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INTRODUCTION

I, the Chairman, Committee on Public Undertakings having been
anthorized by the Commitiee to present the Repors on their behalf,
present this Fourth Report on ‘Air India Limited.'

4 The Committes took evidence of the representatives of Alr Indie
Limited on 21 June, 2000. The Committee took evidence of the
representatives of the Ministry of Civil Aviation and Department of
Disinvestment on Sth August, 2000.

3. The Commitice on Public Undertakings {2000-2001) considered
and adopted the Report at their sitting held on 8th Japuary, 2001.

4. The Committee wish to express their thanks to the Ministry of
Civil Aviation, Department of Disinvestment and Air India Limited
for placing before them the material and information they wanted in
connection with examination of the subject. They also wish to thank
in particular the representatives of the Ministry of Civil Aviation,
Department of Disinvestment & Air India Limited who gave
evidence and placed their considered views before the Committee.

5. The Commities would alse like to place on record their sense of
decp appreciation for the invalugble assistance rendered to them by
the otficials of the Lok Sabha Secretariat attached to the Committee.

Megw Daom; VIJAY KUMAR MALHOTRA,

Chairman
February 7, 2001 Committee on Public Undertakings

Magha 18, 1922 (5)



CHAPTER 1
BACKGROUND AMALYSIS

A. Historical Background

1.1 Air India was established in 1953 under the Air Corporstions Act,
1953, to provide safe, efficient, adequate, economical aod properly co-
ordinated international air transport services. The undertaking of Air Indin
was transferred to and vested in Air India Limited, a Public Limited
Company registered under the Companies Act with effect from 1st March,
1994 after the Air Corporations (Transfer of Undertakings and Rcpeal)
_Act, 1994 came into cffect.

B. Ohjectives
1.2 The ohjectives of Air India are to:
(8) take effectivc sieps to provide & high level of customer satisfaction;

{b) enhance its competitive market standing and image B8s an
international carrier;

(c) optimist its share of the air market to/from India, consistent with the
objectives of long term financial viability and sustainable growth;

(d) optimise the utilisation of its resources—aircraft fleet  and
employces;

(¢) return to opecrating profitability within two years, and following the
necessary financial restructuring to embark on the pata of
sustainable growth in the longer term;

(f) achieve the highest level of safety of operations;

(g) reduce the number of cmployees through the formulation and
implementation of an attractive Voluniary Retirement Scheme and
other innovative schemes.

1.3 When asked how far Air India has been able to achicve its principal
objectives, it was stated by Air India in a written reply that the Company
make continuous efforts o

(i) provide a high level of customer satisfaction, eahanue its
competitive market standing and image—through the upgradatian
of its Products and Service, both in flight and on the ground.

(i) optimise its share of the air market tosfrom India consistent with
the objectives of financial viability and sustainable growth—through
the deployment of capacity on profitable routes.
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(i) optimise the utilisation of its resources—by increasing its aircraft
utilisation and reducing staff strength.

(iv) achieve the highest level of safety of operation—by according the
highest priority to this aspect and implementing required Safety
policies and procedures.

1.4 It has also been statcd by Air Indja in & written reply that it has

been able to:
(i) achicve a reduction in its number of employees—by placing a ban
on recruitment, freezing vacancies, terminating services of excess
staff at foreign stations, reversion in retirement age from 60 to 58
years, implementing innovative schemes, (such as Shorter Working
Week, Leave Without Pay, Allowances) and re-deployment of staff
from non-operational to operational areas. Through the
implementation of these measures, Air India has been able to
reduce its staff strength by over 1200 numbers during 1999/2000.

(i) Air India is also in the process of implementing an attractive
Voluntary Retirement Scheme (VRS) which is expected to result in
8 further reduction of approximately 1000 employees.

(iii) Air India has been able 10 generate an Operating Profit of Rs. 76
crotes during 1996.2000.

1.5 When the Committee wanted to know the Ministry's viewpoints
regarding achievement of objectives by Air Iadia, the Ministry of Civil
Aviation in a written reply have stated the following:

“Air India was established in 1953 vnder the Air Corporations Act,
1953 1o provide safe, efficient, adequatc cconomic and properly
co-prdinated international air services. Air India has been the
premier airline of this country for several years and has earned a
reputable name for ifself even on a global level. It is the chief
natienal carrier of India for international opetations and has been
providing worldwide links cither through actual physical sperations or
through code sharing and block space arrangements. It is worth
mentioning here that Air India has had a good safety record. It is felt
that constant endesvours have been undertaken to achieve its
objectives by Air India but there is always scope for improvement.
Air India has been a profitable arganisation upto the mid-Nineties,
after which its performance has taken a dip. However, it can still be
maintained that it is India’s one of the best koown brands abroad.”

1.6 When the Committce ¢nquired to know whether in the light of the
changing scenaric in the aviation industry any change has been
contemplated in the palicy/guidelines for se-shaping the objectives, the
Mimstry of Civil Aviation have stated through s written reply the
following:

“The Ministry has always laid great emphasis on assisting Air Endia to
reach higher levels of performance. There are changed expectations
from the airlines today with increasing competition on the one hand
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and economic liberalisation on the other. Also, the emphasis on
profitability and better commercial results has increased. It is
imperative that in order 1o keep pace with the world class airlines
that are gaining grouad; that Air India steps up its product, enhances
the gquality of its services, expands its fleet size and infuses a sensc of
discipline in the company. The Ministry has Deen encouraging Air
Indie to induct more aircraft on dry lease after attempts at infusion of
funds for putchase of aircraft did not materialise. Further, the
Ministry hes guided Air India to expand its network through the
modes of code sharing and block space arrangements with other
airlines. An overall analysis of the company has been done and it &
felt that it would be in the interest of Air India for disinvestment of
its Government cquity partially so that fresh expertise can be
involved in the reshaping of the organisation.”

1.7 On being asking whether any plan has been submitted by Air India
for capital investment and organisational restructuring for achieving growth
\0 Tegain market standing and to develop cotmpetitiveness, the Ministry of
Civil Aviation have n a written reply stated as under:

“Following the advise of the Disinvestment Commission, Air India
hes writter 1o 1he Ministry for infusion of Rs. 1000 crores on
26.5.1999 requesting for equity capital to scrve as margin money for
the aequisition of new aircraft. This proposal has come in the wake of
the recommendations of the Disinvestment Commission, wherein it
has been suggested that Rs. 1000 crores may be added as equity to
Air India by the Government. This Ministry has sent v draft Cabinet
Note oa 9.6,1999 to the Finance Minisiry recommending the infusion
of these funds. On 8.7.19%9, Fnance Ministry, hawever, has
expressed its inability to provide these funds.”

On 11.5.1598, & request had been reccived from Shri Vijay Kelkar,
Chairman of the Committes set up to SuEREsl MEASUTSS for Air
lodia’s turn around, requesting for Rs. 500 crores to be earmarked in
the Budget for the year 1998-99. {It is for information that this
Committee did not submit any report). However, ptior to this, on
13.4.1008, this Ministry itself had writicn 1o the Planning
Commission, seeking budgetary support for Air India as one-time
equity infusion. This request was not approved by the Planning
Commission.”



CHAFTER II

BOARD OF DIRECTORS

2.1 In reply to an Unstarred Question No. 2595 dated 16.12.1099 in
Lok Sabha, it has been stated that four Functional Directors and five nan-
official Directors in Air India Board were to be appointed.

2.2 When the Committee enquired to know whether these Functional
Directors and non-official Directors have been appointed in the Board,
Air India have stated in a written reply, as follows:

“Four Functional Directors in-charge of Finance, Commercigl,
Engineering and Personnel and Five Nop-official Directors, ns
provided for in the Ministry of Civil Aviation's Order No. AV,
18012-2/97-A A dated Decsmber 12, 1998 reconstituting the Board of
Air India, are yet to be appointed on the Board by the
Government.”

2.3 It was also stated that the posts of Functional Directors are full-time
operationai Directors rcsponsible for day to day functioning of the
cuterprise. The Bureau of Public Enterprises had issued guidelines in 1984
thatthe posts of Director (Finance) and Director (Personnel) be created in
all Schedule "A' and Schedule ‘B* enterprises and on a selective basis in
Schedule ‘C’ Companies. Apart from these two functions, the enterprises
could have representation at Board level for other disciplines such as
production, marketing, project planning etc. It was added further that the
number of full-time Functional Directors on a Board should not exceed
% of the actual strengthiof the Board.

2.4 Regarding appointment of Government Directars, it has been stated
in a written repiy thal these Directors are appointed by the Administrative
Ministries and are generally the officers dealing with the concerned
enterprise. It has further been stated that the number of the Government
Direclors on a Board should ot exceed one-sixth of the actual strength of
thc Board. The number should in no case exceed two.

2.5 In a written reply furnished to the Committee, Air India has stated
that the induction of Non-official Directars on the Boards of Public Sector
Enterprises has been considered essential in order to make the Boards
mare professional. They are to be drawn from the public men, fechoocrats,
management experts and consultants, and professtonal managers in
industry and trade with a high degres of proven ability. It was Ffurther
added that the number of Non-official part-time Directors on a Board
should be atleast one-third of its actual strength,

2.6 When the Committee desired to know details about the Gavernment
Directors on the Air India’s Board and 1he role the Government Directors
Play in the Board of Directors, the Ministry of Civil Aviation stated, in a
written reply, the following:
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“Following are the Government Directors on the Air India’s
Board:—
1. Shri A H Jung — Pant time Chairman
Secretary{CA)

1. Shri V. Subramanian, JS&FA,
Ministry of Civil Awviatian
2, Shri Sanat Kaul, Joint Secretary,
Ministry of Civil Aviation
Shri Sunil Arors, It. Secretary, Ministry of Civil Aviaticn
holding additional charge as CMD, Indisn Airlines Lid. is afso on
the Board of Air India in his capacity as CMD of Indian Aislines
Ltd.

The Government Directors participate fully in the deliberations
of the Board and play an important role in guiding the company
with regard to the Government directions and instructions. Also
they monitor the performance of the Company.”

2.7 When enquired about the vacant posts of Functional Directors and
non-official Directors, the Ministry of Civil Aviation in a written reply
have stated:—

“The posts of Functional Directors in Air India's Board have oot
been filled. The posts of Non-Official Directors are vacant since
12.12.98.”

2 % When the Committee desited 1o know why the Ministry have not
been able to decide the appeintments on the Bouard of Directors, it was
stated by the Ministry of Civil Aviation as follows:

“Tt is desirable to have a full-ledged Board for all PSUs including
Air Indis. A detailed examination was made in the case of Air
India and it was felt necessary to crcate the posts of Functional
Difrectors. Since the company is likely to be disinvested shorily, it
was felt, it would now serve no purpose 1o fill up the posts of
Functional Directors.”



