2 years can be removed while
retaining the requirement for 5
aircraft at the end of 5 years
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Channelize the revenue received from
Delhi & Mumbai airports to create
infrastructure for Regional Airports
o Delhi & Mumbai airports
provide revenue share upward
of INR 2000 Crore per year to
AAI – 15-20% of which can be
earmarked for developing
infrastructure or providing
airline subsidies
Specialized construction of low-cost
airports
o Having
low-cost
airport
terminals at select locations
will not only reduce the
amount of capital expenditure
required, but will also facilitate
lower O&M expenditure on the
part of the airport operator
o We recommend a special
policy to conceptualize and
develop LCT (Low Cost
Terminals) across the country

State Governments:






Smooth & timely provision of Land,
Clearances and Connectivity (roads,
utilities, communication)
o State
governments
can
provide ready land and utility
infrastructure for promoting
airport
development
and
expansion
Provide Viability Gap Funding –
including bundling of free land parcels
for city side development
o For e.g., as in the case for the
Mopa airport at Goa where
commercial development is an
integral part of the airport
master
plan,
any
new
greenfield airport can have
similar incentive to private
airport developers
Underwrite a part of the demand for
airlines – as illustrated in the
successful cases of US & Australia
o For e.g., a subsidy for routes
between key administrative

o

centres of a state can have
30% of the seats being
underwritten for a period of 6
months
To achieve this, a “reverse
auction” can be implemented
for encouraging competition
amongst the airlines



Taxation relief for aviation players
(VAT on ATF, property tax etc.)
o For e.g., the states can
emulate the initiatives taken
by
the
West
Bengal,
Maharashtra government in
terms of incentivising the
airlines to connect non-capital
destinations



Operational support in terms of free
local security / manpower, bear cost of
provision of navigation services etc.
o For e.g. In place of the highcost CISF mandated security
control, Regional airports may
be permitted to be managed
by special division of the State
Police – there by reducing
cost burden

As mentioned earlier, some of these
suggestions have already been incorporated
by the new Central Government in the latest
policy for Remote & Regional connectivity –
now they need to be implemented.

Private Participation is Crucial
Today, the Government of India is facing a
strong challenge to reduce the overall fiscal
deficit – while powering the economy ahead.
This necessitates a reallocation of the limited
financial
and
administrative
bandwidth
available with the Government to the more
fundamental and softer channels of health,
sanitation, education etc. As a result, the
support of and partnership with private
corporations is of utmost importance.
In terms of R&R connectivity, most Regional &
Remote locations are economically unviable
today – and will remain so in short-term – until
the critical mass is achieved to warrant air
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connectivity. Moreover, locations which are of
importance from a cultural or strategic or
safety perspective, may continue to remain
economically unviable in the long-term as well.

Government pro-actively needs to enable the
private sector involvement.
In our view, the involvement of the Private
sector can be leveraged in multiple forms –






Creation and management of airport
infrastructure – primarily low-cost
airport terminals with high traffic
growth potential and possibility to
leverage
the
non-aeronautical
commercial revenues
Investment in MRO facilities
Investment in airlines
Innovation in business models for
operationalizing connectivity to remote
and regional locations

While in the long run, air connectivity to even
smaller locations can become a self-sustaining
effort with a facilitation role for the
Government;
to
initiate
and
ensure
connectivity to these locations today, the

Infrastructure
+
Provide Incentives
Challenges

Connectivity:
and Remove

As highlighted during the discussion on
examples provided by multiple countries,
the thrust of the policy efforts needs to
span both the Infrastructure as well as the
Connectivity aspect – i.e. provision
adequate infrastructure as well as promote
connectivity. Any of these is incomplete
without the other. Enablement of either of
these can be done – conceptually – by
providing Incentives to invest and remove
Challenges in operations. The suggestions
can be summarized as follows:

Exhibit 18: Broad thrust areas for R&R connectivity policy
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Implementation is the Key
However, in the context of India, we have seen
time and again that policies take the industry
only so far. In a country as geographically,
socially, culturally, politically diverse as ours, it
becomes imperative for establishment of a
nodal agency for undertaking a thorough effort
to promote and encourage the R&R
connectivity – through sustained dialogues
with industry stakeholders. In order to achieve
this,
we
recommend
a
time-bound;
implementation focussed “Action Charter”.
Within this Charter, the Ministry of Civil
Aviation and the PHD Chamber can
collectively act as catalysts to implement the
recommendations of this paper.
A key responsibility of the Action Charter
would be to encourage the various State

Governments to
discussed above.

provide

incentives

as

The Action Charter would have a 2-step
process (a) form a task force and (b) act a
deal-maker between various stakeholders.
As an industry stakeholder, PHD Chamber of
Commerce & Industry strongly believes in the
strong and sustainable potential of the aviation
industry in India – and we are specifically
buoyed by the prospects for Remote &
Regional connectivity.
The impetus on policy kick-started by the new
Government, if followed-up with concrete
steps to support the implementation and
operationalization of the R&R policy under the
leadership of the Minister of Civil Aviation can
reap rich dividends for the industry and the
country.

Exhibit 19: Action Charter for Implementing Recommends on R&R Connectivity
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