CHAPTER mI
AUTONOMY

3.1 In an answer to a question relating to the role of the Government in
the functioning and management of Air India, the Managing Director
stated during evidence that the Board of Air India function under the
overall approval of the Ministry of Civil Aviation. He further added:

“In some cases, it is sent to the Government. For example,
imvestment decision in excess or Rs. 50 crores would go to the
Governmeat. The matters concerning bilateral rights, increase in
scrvice, etc. which are decided at the airlines, level, in any case
would go to the Ministry for approval. As far as aircrafts are
concerned, they are ca care of by the Management of
Air India. They are also subject finally to filing and nggmval of
the DCGA which is another arm of the Ministry .........The major
constraint is the systemic problem. Any jnvestment decision above
Es. 30 crores not only requires the approval of the Board of
Air India, the Ministry of Civil Aviation but it has to go through
the cotire gamut of approval of pre-PIB, PIB, Planni
Commission, the Ministry of Finance, the De ent
Economic Affairs, and sometimes even the PMO. With Rs. 50
crores you cannot think of buying a fleet of aircraft. This is one
major problem area.”

3.2 In this connection, Al in a written reply has stated the following:
“The wide bodicd aircraft that Air India operates would cost
upwards of Rs. 400 crores per unit. Therefore, all aircraft
scquisition  decisions fall beyond the limit of Rs. 350
crores. .........Therefore the Air India Board does not enjoy full
autonomy in decisions refating to the aircraft fleet. Increasing the
investment limit by even 10 times will not lead to significant
increase in autonomy as, cven then, most aircraft acquisition
Emjects will exceed the limit. Therefore, in Air India's view, the

oard should have autonomy for any investment, without limit—if
Government financing or guarantees arc not sought.”

3.2 When asked whether the investrment limit can be raised beyond
Rs. 50 crores, the Minjstry of Civil Aviation in a written reply have stated
as follows:

“The investment Limit of Rs, 50 crores was fixed vide order dated
29.8.1990 of the Deptt. of Public Enterprises.......... The Ministry
of Civil Aviation agrees that it is desirable to enhance the
investment limiv beyond Rs. 50 crores to give more financial
Autonomy to the Board of Air India.”

3.4 The Ministry of Civil Aviation have further stated that acquisition of
aircraft is a highly capital intensive project and requires substantial amount
of funds. The proposals for shis purpose would also be governed by the

6
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existing guidelines of the Governmeat with regard to the financial powers
vested with PSUs. In the case of Air India, the investment Emit stands at
Rs. 50 crores beyond which the proposal has to be approved by the
Government. Even enhancement of this limit by 10 times would not be
sufficient to enable the company to go in for the purchase of appropriate
nircraft. It needs to be examined whether the entire powers for purchase of
aircraft be vested with Air India, However, in this context, it is worthwhile
to mention that Air India bas been acquiring aircraft by following due
procedures and the non-acquisition of aircraft by Air Indiz in the last few
years cannot be attributed ta the Gaoverament procedures or investment
limits delegated to the company.

3.5 When enquired whether all decisions of the company aceds the
approval of Government, the Ministry of Civil Aviation in a written reply
stated ag undet:

“It 15 not nacessary for all decisions of the company at the Board
fevel to be approved by the MimistryGovernment. Qaly those
proposals that are govermed by statutory provisions or rules,
guidelines or specific directions from the Ministry need to be seat
for approval of the Ministry'Government. It is essential 1o point
out that all managerial functions are within the purview of the
airline. The Ministry does not play any role in their commercial or
operational matters. However, since there have been complaints
about poor perfermance on several fronts, such as commercial and
marketing aspects, inflight services, on-time performance, <te., the
Ministry has been monitoring all these arens and guiding the airline
1o improve its results.”™



A, Fleet Strength

CHAPTER I¥
FLEET

4.1 The fleet of Air-India is as follows:

Type of Aircraft No. of Aircraft Average Age
{in years)
As on 31.12.2000

B 747200 4 21.0
B-747.300{COMBI) 2 12.2
B-747-400) 6 6.1
A3I0-300 8 13.5

A300 B4 3 18.3

Total 21

In addition, the Company has wetleased ope IL 62 M aircraft from
Acroflot for its passenger operations on the India/Moscow/India-route till
July, 2000. Besides, Al has signed agreements with two parties for dry
lease of 2 each A-310 aircraft, one of which has atready arrived.

4.2 When asked whether any fleet plan bas been developed for Air India
the Company in a written reply has atated as under:

“A fleet plan has been developed for Air Indis, It aipe at
increasing capacity at an average annual growth rate of 4.5%
during the next five years, inducting new aircraft types matched to
market requirements, rationalising the fleet to fewer aircraft types
and also modernisation of the fleet by replacing older aiveraft with
newer more economic aircraft types.”

in March 1999, a Technical Committee had been set up to identify
the need for new aircraft types 1o specify the desired size, range
and number of units of new aireraft types and to shortlist candidate
aircraft. The Technical Committes recommended the induction of
& Small Capacity Long Range ($CLR}, 6 Small Capacity Short
Range (SCSR) and 1 B747-400 mircraft during the next five ycars.
The Technical Committee has also recommended the phase out the
remaining older generation B 747-200/300s and A 300-B4 aircraft

during this pericd.™

The fleet plans indicated above have been revised recently, when the
Businest Plan was drawn up. The Government is processing for
disinvesting its stake in Air India. Aircraft acquisition is likely to be
implemented only after review of the flect plan by the strategic partner,
who is expected to assist in financing.

8
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4.3 On the question of procedure for acquisition of aircraft, the Air
India have stated in a written reply, as follows:

“The present procedure for aircraft acquisition is cumbersome and
time consuming. First, there is the interna) nmircraft selection
procedurc bascd on guidelines framed by the Government which
involves three Committees—a Technical Committce, a Negotiating
Committee and a Techno-Economic Evaluation Committee. Then,
Air India has to seek the approval of its Board and finally the
Public Investment Board (PIB). In the PIB approval process,
aircraft acquisition projects are appraised by numerous agencies—a
process which takes a lot of time. The projects get cleared only if
there is no objection from moy of the appraising BgCncies.
According to CVC guidelines, Air Tndia can only negotiate with
the lowest bidder. In appraising aircraft project with differing
revenue  potential, fuel  consumption and maintenance
requirements. the techno-economic appraisal takes inta account all
these parameters. Therefore, determining the lowest bidder only
on price considerations may not be appropriate, Further, it 15 an
industry practice to negotiate simultaneously with both major
manufacturers to get the best possible terms. If Air India were to
fallow CVC guidelines, this opportunity would be Jost. Air India
have advised the Ministry of its views and sought its direction on
thiz matter.

Air India needs a simplification of the approval procedure for
aireraft acquisition prajects so that aircraft acguisition decisions can
be taken expeditiously and the best possible terms can be obtained
from aircrafiengine manofacturers.”

4.4 When enquired whether Governament have specific guidelines in
regard to aircraft acquisition, the Ministry of Civil Aviation havc stated the
following in their written reply:

“There are guidelines of the Government with regard to aircraft
acquisition. Vide letter dated 5.9.1997 {Anncxure-T), Instructions
were issued to both Indian Airlines as well as Air India with
repard 1o streamlining of procedures for acquisition of aireraft.
Subsequently, another letter was issued 10 MD, Air India on
20.7.1999 discussing the issues pertaining to the acquisition of
aircraft (Aanexore-II)."”

4.5 When the Commitice enquired to know whether the Ministry have
simplified the procedure regarding acquisition of airctaft, the Ministry of
Civil Aviation, in & written reply, have siated as follows:

“In order to simplify and broadbase the approval procedure for
acquisition of aircraft, the Minister, Civil Aviation had written a
letter to the Prime Minister on 1.12.1999 recommending the
constitution of an Empowered Committee under the Chairmanship
of Cabinet Secretary to review the proposals received for aircraft
acquisition. It was propesed that the Finance Secretary, the
Secretary (Expenditure), the Sccretary {CA), Secretary, Planning
Commission, Chief of Air Staff and Secretary, Defence Produstion
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be the other members of the Committee {Annexure-ITI}. This was,
howaver, pot agreed to and it was cummunicated that the existing
institutional arrangements may centinue.'

4.6 In their written reply, Air India has informed thc Committee that
they had sought clear cut directions from the Ministry on how the price
negotiations with aireraft/engine manufactures are to be conducted for the
purpose of Aircraft Selection study. This issue has not yet been clarified by
the Ministry.

4,7 When enquired a5 to why the Ministry have not issued cltaracut
guidelines/directions regarding price negotiations, the Ministry, in a
written reply, have statcd 2s under:

“In a letier dated 20.7.1995 on the subject of acquisition of aircraft
by Air India, (Anncxure-II), it was intimated to Air India that
post tender negotiations are banned with immediate effect, except
inn the case of ncgotations with the lowest tenderer. This was in
pursuance to the instructions issued by the Central Vigilance
Commissioncr. To this lewter, Air India replied on 68,1959
expressing difficultics in the implementation of these instructions.
Air [ndia have referred to this letter in their reply to the COPU.
The matter was taken up with CVC, who did not agree 10 exempt
Air India from the instructions already issued and this was
intimated 10 MD-Air India and other Officers in the quarterly
performance review mecting held on 14.2.2000.

B. Fleet Udlisation

4.8 The fleer utilisation achieved by Air India during the last 5 years
{1995-96 to 1099-2000)} and the first 9 months 2000-2001 is given here
under:

The utilisation is prescnted in term of block time and fleet utilisation

199596 109597  1997-98  1998.00  19%9- 2000- 2001
2000 {April-Dec.}
1 F 3 4 5 o
B4 7200 Hrs.per 1T 17951 1353 1167 TEH1 5835
annum £.40 5,46 4.28 4.65 214 530
Hrz/doyr
pircrah
B747-300 Hrs.per A1B3 450 4573 5403 6113 4117
BONUM 854 6.2 L) T.40 B.¥ 7.49
Hrvday/
aircrait
BT47-400 Hrs. per 16299 17442 22668 25612 ZA6HE 18457
annurn 1L.13 10, (i} 10.35 11.70 124 11.1%
Hrayduy#

aircraft
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1 2 3 4 L1 é
A0 B4 Hrs.per Y10 7183 THOD MY B1tY L 3 |
anum 593 &5 113 799 1.9 6.87
Hr/day!
adrcraft
A3 Hrs.per 3917 iy i) | 8528 2163 X34
annum B.1T .33 923 .7 9.35 Q42
Hrs/day’
pircradt

It may be scen from the above that Air India’s fleet is fully utilised with
the cxception of B747-200 aircraft.

4.9 In this connection, Al have furnished an u;':date of comparison of
Air India's aircraft utilisation with that of the industry which has been
tabulated below:

Industry(base} Al & & % of industry
{Apr.—Dec. 2000)

B747-200/300 100% 0%
B747-400 100% B4% |
A30GB4 _ 100% 183%
A310-300 100% 142%

4.10 When the Committee desired to know what measures Air India
have taken to increase the aircraft utilisation in respect of under-utilised
aircraft, it was stated by Air India that imprevement jn mircraft utilisation
is possible by:

(i) Increase the average flight cycle time by operating more Jong haul
flights;

{ii) Elimunate or minimise the domestic legs on international flights;

(iii) Reduce the multiplicity of fleet types and achieve a 2-3 types in the
fleer;

{iv) Modernise the flect by replacing the older aircraft with aew aircraft.

To this extent Air India has drawn up a time table which minimises the
domestic legs except when absolutely necessary from the commercial point
of view. Air India also has taken up a study to rationalise its fleet whereby
some of the old aircraft will be replaced by younger airplanes taken on dry
lease. With this, the fleet will be hrought down to 2/3 types instead of the
preseat 5 types.
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4.11 When the Committee enquired whether there i any scope for
improvement in daily utilisation of aircraft in Air India, the Ministry of
Civil Aviation stated in written reply, the following:

“There is scope for improvement in the daily utilisation of aircragt,
chiefly of Bocing 747. » 35 the wtilisation of other aircraft, is
either at par with the industry achievements or higher. With regard
to the B-747-200, Air India has dscided ta phase out its B-747-200s
as they are pot commerciaily viable. (Three aircraft have already
been sold). International comparisons can be made and it is agreed
that Air India is Perhaps not one of the best airines as far as daily
utilisation of aircraft is concerged. The Ministty has been
constantly reviewing the utilisation of aircraft along with other
subjects in the performance review meetings and exhorting Air
India to reach the best levels of performance.”

4.12 It has come to the notice of the Commiteee that apart from UK and
France, Air India daes not fly to any destination in Europe while a
nember of European carriers are doing flourishing business here. As
against entitlement of 39210 seats per week as on 19 Tuly, 2000 for UK and
Europe together, Al's actual utilisation of entitlemenis js 5371 Eeats S week
with own aircraft and additional 840 seats / week under different BSA /
CS5As with European Airlines. fn the Gulf sector, entitlements of 7841
seats “week unutilised as on 19th July, 2000,

4.13 On being asked as to why available capacity was not fully utilised,
the Ministry of Civil Aviation have in a writter reply, -stated:

“The chief reason for not being abie to fully utilise the traffic
rights available to Air India is related to its aircraft capacity
constraints. The Miristry has reviewed this aspect several times
and it is felt that on the ope hand an expansion of fleet i3
desirable, on the other the everall improvement in the on-time
performance and the inflight services is 4 etucial factor, In fact, in
order to enable Air India to access furds, which is the chief
restiicting factor for induction of aircraft, the Ministry has
approached the Finance Ministry twice already but have drawn a
blank. Therefore, now the Ministry has approved Air India’s
proposal to got in for dry lease of airerafi 10 regain its lost ground
and utilise its under-utilised traffic rights. Apart from other
meetings, discossions and correspondences, periodic performance
reviews are held the last of which was held on 14.2.2000."

C. Route Rationalisation

4.14 Air India is stated to have taken action to rationalise route
structurk by cutting down non-profitable routes and concentrating core
toutes, It has also been stated thar Air India has withdrawn its services
from Frankfurt, Geneva and Rome. It has entered into an agreement with
Air France 1o have comnect code share flights to Frankfurt, Geneva,
Amsterdam and Berlin. They have entered into code share/block space
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Arrangements with various airlines. Air India curremtly has ten code share-
cum block space arrangements to/from India viz., Air France and Austrain
Airlines, SAS, Swiss Air, Bellview {of Nigeria), Kuwait Airways Asiana
Virgin Atlantic, Acrofiot and Emirates. In addition, Air India also has
connect cade shares with Air France and Singapore Airlines.

4.15 Tn reply to a Lok Sabha Starred Cuestion No. 36% dated
43.12.1999, it has been stated that Air India and Indian Airlines fly 10 34
and 17 foreign destinations respectively. There has been an overlap on
seven destinations. The Government had issued route rationalisation
guidelines in Deccmber, 1998 requiring synergised operations to optimise
utilisation of available traffic rights. Air India is stated to have first right of
refusal to operate on all international sectors. The airline co-operation
jasues are reviewed in the light of the above guidelines from time to time.

4.16 When enquired what specific guidelines the Government had ssued
regarding route rationalisation in December, 1998, Air India has informed
the Committee that the Government of India had vide its order dated
18 December, 1998, dirccted Air India and Indian Airlines to rationalise
their schedules and take other related measures with cffect from

01 January, 1999 as follows:

(i} Schedules to/from commonly operated foreign statiens to be
rationalised 10 secure effective presence of Indian Carriers, wide
spread of timings and optimal utilisation cotitlements.

(ii) Fares to be common rated by bath Air India and IC.

(iiiy Network to Network Code Share Arrangement o be
implemented.

(iv) Al and IC should have common officers and GSAs, as far as
possible.
(v) For commencement of international operations on & new roule’

sector ar expansion thereof, the first right of refusal would be
with AI, within a given time frame.

{vi) Both airlines will first explore the possibility of leasing in and
leasing out of capacity to/frem each other at gaing market rates.

(vii) Al will not expand its operations on the Domestic Routes.

{vi#) Advertising, market promotion activities e1c. should be taken up
jointly by Al and IC.

4.17 When asked what actions have been taken by Air India in
consonance with these guidelines to minimise overlapping of operations, it
was stated that the Ministry of Civil Aviation had formed a Committee
comprising of representatives of Air India and Indian Airlines to discuss
the concept of Route Rationalisation and to advise the Management ways

10 reduce compelition between Aar India and Indian Airlines, improve
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yiclds and load factors, increase co-operation berween the two hirlines,
rationalise schedules fer the mutuial benehit of both the mirlines and to
jointly take up advertising and market promotion activities for the mutual
benefit of both the airlines.

The Committes on Route Rationalisation had a few meetings. However,
no concensus on the recommendations could emerge.

Asr India is of the view that Air India as the country’s international
carrier, should have primecy in international opemstions and that the
international routes granted to Indian Airlines at Air India‘s cost—to help
them when they were incurring Josses—should be retumned to Air India.

Ajr India is also of the view that paralle] operations by Air India and
Indian Airlines results in unhcalthy competition between the two airlines,
10 the detriment of both. Air India has, therefore, proposed the allocation
of international routes between Air India and Indian Airlines by foreign
station and has submitted a detailed proposal to the Ministry in this
regard.

While the Ministry has agreed that the 12 Joint Venture flights presently
being operated on the Calicut/Gulf/Calicut scctors with Indian Airlines'
A320 aireraft should be retumed to Air India, a decision on the broader
allocation of international routes being pursued by Air India has yet to be
faken.

4.18 In this connection, the Ministry of Civil Aviation have stated
through their written reply as follows:

“The issues of route rationalisation between Air India and Indian
Airlines have been under consideration of the Ministry of Civil
Aviation for quitc some time. Although attempts were made
carlier too in this direction, a Committee was again sct up on 6th
January, 2000 consisting of the Commercial Directors of the two
airlines to recommend measures for effective co-ordination and
route rationalisation of their international operations. Since this
Committee could not reach any agreement, the Ministry convencd
meetings with the representatives of the two airlines to sort out the
differences. Pending a final decision® on route rationalisation the
Ministry has suggested to the 1wo airlines that the existing joint
venture operations from Calkut consisting of four A-320
frequencies each to Muscar, Abu Dhabi, which were operated by
Indian Airlines with their equipment may be handed over to Air
India. It will be the ¢ndeavour of this Ministry to pursue the
matter further to ensure that some measure of synergy is achieved
in the operations of the wwo aithnes in terms of their Toute
structures and schedutes.”

"This decision of the Ministry 10 hand over 12 TV flighws presently being operated by IA o
Air Tndia has since been kept in obeyance.



CHAPTER ¥V
FINANCIAL ASPECTS
A. Financial Retulta

5.1 Air India has, in the past, consistently made profits. However, in the
recent years, Air India has been incurring huge Josses. A ten year profit/
loss profile is given below:

Year MNet Profit (Loss)
{Rs. in crore)

1993-91 B1.73

1991-92 145.8%
199293 133.14
1992-54 201.90
1994-95 40.80

1995-96 (271.84)
199%6-97 (206.94)
1997-98 (181.03)
1963-99 (174.48)
1999-2010 (37.63)

5.2 When enguired about the ressons for sudden decline in profitability
in 1994-95, Air India has stated that the main reasons for decline in profit
from Rs. 201.90 crores in 1993-94 to Rs. 40 80 crores in 1994-95 have been
due to the following factors:

{i} Frequent industrial orrests leading to disruptions in flight
scheduleds;

(ii} Increase in depreciation and interest cost on  account of
acquisition of four 747-400 aircraft;

(iii} The increase in expenditure by 18.71% due to insurance, fuel and
oil, landing, handling, lease reatal and hire charges;

{iv) Increase in the allowances payable 10 the employees and payment
of additional perquisites as per the Memorandum of
Understanding reached with the Unions, Association, Guids; and

{v) The drop in yield per RTKM by 7.2% te Rs. 18.59 as compared
to Rs. 2012 in the previoos year,

15
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5.3 When the Commitice desired to know the main reasons for
continuous losses in Air India since 1995-96, it was stated by Air India in a
writien reply as follows:

"{i) Rapid expansion in Capacity from 199495 {p 199697 —through
the induction of capacity on wet lease,
While this capacity induction helped Al to increase jis market
share—from 20.3% in 1994 to 21.6% in 1995—thia growth came
at a great cost. Al's profitability was scriously affected by a
softening of yields, parily caused by the need to drop fares in
order to be able to sell the additional capacity.
(ii) Increased Competition
{(a) The entry of Indian Airlines and other carriers such as Oman
Aviation and Qatar Airways on the India/Gulf Route—the
most profitable scgment of Al's oetwork-~has resulted in an
over-capacity situation, declining yislds and reduced profits for
Al
(b} Increased bilateral entitements for European carriers—and the
consequent increase in their deployment, to/from India—have
led the fare wars and increased discounting in a bid to attract
traffic.
(ii) Steep Increase in costs-due to rising fuel prices, increase in
salaries and allowances and higher interest burden due to working
capital loans.

(iv) Depreciation of the Indian Rupee.

(v) Ageing of Fleet resulting in reduced passenger appeal and
therefore lower yields.™

During 1997798, in order to contain the level of bosses being incurred,
Al implemented a turnarcund strategy which essentially entailed:
{a) Withdrawing of capacity from inhkercnily loss making routes and
redeploying it on more profitable rootes.
(b) Maximising the utilisation of the flest within the constraints of
pilot availability,
(c) Supplementing Al's core aetwork (i.e. physical cperations) with #
secondary network of code-shared services through alliances with
selected airlines.

(d) Replacing wet lcased capacity with its own capacity 1o the extent
passible.

Elfective May 1999, Air India implemented the redeployment of the
B 747-200-400 and A-310-300 fleets, sale of surplus B-T47-200 and closure
of three stations (Rome, Manchester and Frankfurt) and the
reconfiguration of the B 747-200, B 747-300 and B 747400 aircraft. The
abhove re-deployment and reconfiguration has resulted in a significant
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improvement in Al's operating results. During 1999.2000, Al has eamed
an operating profit of Rs. 76 crores. In fact, were it not for the steep
jncrease in fue! prices in 1999-2000-from USC 62/USG in April 1999 to
USC 128/USG in March 2000—Ait India wouid have generated Rs. 254
crores operating/Rs. 140 crores Net Profits in 199%-2000.

The thrice weekly services operated with the B747-400s on the loss-
making India/Frankfurt/Chicago route were withdrawn and the relcased
capigity was redeployed to repalee some of the cxisting B747-200
frequencies on the more profitable India/Gulf route. The B747-400s also
have a higher revenue ezming potential and lower operating cost than the
B747-200s. Similarly, the four weekly A310 services on the loss-making
Indis/Rome/Manchester route were withdrawn and this capacity was
redeployed to operate additional frequencies on the more profitable routes
to Hong Kong (3), Kuwait (3) Baharin (3) and Kuala Lumpur (1).

With the replacement of B747-200 frequencics by B747-400s on the
India/Gulf route, the RB747-200s operation were substantially
reduced—rendering surplus 3 B747-200s. These aircraft have since been
sold by AL

With the withdrawal of the India/Frankfurt/Chicago and the India/
Roma/Manchester services, three station viz. Frankfurt, Rome and
Manchester have become off-line. A substantial saving in establishment
costs has been achieved by closing down these stations.

The B747-200 and B747-300 Aircraft have been re-configured to
elimipate the First Class and to replace the First Class capacity with
Economy Class capacity—which has a higher revenue saming potential
than First Class capacity.

Other remedial measures taken to improve Al's operating results
include:—

(i) Emphasis on total schedules integrity and high on-time performanse.
(i) Improvement in flight service.
(iii) Markating initiatives to increase loads and yields.

(iv) Focus on route profitability and preference to higher yield statioas
in allocation of passenger/cargo capacity.

(¥) Implementation of more vigorous space mansgement {echnigues to
maximise capacity utilisabion and revenues.

{vi) Focus on cost reduction and ratignalisation.

(vii) Reduction in staff strength in Indis and abroad through rellback of
retirement age to 58 years and implementation of schemes such as
Shorter-Working Week, Leave Without Pay, Staff Redeployment to
operational areas, etc.
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{viii} Disposal of Air India’s non-perferming assets which also include the
surplus B747-200 aircraft, land at Nemol, Turbhe, Gurgaon, ete.

Dwuring the current year 2000-01, Air India is, with the approval of the
Board and the Ministry, considering the possibility of rationalising its fleet-
by replacing its older B747-200/A300-B4 aircraft and inducting A 310-3004
B747-300 Combi aircraft on dry lease. Air India is inducting 4 to 5
additional A310-300 aircraft on dry lease for growth -~ to take advantage
of profitable growth opportunitics in the profitable Gulf Region mnd to
rejtre 3 older A 300 B4 aircraft. The first aircraft was delivered by SIA on
15th December, 2000. The second is due on 15 February, 2001, The
balance two will be delivered by 30 April, 2001,

5.4 When enquired about the efferts made by Air India to reorient 1ts
marketing strategy in the post-liberalisation phase to keep up its
profitability, it was stated by Air India in a written reply that the following
steps were taken in this regard:—

Improve seat utilisatlon by Recycling seats

“Implemented auto cancellation of bookings. Bookings effected in the

system will be automatically cancelled if they are not ticketed within the

prescribed time-limits. This was being done mamually earlier™.

“Mew Ticketing time-limits have been drawn out and the system is being

programmed 50 a8 to accept onaly the correct time-limits. This will help

in weeding ouwt fictituous blocking of seats especially during peak
periods.™

“To curtail fictitugos bookings made by the Travel Agents, at the Board

of Airline Representatives in India (BAR India), it was unanimously

agresd 10 levy 2 charge of Rs. 200/~ to travel agents when passengers
who are booksd by them do not travel at the last minute.

The other ongoing exercise to generate additional revenue are as
follows.—

(i) Stations generating higher yields get preferential allocation of seats;

(ii) Two tired pricing system in some station in economy class till the
introduction of the ARMS package:

(iii) Targeting the front cnd of our mircraft by launching Corporate
Schemes, Companion Fare Schemes and improve frequent flier
promoticn;

(iv) Tepping the high yield Government and PSU traffic.

Internet Marketing—To increase our reach Internet Marketing is being

launched in USA in the pear future. Qur fares will be displayed on

selected Travel Portals. This will benefit by attracting those segments of
the market that do not normally deal through the present trave] agents
in USAa.™

Special internet fares were launched in Paris in 2000 for the loan period
to improve market sharc and capacity vtilisation.
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5.5 It was further stated by the Company that Government had
appeinted on Scptember 1997 a Committee of Experts under the
Chairmanship of Dr. Vijay Kelkar, then Finance Secretary to undertake a
comprehensive examination of the reasons for the losses incurred by Adr
India and to develop strategies—both short term and long term—for
turning around the Company, The Kelkar Committee is yet to submit its
report.

5.6 When asked to explain the reasons for the continuous losses in Adr
India, the Ministry of Civil Aviation in a written reply have stated as
under;—

“Air India bad made excelleat profits till 1994-95. However, since
1995-96 it started incurring losses. There were several reasons for the
losses ta have begun, such as (a) ephanced remuneration through liberal
wage agreements; (b) increase in its metwork by wet leased charter
operations ¢ven though Air India was aware that it may not be a profit
making proposition; (c) high repayment schedules for new aircraft
purchased; (d) increased union activities amongst B unions as a result of
uneven increase in. wages; and (2} general decline in discipline.

Besides mppainting a Committee {under the Chairmanship of Sh. V.

Kelkar) for making recommendations for improving Air India’s

performarce, the Ministry has beer monitoring the performance of Aar

India through periodic reviews. In the last four years, annual losses have

now come down as a result of this constant interaction. In 199%-2000, it

is estimated that Air [odia would have made a operating profit of about

Rs. 76 crore and it is Felt that the company is in the process of making a

tornaround. However, it may be noted that the sudden hike in process

of Aviation. Turbine fuel (ATF) in the late 199% and carly 2000 has hit
the profit marging drastically. Had the ATF prices remained the same,
the company would have made a profil in the year 19992000 of mare
than Rs. 254 crores.™

B, Debi—Equity Ratlo and Infusion of Funds

5.7 It has been stated by Air India that the Company's Dieb? Equity
Ratio is .08 for 1999.2000. This is higher than the industry norms maioly
due to the fact that Air [ndiz has a very low capital base of Rs. 133.84
crores and jts reserves were eroded due to accomulated losses of around
Rs. 1(KM crores since 1995-96. The implications of a high debt squity ratio
are weak Balance Sheet resulting in bankers and lenders considering Air
India as a high credit risk establishment. The solution o this problem rests
in infusion of capital, improving profitability and repaying its working
capital borrowings amounting to around Es. 1024 crores.

5.8 The company has alo statcd that the Government have not infused
any funds jnto Air Indiz in the last 5 years. The Disinvestorent
Commission has recommended infusion of Rs. 1600 crores into Air India
for its immediate requirements. [f this money was forthcoming, Air India
could have drawn up expansicn plaps/alternatively rapid working capiral
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loans availed of from Indian banks and could have returned to
profitability.
$9 When the Committee enguired about the decision taken by the
Ministry on the recommendstion of the Disinvestment Commission, the
Minisiry of Civil Aviation replied as under:
“The Mimistry received the recommendations of the Disinvestment
Commission in August 1998. The matter was examined and we agreed
with the views of the Disinvestment Commission.”

5.10 Regarding Capital Infusion, it was stayed by the Ministry of Civil
Aviation that Air India Corporation was restructured mto a public limited
company Air Iadia Limited, within imitial paid up equity capital of
Hs. 79.47 crores. Subsequently, a loan capital of Rs. 74.36 crores that had
been extended o Air India by the Government was converied into equity
capital of the Company with effect from 1.4.1994, thus bringing equity
base of the Company to Rs. 153.84 crores.

5.11 It was further stated the Ministry support the infusion of funds in
Air India by enhancing its equity. The Minister, Civil Aviation has already
written 7 letter to the Finance Minister sceking an assistance of Rs. 730
crores in Air India’s equity for aircraft acguisition, The Ministry had also
drafted a Cabinet not seeking the infusion of Rs. 1000 crores and
circulated to the various other Ministries including the Ministry of Finance.




CHAPTER VI
DISINVESTMENT IN AIR INDIA
6.1 “Disinvestment in Public Undertakings” has been taken uwp for

examination as a subject for horizontal study by the Committee during
2000-2001. Since the concept of “Distnvestment” will be examined in detail
in its Teport on the horizontal study of the subject, it has been decided to
dea! with Disinvestment with specific reference 1o Air India in the

succecding paragraphs.

6.2 Air India was on# of the PSUs referred by the Government of India
1o the Disinvestment Commissioa. The Disinvestment Commission m its
Report has recommended the disinvestment in Air India as per the
following Steps:

(i) The Govemment should immediarely provide Rs. 1000 crores as
equity for financial restructuring of Ad¥ India which would raise the
peid up share capital of Air India to Rs. 1154 crores.

{1} Simultaneously, initiate the process of induction of stategie

partner in Ajr India on the basis of global competitive bids,

through the issue of fresh equity sharcs of the face value of
Rs. 770 crores, This would enhance the puid-up equity capital in
Al to Rs. 1924 crotes and will reduce the Government helding to
60% . The strategic partner should be a consortium of airlines and
investors, with atleast 25% of the equity brought in by the
Consortium being held by Indian investors.

(iii) Government chould thereafter disinvest 20% of the total paid up

capital by offering 10% to domestic institutional Mvestors and the

remaining 10% to retail investors and employees a¢ a discount.
This will eventvally bring the government shareholding in Air
India to 40%.

6.3 The Disinvesiment Commission ' has indicated that the pre
gualification of the strategic investors should be based on their financial
tecnnical, marketing and managerial capabilitics and commitment for AI's
fleet expansion. They have indicated that a shareholder agreement
providing an appropriate share in the Management of Air Endia to the
siTategic partner would also be necessary.

6.4 When asked to clarify the position about the shares going to be
disinvested, the Secretary, Department of Disinvestment stated during
evidence as foliows:

“The decision that has been taken is that 40 per cent of the Air
India’s equity would be disinvested 1o a strategic parinet and vp to
26 per cent out of that 40 per cent can g0 to 3 foreign investor.
That is the ceiling. Seventy four per cent will essentially have to be

21
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the Indian equity, which means that whoever is the strategic
partner, will have to be a consortium of two — one an Indian
partner and one foreign partner. Forty per cent of the equity will
remain with the Government of India, up to 10% would go to the
employees and the balance would go ta the financial market. That
is the decision which has been taken.”

6.5 When enquired about the impact of implementing the
recommendations of Disinvestment Commission on Air India, it was stated
by Air India as follows:

“Implementation of recommendations of the Disinvestment
Commission will result in the strengthening of Air India's Balance
Sheet. We expect major stroctural changess in the organisation on a
permanent basis to take place if these recommendations are
implemented. The strategic partner s likely to implement
grganisational restructuring and business process reengineering for
increasing  efficiency and customer responsiveness. The
Disinvestment Commission have alse recommended that the
maintenance, engineering and ground support cperations of Air
India be lived off as separate companies. If implemented, this
waupld also be a major structural change.”

6.6 On the question of role of strategic partner in management, the
Secretary, Department of Disinvestment stated during evidence as under:

“Once the public ownership goes below 50 per cent, obvicusly, the
sysicms that were prevalent in the management will change,
obvionsly, when a strategic partner comes in, he would like to
have role in management, when you have a private shareholder
putting in 2 lat of money, he will have a system in management
which will be very substantial. However, the Government of India
will continue to hold 40 per cent. It means that the Government of
India will aiso have a say in management. Now, at présent, we
cannot visualise what the structure of management would be. The
structure of management would be decided in consultation with the
prospective bidders. If we give the entire control or the entire
management to the private sector, obviously, they will give »
higher pricc. If we give a very limited say in management, they
will give a very low price. So, there will have to be a cut off, and
that cut off will have to be decided after a great deal of discussion
with the prospective buyers and within the Govarnmeni. But it is
not as if we are doing this job for the first ime, Therc are very
large number of such airlines that have changed hands from public
management to private management all over the world and we
have got the answers to thesc questions available, in case of other
airlines. Thesc precedents will guide vs.
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In the Aircraft Act, we have got a provision that there can be a
direction to the Board of Air India. There would be many other
agreements, many other clauses, where such kinds of interventions
are possible in public interest, Now, all these will have to be gone
through, and the procedure is like this. The procedure of
disinvestment which has been decided here has been decided after
a great deal of deliberation. What we have tried 10 do in
Government is to keep this procedure as tramsparent as possibie,
keep this procedure in a manner that the Government has very
little discretion in the decisions.”

6.7 On the question of appointment of Global Advisor for Air India, the
Secretary, Department of Disinvestment stated during evidence as undex:

“When we issued advertisement, we got four offers, that is, from
M. 1M, Morgan Stenley, M/s. Lazard India Consortivm,
M. Solomon $mith Barmney Consortium, and M/, Sumitomo
Bank Consortivm.

The procedure that we follow is, we look at the consortia, we
look at their experience in dealing with these questions, we look at
their commitment te India, how much of staff they have in India,
how many officers they have got in India, what role they have
played in the Indian investment operations, and then we qualify
two or three out of the offers that we get. We qualified, in this
case, bwo bidders,

The next procedure is that we ask the bidders for price bids, In
thiz case also, price bids were received from the two bidders. The
tule is that once we have short-listed someone, end once we have
decided that he is technically qualified, then we straightaway go for
the opening of his price bid. Once the price bid is opened, then we
do not see whether he was beticr qualified or less qualified. So,
there is a line like this. After we opened the price bids, the
consultancy was awarded to the lowest bid, in this case, it was
Mss. 1.M. Morgan Stanlcy, which is a consortium of an
international firm and an Indian Company. Now, they will assist
us, the Inter-Ministerial Group consisting of Disinvestment, Civil
Aviation, Finance and Public Enterprises in going through the
entire process. They will assist us and they will tell us what
happened in the other countries. They will assist us and tell us as
to what are the management patterns in the privatised airlines
sisewhere in the world. They will 12l vs as 1o how much of share
holding has been given in which country, how much has come
through direct investment eic., so that the Government committee
can decide as to how to go forward. That is the exercise that we
are doing at present.”



CHAFTER VII
GENERAL ISSUES
A. General Sales Agent

7.1 There are 70 GSAs in Air India, out of whick 68 are in foreign
countries. It has come to the notice of the Committee that Air India has
decided 10 do a worldwide review of its General Sales Agents (GSAs). It
has taken cognisance of the fact that its distribution costs are among the
highest in the world. Some GSAs were given additional commissions as
Productivity-Linked Bonus as an incentive for generating optimuom
business.

7.2 When enguired to know the procedure for appointment of GSAs it
was stated by Air India that the current procedure followed for
appointment of a GSA for'a sales territory is as under:

(1) Manager of the sales territory should put up detailed justification
for the appointment or change of a GSA to the Regional Director;

(i) Bascd on the justification, if the Regional Director is convinced of
the need to appoint a GSA, be sends 3 proposal to the
Commercial Director giving detailed justification supported with a
cost benefit analysis for the CD's approval in prirciple to appoint a
GSA for the sales terntory;

(iii} On receipt of CD¥s approval in princple, a- local Committee
comprising of the Rcgional Dvrector, the Manager under whose
jurisdiction the saleg territory falls and the Regiona) Finance &
Accounts Manager releass public notices/advertisements in the
sales territory calling for applications for appointment of a GSA;

{iv) Responses received arc scrutinised by the local Comimittes, and
followed by visits to the applicants’ office locations, after
intervicwing them, a short-list is prepared and the Committee puts
up its report to the Commercial Director;

(v} Commercial Director then antharises the GSA Committes to meet

and interview the short-listed parties, inspect their office premises
and submit its recommendations to him;

{vi) On receipt of the GSA Committee’s recommendations, the
Commercial Director sobmits his  tecommendations to  the
Managing Director for authorisation to appoint the selected party
as Air India's GSA for the said territory.

7.3 Reparding sclection ¢rtenia for a GSA, it was stated by
Adr India as follows:

(i) Availamlity of professional qualified staff;
A4
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{ii) Suitable office lpcation;

(iii) Potential to increase Air India’s sales;

(iv) Preparcdness to provide facilities 1o Air-India, such as proper office

wccommodation, sharing of communication costs, €ic.; and

(v} Availability of adequete Bank Guarantee.

In addition, if the previous GSA has filed a lawsuit against Air India,
the selection criteria also includes the applicants's confirmation, that they
would bear all legal costs as well as pay the damages on behalf of Air
India to the previous GSA if so ruled by the Court.

There arc two types of GSAs—Restricted G5As and Uprestricted GSAs:

(i) Resricted GSAs—who are entitled to Over-Riding Commission
(ORC) only on the salcs performed and tickets issued by thcm, and

(iiy Unrestricted GSAs—who are entitled to Over-Riding Commission
(ORC) on all sales and ticketing done in their territory.

7.4 In regard to the appointment of GSA in London, the Secretary,
Ministry of Civil Aviation stated doring evidence as follows:

N irersrieeen.. e existing GSA in UK or for the matter anywhere,
wherever we would be removing the system of GSA, there would be
a2 special consideration for him. May I expiain the consideration?
When I took over as Seerctary for Civil Aviation, this was one of the
things which I saw in the papers and [ went into that matter. Now, as
per IATA rules, GSAs cannot be members of the IATA. Anybody
who is a GSA cannot be a member of the IATA. As such, since we
were asking for JATA members to apply as consolidators, it would
mean that the existing person, whoever it might be, would not
considered at all. That would sot be to our advantage that the
existing person who has buoilt a market and who has known us and
who has worked with us, he should be at an disadvantage because we
make a rute that only IATA members may apply and that he will not
be considered. Therefore, since an existing member is a GSA but he
could not be IATA member, this relaxation has been given.”

7.5 When the Committes desired to enquire ebout the Bank Guarantee
for being a Consolidator in London, the Secrctary, Ministry of Civil
Aviation stated dunng evidence as follows:

“. . owiur......the Bank Guarantee amount for a Consolidator in the UK
market has been fixed at GBP 1 million. Those who have got a
tornover of GBP 20 million should apply and GBP 20 million docs
not mean that he would be doing business for just ome airline. He
may be doing all kinds of business for five or six airlines. He may be
doing it for charters. He should have a size.”

7.6 In a related question regarding appointment of GSA in Landon, the
Government in an answet o an unstarred question (no. 5229} in the Lok
Gabha dated 22.12.2000, stated that a preliminary inquiry report has been
received from Air India alleging that Mg, Welcome Travels, General
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Sgles Agent of Air India in Londoa have been benefited by Rs. 3 croces in
the year 1997-58 by revision of slabs of Productivity Linked Incentives
(PLI). It was also statzd that the allegations in respect of undue favours
shown to M4$. Welcome Travels by officials of Air India is being examined
in the Ministry.

1.7 When the Committez enquired to know what role do the Ministry
play in the selection of GSAs, it was stated by Ministry of Civil Aviation
as follows:

“The Ministry has no role to play in this area.....On the receipt of
the report of the COPU in 1987 on the subject of the appointment of
GSAs in Air India, the Air India, has revised the guidelines and
procedures for appointment of GSAs.”

B. Ouisourcing

7.8 During evidence of the representatives of Air India, the Managing
Director, Air India stated the following:

"Meost of the airlines have outsources their major activitics. Some
have even outsourced information technolegy, which is a vital part in
this field, ............ To become virtuzl airlines, they only concentrate
on the physical operation of the aircrafr......”

7.% When enquired about the outsourcing activities in major airlines, the
information furnished by AI through a post-cvidence reply is tabulated
below:

tName of the Activities contracted out Whether any local Law
Aitlines apply
1 2 a
Aeringus (1} Maintenance of There is total freedom
premises in law to ouoisource
{2) Maintenance of any work.

air-conditioning plant
(3) All electrical work
(4) Mainicnance of Crew

mini buses and all

Ramp Equipment.
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1

2

3

Air Portugal

Cathay Pacific

Singapore Adrlines

(1) Housc-keeping and
maintenance of
premises.

{2) Maintenance  and
operation of air-
conditioning plants

and electrical
installations.

(3) Security

() Tramsportation and
maintefance of
vehicles,

{1) House-keeping and
maintenance of

premises.

{1) Maintepance  and
aperation of
conditioning  plant
and clectrical
installations.

(3) Transportation and
maintenance of
vehicles.

(4) Crew pick-up and
handling of aircraft.

(1} House-keeping and

maintenance of
premises.

(2) Maintenance  and
operation of
conditioning  plant
and eletrical
installations.

(3) Transportation and
mEintenance of
vehicles,

(4) Crew pick-up and
handling of aircraft.

Ther¢ are ng compulsory
provisions.

No local laws governing
outsgurcing of above

achivities.




1 2 3

Lufthansa {1) Enginccring Dept.  No special nationallocal
has been hived off laws  on  outsourcing
as a separate other Ahan co-
Company called determination ar co-
Lufthansa management laws.
Technik.

(2) House-keeping and
maintenance of
premises.

{3} Maintenance  and
cperation of
conditicning  pilant
and electrical
installations.

Indian Airlines {1} Maintenance and Contract labour
cperation of con- (Regulation & Abolition)
ditioning plant and Act, 1970 i3 applicable,
elacirical
installations.

Sipgapore Airlines have floated a wholly subsidiary company called the
Singapore Terminal Services Private Limited (SATS) comprising of three
operating companies namely SATS Airport Service, SATS Catering
Company, SATS Security Service. In addition, its Enginecring Department
has been hived off as separate Company called SIA Engineering Company.

The Bntish Airways i3 also outsourcing in a very large way and
endeavouring itself to turn into a virtwal airline concentrating completely
on corc activittes by outsourcing other job functionalities and setrvice to
Companics specialised in these areas who are competitive and beat suited
to carry out such assignments.

7.10 When asked to ocutline the functions which AI would like to
putsouree, it was stated out by Air India in a2 written reply as follows:
“Funclions which Air Indis would like to outsource

In genera! all subsidiary, incidental and peripheral activities relating to
the running of the airlinz business other than the corc business and in
particular, the following subsidiary functions have to be outsourced:—

{a) Cabin Catering and Cabin Maintenance inclusive of cabin cleaning,

cabin trays etc.

{b} Handing of Bond Stores-Loading carts.

{c) Servicing and packing of inflight items like hendsets etc.

(d) Civil Utility and maintenance of all electrica! installations, air-

conditioning plant.
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(¢) Annual maintenance and operation of instaliations in the
Engineering Facility Division of Engineering Department inclusive
of meintenance and servicing of equipment/facilities used in the
said Division,

(f) Maintenance and servicing of Transport Equipment in the Ground
Services Department inclusive of maintenance and overhaul of
diesel tractors and forklifts as well as other equipment used for
ground handling.

(g) Maintepance and servicing of vehicles used in the Transport
Workshop of Ground Services Department inclusive of servicing of
air-conditioners used in the crew pick-up vehicles, stitching of
container curtains, uphalstery works on all 1ypes of vehicles used in
the Ground Service Department.

(k) Al vehicles and Ramp equipment are fuelled through Petral/Diesel
pumps maaned by our staff. This activity can be outsourced.

(i) Servicinginaintenancedperation of water treatment, filtration and
softening plant.

(j) Effluent treatment plant.

(k) Maintenance and housekeeping activities of various buildings and
premises like security coverage, fire fighting system, cleaning and
upkeep of premises, water supply, and plumbing.

(1) Security fumctions like strapping and screeming of passenger
baggage.

(m) Elevated Transfer Vehicle.

(n) Specialised Deep upkeep with shampooing of aircraft.

(o) Transport function inclusive of crew pick-up and drop in facility,
movement of personnel within the airport premises.

{p) Canteen facilities.

(q) Medical facilities.

{1} Entire natwork of communication systems.

(s) Maintenance service relating 1o Housing Colonics and Apartments
leased by Air India.

{t} Eatire ground handling service functions relating to handling of
foreign carriers and HAIJ Charters to be carried out by Air India
Charters Limited.

(u} Customs clearance of all non-bonded imports.
(v) Transit bond packing of cabin items.

(w) Packing of aircraft spares and other materigls for despatch to
outstations.
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7.11 The reasons for outsourcing are stated to be as follows:

(a} To make the running of the core business of the Company as a
financiaily viable enterprise,

{b) To provide more economical and competitive service fo the travelling
passengers by reducing the manpower employed in all these
operations directly by Air India.

{c) To reduce overhead costs in carrying out these snbsidiary functions
by way of reduction in inventory items like spare parts etec,

(d) To get these jobs done by specialised agencies that have expertise in
these areas of operations.

(e) To avoid payment of Air India salary and allowances and other
perks, which are revised regularly, based on the demands from the
Unions/Associations Guilds.

7.12 On being asked what impediments arc there if certain services in
Air India are to be outsourced for cutting costs, it was stated by Al in a
written reply ns fallows:

“Yes, the existing provisions of Contract Labour (Regulation &
Abalition) Act, 1970 (Act No. 37 of 1970) do not permit outsourcing
of activitics,

The abjective of the Act is to regulate the employment of contract
labour in certain establishments and to provide for its abdlition in
cerain circumstances and for matters connected therewith.

The Act is not made applicable to establishments in which work of an
intermittent of casual nature js performed. In other works, it the
work is perennial mature, the provisions of the said Act will be
attracted.”

Section 10 di:als_ the Prohibition of Employment of Contract Labour

(i) Notwithstanding anything contained in this Act, the Appropriate
Government may, after consultation with the Central Board, or as
the case may be, a State Board, prohibit, by Notification in the
Official Gazette, employment of Contract Labour in any process,
operation or other work in any establishment,

(i) Before issuing any Notificaticn under sub-section (1), in relation to
an establishment, the Appropriate Government shall have regard
to the conditions of work and the benefits provided for the
contract labour in that establishment, and other relevant factors
such as:

(8) Whether the process, operation or other work is incidental
10, or necessary for the industry, trade, business,
manufacture or occupation that is carried on in the
establishment;
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(b} Whether it is of a perennial nature, that is to 2ay, it is of sufficient
duration having regard the nature of industry, trade, business,
manufacture or occupation carried on in that establishment;

{c) Whether it is done ordinarly through regular workmen in that
establishment or an establishment similar thereto;

{d) Whether i is sufficient 10 employ considerable number of whole time
workmen."”

7.13 Tt was also stated that in exsreise of the powers under section 10 of
the Contract Labour {R&A) Act, 1970 Central Government has issued twa
Motifications, the details of which are given below:

“Notification dated December 7, 1976 prohibiting employment of
Contract Labour in clesning sweeping, dusting and watch & ward of
buildings owned or occupicd by the establishmeats in respect of
which the Appropriate Act under the said Ast iz Central
Government,

Notification dated November 16, 1999 prohibits the employment of
contract labour in respect of Air India in the below mentioned
activities:

(i) Day-today maintenance and operalion of air-conditioning plants,
generator sets and clectrical installations excluding however,
periodical maintenance such as annual overhaul of equipment or
heavy break downs.

(i) Maintenance and operation of efflvent treatment plants.

{iii) Telephone mechanics.

(iv) Carge Handlings i.c. loading and unloading of cargo.

(v) Day-to-dsy maintenance and operation of fire fighting equipment

including fire sxtinguishers and appliances excluding the annual
periodical maintenance of these equipment.”

7.14 In view of the Notification dated December 7, 1976 prohibiting the
employment of contract labour in cleaning, sweeping and waich and ward,
Air India has regularised the following number of contractual Sweepers
and Secvority Guards:—

Safai Kamgars P 6y
Security Guards 1192
Total : 826

“The Steel Authority of India have, however, challenged the
judgement of the Supreme Court dated December 6, 1966 in the case
of Air India vs. Union of India for review petition before Five Judges
of the Supremc Court which has been admitted and is pending with
the Supreme Court.

In the case of Netification dated November 16, 1999, Air Indis,
Airports Authority of India and Indian Airlines have hled a writ
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petition in the Dclhi High Court which has beea admitted and the
opcration of the said Notification is stayed.

7.15 On being asked to extend their views regarding outsourcing, the
Ministry of Civil Aviation have, in a written reply, state:

“The Ministry is in favour of outsourcing of activitics in Air India as
it is a practice followed by 2l private airlines world-wide and helps
the airlines to reduce cosis tremendously. However, the Ministry is
also bound by the Contract Labour (R&A) Act, 1970 which docs not
permit outsourcing.”

7,16 It has also been stated that the Ministry of Civil Aviation have
requested the Ministry of Labour for suitable change in the definition of
“Workmen under the Industrial Bisputes Act, 1947 so as to exclude
highly paid personael like Pilots and Engineers from 1he purview of the
Act.

The question of outsourcing of cartain activities by way of exemption
from the provisions of Contract Labonr Act, 1970 was taken up with the
Ministry of Labour in 1997 but no decision has been taken up so far. In
the meantime, Ministry of Labour issued a Gazette Notification on
16.11.199% prohibiting the employment of certajn contract labour in jobs,
operations or processes in the establishments of Indian Airlines, Air India
and Airports Authority of India. The Indian Airlines, Air India and
Airports Authority of India have challenged the above notification in the
Delhi High Court.

C. New Clvil Avlation Policy

7.17 During evidence of the representatives of Air India Limited, it has
come to the notice of the Committee that the Ministry were in the process
of drafting the New Civil Aviation Policy.

7.18 When the Committee enguired about draft Civil Aviation Policy,
the Ministry of Civil Aviation have stated the following through a written
reply:

*“The draft Civil Aviation Policy, seeks to set op a policy framework
to promote efficient, cost effective and orderly prowth of air
transport, casere safcty and security in  co-ordination  with
international standards and generate a healthy competitive  civil
aviation environment which contributes to social and ecomomic
development of the country. This policy document is being finalised
and will be annouvnced in the near foture.™



CHAPTER VIII
RECOMMENDATIONS/OBSERVATIONS OF THE COMMITTEE
Recommendation Neo. 1

Board of Directors

8.1 The Committee find thal there are no Functional Direciors and also
Non-official Directors in the Board of Directors of Air India for the last iwo
years completely. The current Managing Director is the only person who Is
professioually conversant with the airlines busioess in the current Roard of
Drrectors which consists of four Covernment Directors and one professional
manager. The Committee regret (o note that the current composition of the
Bowrrd of Directors ks not at sll In accordance with the guidelines lssued by
the Department of Public Enterprises in March, 1992. The Committee also
wish to point out that in the sbsence of any Functional Drector on the
Hoard, which should be actually 50% of the toial strength, the Board of
Directors of Alr Indle could not get the apprepriate Inputs for decision
making in such crucial aress as Personnel Management, Engineering,
Financial and Commercial Magagement on which the profitability of a
Company definitely depend. The Commitiee feel that a professionally
managed Public Sector Enterprise, which has go ideal combination of
Government Directors, Foncionsl Directors and Non-official Directors as
indicated in the DPE guidelines of March, 1992, alone can steer a Compuny
on the path of success. The Commlitee sre not at all convinced with the ples
of the impending disinvestment a5 the resson for not constituting the Board
of Directors fully and they leel that vecancies on the Board of Directors of
the Company shoold have been filled up se that the state of affairs
improved in the Company and the buyers offer o betier bid during the
disinvesiment process.

Recommendation No, 2
Financial Powers of the Board

B.2 The Committee nete that according to an order of Department of
Public Enterprises daled 19 August, 1990, the investment limit upio which
the Board of Directors can take a decision was flxed at Rs. 50 crores and,
iherefore, the Board of Air India has to necessarily go to the Government
for any investment decision exceeding Rs. 50 crores. The investment
decisions beyond this limit have alsio to go through not only the
Administrative Ministry but slso to multlplicity of agencles such as PIR,
Planning Commission, Ministry of Finance, PMO, Committee of
Secrelaries, Cabinet Commlttee etc. which would necessarily Invelve a I of
time in arriving at a decision. The limit of Rs. 50 crores obviously is
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abysmally low when it comes (o the question of acquisltion of aircraft where
ot 2 single aireraft can be purchased even with Rs. 400 crores per updt,
The Commitiee not that the quesilon of acquisition of sircraft has been
hanging Ore for more than & decade and the Company suffered hnge losses
due to this complicated procedure. The Commiitee are dismayed 0 not that
no concrete action was taken by the Minisiry of Clvil Aviation in conferring
greater autgnomy o the Board of Air India, The Committee wish to pelnt
out Lhat the need of the hour is to sctual confer full financlal autonomy on &
completely professionalised Board of Directors 5o that they remlly achieve
the turn around and overcome their present difficulties which remalned
[nsurmountable due to the complicated rigmarcle of Government
procedures. The Committes also winh 1o Impress upen the Government that
compiete aulonomy 1o a totally professionally mabaged Company alone is
the key to make an enterprise successful and they, therefore, recommend
thai concrete action [n this regard should be taken Immedlately delinking
the whole issae from the queston of disinvestment, Conferment of
autenomy again will make the Company more atiractive and would help the
Government to get a proper value for the Company when they go in for
disinvestment.

Recommendation No. 3
Procedure for Acquisition of Alrcraft

8.3 The Commitiee nole that the Government have beet toying with the
idea of acquisition of wircraft for Air India for more than a decade and the
Government had come up with an ambitious programme in the Ninsth Plan
Docwment for the acquisitlon of new aircraft, Even after almost four Yeurs
of the current Plan has been aver, the Alr India could oot even complete the
first step of assessment by Technical Committee which is one among the
endless number of steps grescribed for the acqulsition of afrcrafl. A perusal
of whatever Government orders that were issued recently on the subject of
simpiification of procedure for scquisition of mireraft show that these do not
Rppear 1o contain anything meaningful that really cuts down the delay. The
Committee also are surprised to note that the Governmeni has been
excrrised over the C¥( guidelines an the procedure relating to post-tender
negotiations, while in actuality they are several miles far away from that
stage. The entire concern over this wmatter appears Lo be meaningless and
purposeless at this stage, The Commiltee feel strongly that the matter of
simplification of procedure for scquisition of mircraft by Airlines Companies
should be readdressed at the highest level immediately.

Recommendation Ne. 4
Flight Utilisation

8.4 The Committee note that the hours per day an ajrcraft is operated on
an average for varlons 1ypes of airerall hus been not satisfactory and it was
not comparable io the achievements of the best aivlioes in the world in
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the matter of higher daily wtilisation of aircraft. The Committee note that
the Ministry of Civil Aviation had alrcady approved the proposal of Air
India 1o go in for dry-lease of aircraft to make use of its unutilised traffic
rights. The Committee recommend that the matter of dry-lease of aircraft
by Air India should be quickly finalised. The Committee further recom-
mend that cffective steps should be taken to increasc ihe hours for which
cach amircraft is put to use every day and the actual level of increased
utilisation may be intimated to the Committee.

Becommendation No. 5
Qverlapping of Operatons by Indian Alriines and Alr Indla

B.5. The Commitiee note that on seversal routes, the Indian Alrtloes and
Air India compete wilh each other leading to unhealthy competition and
mutual loss. The Commiltee further note thet some ubnsuccessful efforts
were made by the Ministry to resolve the matier hy forming a Committer
on Route Rationllsatlon, Since no consensus could be arrived at in the
Committee sitilngs, another Committee was set up agaln on & January, 2000
consisting of the Commercial Directors of the twa Adrlines to recommend
measures for effective coordination snd route rationtisatlon of thelr inter-
nation]l operations, which again [ailed 1o reach any agreement. The
Committee find that so far the Ministry could not forge out any comprehen-
give solution to this matter and they find themselves at the same place where
they started two yeors back, The Committee deprecate the lotransigent
attitude of hoth the Airlines with regard to this matter which has led to
avoidable loss and elso deplore the helplessness of the Adminlstrative
Ministry concerned (n the matter. The Committes, therefore, recommend
thai (his matter should he serlously addressed by the Ministry immediately
to arrive at a sohtion within two months from the date of presentalion of
this repori.

Recommendation No, 6

Kelkar Committee Report

§.6 The Commiltee heve been Imformed that the Government has
appolnted » Committee of Experts under the Chalrmanship of Dr. Vijay
Kelkar in September, 1997 10 undertake a comprehensive examination of
the reasons for the losses Incurred by Alr India and other sirategles - both
short-term and long-term- for trning arcund the Company and the Kelkar
Commlitee i3 yet to submit (ts Report. The Commlttee are concerned to
pote that even after a iapse of more than three yesrs, (he Expert Committes
could not submit any Report while Air India contlnped to reel under Josses.
The Committee desire that a definite lime-frame showld be fixed for the
commpletion of stndy by the Kelkar Committee, as the Commiltee find no
utillty in setiing up sach an Expert Committee if they could oot come up
with timely Report to remedy the situation. The need for an early Heport
from the Expert Committee is all the more urgent in view of the necessily to
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show-case Alr Indla for offering it on dislpvestment, The Commitiee desire
that the Kelkar Committee should preferably submit thelr Report before ihe
end of this current financial year.

Recommendation No. 7

Disinvestinent
8.7 The Committee uote that the process of dislnvestment of Alr India

had already ecommenced and M/s. JM. Morgan Stanley has been
commissioned as Global Adviser for the process. In view of disinyestment,
decisions on many vital Issues such as infusion of equity for acquisition of
aircraft, dry lease Coustitution of Board of Direciors etc. have been kept
pending. The Commlitee, therefore, recommend that if a loog time Is Ikely
to be taken for completing the process of disinvesiment, the Covernment
should take appropriate decision In varipus matters immediately. The
Committee would urge upon the Government that while flnalising the
disinvestment of the Company, the Interest of the employees should be
protected and there should be no retrenchment of employees In Air India
and the pew management of the Company would abide by the Commitients
made earlier to the Central Government in this regard. Before fInalisation
of the ngrecment on disinvestment, the Committee should he apprised sbout
the transparency of the whole deal including the terms such ss valualion,
cornmitments on welfare of emplovees etc.

Recommendation No. §
Appointment of General Sales Agents

8.8 The Committee note that there is a procedure prescribed for

nppointment of General Sales Agents by Air Indie. The Committee feel that
certain stipulations prescribed in respect of appeintment of GSA In London
had excluded several other potential bidders and the reappointment of the
earlier GSA egain was not satlsfactorily explained to the Committee, The
Committee recommend that the meanner In which this agency was awarded
should be thoroughly enguived Into and they further recommend that the
existing guidelines and stipulatlons on the subject should be thoroughly
reviewed o plug in the loopholes. The Committes alto recommend that the
Government should explore the possibility of appoioting GSAs throupgh the
process of auclion or by invitation of tenders.

Recommendation No. 9

Outsourcing

8.9 The Committee heve been given {0 understand that most of the
alrlines have outspurced many of their activities. They only concenirate on
core activities, that is the physical operation of the alrcrafl. The Aerlingus,
Air Portugul, Cathey Pacifle, Singapore Airlines, Lufthansa and the Britlsh
Alrway: have ontsourced In a very large way most of their allied activities.
Even the Singupore Airlines have floated a wholly subsidiary company for
undertaking oolsourcing ectlvities. The Indisn Afrlines In our country has
cutsourced the activities relating to maintenance and operation of alr
conditloning plant and electrical installations. Even though Alr India is
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willing to outsource some of s functions in order to make the running of
the core business of the company &5 & viahle enterprise, [t has not heen able
to do so because the existing provisions of Coutract Labour {Regulation &
Ahalition) Act, 1970 (Act No. 37 of 1970) and Notlficatlon issued thereunder
which do not permit outsourcing of activities, Moreover, section 10 of the
Contract Labour {R&A) Act prohibiis the employment of contract labour in
cleaning, sweeping, dusting and watch & ward of bulldings. The Commitiee
gather an impression that hed the comparny been given un opportunity lo
outsource its allied activities, it could have concentrated on the core actlvity
and would have either earned profit and/or would have reduced the losses.
In the drcumstances, the Committee can only recommend that Government
should glve due considerations to amend secilon 10 of the Contract Labour
Act, 1970 accordingly. They also desive that at least one member from the
Ministry of Civll Aviation should he associated with the Central Adviscry
Contract Labour Board which recommends abolltlon or contlouance of the
systems o the Labour Ministry. The action taken 1o this regard may be
intimaied to thin Committee a1 the earliest.

Recommendaiien No. 10
New Clvil Avlation FPolicy

.10 The Committee note that formulation of a new Civil Aviatlon Policy
by the Government has been pending for quite a long time. Taking into
considgeratlon that the process of disinvestment of the alrlines has begun, the
Committee recommend that the new Civil Aviation Policy should be
flnalised without any further delay.

New Deva; VIIAY KUMAR MALHOTRA,
February T, 2001 Chairman
Commitiee on Public Undertakings

Magha 18, 1922(5)



ANNEXURE I
(vide para 4.4)

No. AV. 18018/5/95-AA
Government of india
Ministry of Civil Aviatlon

New Delhi, date 5.9.97

SumecTi—Streamiining of procedure for acquisition of aircraft,

The proposals for acquisition of aircraft by Air India and Indian Airlines
have been under the consideration of the Management and the Boards of
the twe Companics for quite some time. The delay in acquisition of
aircraft has been criticised in various fora including the Parliament and the
Press. It is, therefore, necessary that the procedure for acquisition of
aircraft is streamlined by reducing the delays at various stages end at the
same time ensuring that the proposals are processed in transparent
manner. With view to achieving the above objective, it is suggested that
the foltowing procedure may be adopted in dealing with the proposals for
acquisition of aircraft:—

{i} Tender Procedure: The technical parameters should be standsr-
dised and frozen and only thereafter the financial bids should be
¢valuated, in case certain changes are made in the technical
parameters at the time of financial negokations, the matters
should be referced back to the Technical Evaluation Committes
for inclusion of the amended/amplified parameters. Thereafter,
negotiations should be conducted on the basis of revised techmnical
parameters.

(it) Io-house Committee: Techno-cconomic evalwation and negotistions
with the shortlisted parties should be carried out by In-house
Committee of Experts of the airlines as the requisite expertise for
this purpose is available in both the airlines. It will also result in
user agency/depariment being closely associated in the process of
selection of the aircrafi.
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(tii) Approval by Board: To reduce delays, it is advisable that
report/recommendations of the In-house Committee be
placed before the whole Board (rather than any Sob-
Committee) for recommendation.

Sepding of proposals to Government: Based on the recommendations of
the Board, the Management of the Airkine should send proposal 10 the
Ministry for further necessary action in securing approval of the competent
authority.

Sd~
{Prakash Chandra)
Under Secrctary to the Govi. of India.

Ta

1. Shri P.C. Sen,
Chairman & Managing Director,
Tadian Aitlines L.,
New Delhi.

2. Shri M.P. Mascarenhas,
Managing Direcior,
Air India Lid.,

Mariman Point,
Mumbai—300 021.

Copy to JS & FA; J8(5), J5(RC) for information and mecessary action.



ANNEXURE-If
{vide para 4.4)
No. AV, 18039/1/99.A]
Government of India
Ministry of Civil Aviation

R.G. Bhawan,
Sefdarjung Airport,
New I!l'.'l“r:.'«n11‘..1“:! 110003
20th July, 1999
Ta,
Shri M.P. Mascarenhas
Managing Director
Air India Lid.
Air India Building
Nariman Point
Mumbai
Svasrcri—Acquisition of aircraft by Air India
8ir,

Please refer to  yow lemer No. HQ/14-56(1)/1722  dated
26.5.1999 requesting the Ministry for infusion of Rs. 2000 CTOIes as
equity’ capital to serve ps margin money for the acquisition of new
gircraft by Air India. In this connection, ¥our attention is also
invited to  the discussions on the Report of the Techical
Committee in the mecting of Air India Board hetd og 29-5-1999,

2. Acquisition of aircraft is ap extremely critical decision for
any airline, which  determines its  range, character apd
profitability for the next 15—20 years, besides sending signals
regarding its corporate vision, strategy and business acumen, The
decision is imeversible in the short tun and for an airline with a
smell  fleer  (like Ajr India) an error may cause irreparable
demage. ‘Therefore, apart  from the observations made at the
meeting of the Air India Board te consider the Report of the
Technica! Committee, Air Indija recds 1o ke into mccount the
following factor before finalising their proposal for acquisition
of ajreraft:—

(1) Clarity of Missiun;—

AT India nced 1o injtiate the excreise  for  selection of
aireraft with a clear vision and definition of its mission, brand
image and presence level in different parts of the world over the
NEXt 1wo decades. The preferred client-group  (first/business or
economy class) with corresponding  product devclopment, tarpeted

40



4l

market share and desired alliances (for better operations,
connectivity and marketing) would need to be spelt out
clearly. The Intezrnational standards, as also the present
and projected foture producis/services by competitors,
would need ta be surveyed and taken into account. In-
depth analysis of alliance and route options would need 1o
be undertaken on this basis.

(ii) Alrcraft Technology:—

The parameters and choices with regard to sircraft technology,
performance and options including operational/fuel efficicncy,
maintenznce considerations, et¢. would need to be clearly analysed.
This exercise would include the factors relevant in determination of
the range, capacity and configuration of the candidale aircraft.

(ifi) Financlal Analysis:—

Acquisition of aircraft would alse necessarily have to be 2 sonnd
investment decision. A detailed financial anaiysis would, therefore,
be essential for a decision in this regard. This should take into
accoumt the margin monéy requirement, quantum and terms of
borrowing, repayment schedule for the loan and interest, income
accruals, cash flows, financial returns and Air India’s capacity to
sustain this on a viable basis. A long-term Corporate plan weuld
need to be evolved for Air India.

{iv) Domestlc Linkages:—

Finalisation of the stratcgy would also involve provision of cffective
domestic linkages for passenger convenience and tapping the
hinterland with clear definition of the relationship between Air
India and Indiap Adirlines.

{v) Sirategie pariner:—

The acquisition of aircraft would also require convergence of the
objectives of Air India and the stratcgic partner. In face, synergy
between the two with regard to the routes to be operated, fleet
planming, mainienance, marketing etc. would be essential. The
recommendations of the meeting on disinvestment in Air India,
taken by the Finance Secretary on 26-6-1999, especially in regard to
the stratepic partner and acquisition of aircraft would need to be
kept in view,

3, In this coanection, the ecxtract of the Ninth Plan document as
approved by National Development Council is enclosed, which may also be
kept in view in policy farmuolation.

4. Tn aircraft acquisitwn. the imporiance of ensuring minimum costs,
through a totally transparent process of open competitive bidding must alsc
be fully recognised. It would therefore. be necessary for Air India to
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observe the requisite procedures and guidelines issued in connection with
tender process. In this context, attention is invited to the following extract
from the instructions issued by CVC vide letier No. 8{1)/(h)/98(1) dated
10th November, 1998:—

*2.4 Tenders: Tenders are gencrally s major wurce of
corruption. In order to avoid corruption, a more i{ransparent
and effective system must be introduced. As post tender
negotistions are the main source of corruption, post tender
negotiations are banned with immediate cffect except in the case
of negotiations with LT (i.e. Lowest Tenderer)”

5. During discussions on the subject, Air India bad indicated their
intention to enter into post-tender negotiations on the plea of indusiry
practice, in order to achieve the lowest negotiated prices. This may be
examined in the light of the aforesaid instructions and the considered views
of Ajr India communicated to the Ministry.

Yours faithfully,

Sd~

{ALOK CHATURVEDI)
Deputy Secretary to the Govt. of India

Encl: As above



ANNEXURE.Ii!
{vide para 4.3}

SHARAD YADAYV

{Vide Para No. 2.4)
New Delhi-110001
Civil Aviation
Government of India
New Delhi-110003

December 1, 1999
Respected Shri Atal Ti

In recent ycars, both Air India and Indian Airlines have failed to
operate as highly viable commercial enterprises of excellence. While this
can be attributed to a number of factors, one of the important rcasons has
been theit inability to suitably renew and augment their flect. Both Air
India and Indian Airlines have a large number of ageing aircraft leading to
poot product, low utilisation and high maintenance costs.

2. 1 have given decp thought to the underlying reasons for the failure of
the airlines to take timely measures for fleet renewal. 1 find that, apart
from the question of availability of funds, there has been some rcluctance
an the part of management 10 acquire aircraft on account of apprehension
about the semsitivities involved in such major investment decisions. This
situation must be remedied.

3. 1 would, therefore, rccommend conslitntion of an Empowered
Commitiee under the Chairmanship of Cabmct Seccrelary 1o review
proposals teceived by the Ministry of Civil Aviation from Air India and
Indian Airlines for acquisition of aircrafi. Finance Scerctary, Secrelary
(Expenditure}, Secretary (Civil Aviation), Secretary (Planning}, Chief of
Air Staff and Secrctary (Defence Production} may be the other members
of the Committee. The Committee wmay invite Chief Exccutives of the
Aitlines or any other officcr for assistance. The Committee would review
the Airlines’ proposals regarding the neced /selection and price negotiated
for the aircraft and give a go-ahead for proccssing the proposals for
abtaining due Cabinet approvals.

43



44

4. 1 shall be grateful if you could kindly pass necessary orders, if felt
Eppropriate.

Personal regards,

Shri Atal Behari Vajpayee, Yours Sincercly,
Hon'ble Prime Minister of India,
New Dethi, Sds

(SHARAD YADAV)



ANNEXURE-IV

MINUTES OF 3RD SITTING OF COMMITTEE ON PUBLIC

UNDERTAKINGS HELD ON 2iST JUNE, 2000

The Committee sat from 1500 hrs, to 1645 brs.
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Swewam

Prof. Vijay Kumar Malhotra—Chairman
MEMBERS
Lok Salha
Shti Surinder Singh Barwala
Shri Shiv Raj Singh Chauban
Maj. Gen. (Retd.) B.C. Khanduri
Shri Tarit Baran Topdar
Rajya Sabha
Shri Jibon Roy

SEmt. Ambika Soni
Shri K. Kalavenkata Rao

Shri B.P. Singhal

Shri Satishchandra Sitaram Pradhan
SECRETARIAT

Shri 5. Bal Shekar —Director

Shri R.C. Kakkar —Under Secretary

Shii Raj Kumar —Under Secretary

RePresenTATIVES OF Alr InDisa LnaiteDn

Shri M.P. Mascarenhas—Menaging Director
Shri J.N. Gogoi—Dy. Managing Director

Shri N.S8. Rajan—Direcior (HRD)

Shri V. K. Verma—Commerciol Director

Shri 5. Rangmnathan—ffg. Direcior {Finance)

At the outset, the Chaitman welcomed the rtepresentatives of

Air India Limited to the sitting of the Committee.

3. The Committae then took the evidence of representatives of Air India
Limited in connection with examination of Air India Limited. A copy of
the verbatim proceedings of the sitting of the Committec has been kept on
record.

4.

[ E L] LR 2 1] ik

The Comminee then adjourned.
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ANNEXURE-V

MINUTES OF 8TH SITTING OF COMMITTEE ON PUBLIC

UNDERTAKINGS HELD ON §TH AUGUST, 2000

The Commitee sat from 1600 hrs. to 1745 hrs.
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BwNe mas

Mok Ak

L.
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1

Prof. ¥Yijay Kumar Malhotra—Chairman
MemBERS
Lok Scbha

Shri Surinder Singh Barwale

Shri R L. Bhatia

Smt. Sangeeta Kumari Singh Deo
Maj. Gen. (Retd.) B.C. Khanduri

Rafva Sabha

. Sho Suresh Kaimadi
. Shri B. P. Singhal
. Shri Satishchandre Siteram Pradhan
SECRETARIAT
Sh. M. Rajagopalan Wair — Jaint Secretary
5h. 5. Bal Shekar — Director
Sh. R. C. Kakkar —  Under Secretary
Sk. Raj Kumar — Under Secretary
REPRESENTATIVES OF MDD CiviL AviaTion
Sh. A. H. Jung, —  Secrefary {CA)
Sh. Sanat Kaul - Tt Secrelary
Sh. ¥. Subramaniam —_ IS & FA
Sh. H. 5 Khola — DGCA
Smt. Vapdita Sharma —  Direcior
REPRESENTATIVES Of DEPTT. OF DISINVESTMENT
Sh. Pradip Baijal —  Secretary
Sh. Amitabh Bhattacharya  — Jr. Secretary
Sh. Arun Bhatnagar —  ficer on Specinl Duty

At the outset, the Chairman, COPU welcomed the represcatatives of
Ministry of Civil Aviation and Department of Disinvestment to the sitting
of the Committee.

z.

The Committes then took evidence of the representatives of Ministry

of Civit Aviation and Department of Disinvestment in connection with
examination of the subject—the working of Air India Limited.
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The Committee then adjourned.



ANNEXURE-VI

MINUTES OF 12TH SITTING OF COMMITTEE ON PUBLIC
UNDERTAKINGS HELD ON 8TH JANUARY, 2001

The Committee sat from 1600 hrs. to 1630 hs.

Prof. Vijay Kumar Malhotra—Chairman
MemBERS
Lok Sabha

. Shri Surinder Singh Barwala

. Shri R. L. Bhatia

. Smt. Sangeeta Kumari Singh Deo

. Shri Dharam Raj Singh Patcl

. Shri Rajiv Pratap Rudy
. Shri Tarit Baran Topdar

- W R ]

Rajya Sabita

5. Smi. Ambika Soni
9. Shri Suresh Kalmadi
t0. Shrl Satshchandra Sitaram Pradban

SECRETARIAT
1. Shri §. Bal Shekar — Direcior
2. Shri R. C, Kakkar — Under Secretary
3. Shri Raj Kumar — Under Secretary

5 The Committee considered the draft report on Alr India Limited and
edopted the same with minor modifications.

3. The Committes authorised the Chairman to finalise the Report ¢n the
basis of factua) verifications by the Ministry of Civil Aviation and Air India
Limited and to present the same to Farliament.

The Commitee then adjourned.
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