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1 INTRODUCTION
The Vizhinjam Port is a greenfield port project in the State of Kerala in India. The economy of
Kerala is dominated by the Services sector, which accounts for 58% of the Net State Domestic
Product. However the secondary sector has registered a high growth rate of 17.9% between
1999-00 and 2007-8. Though investment in the State is rising, it is still quite low compared to
many other States in India. However, the Government has shown resolve to take steps to boost
the economy and to attract investors.
One of the key initiatives is to develop a greenfield port at Vizhinjam, near the State capital of
Trivandrum. Two rounds of bids had been organized by the Government, with help of Vizhinjam
International Seaport Limited, a Special Purpose Company of the Government of Kerala. In the
first round, the selected consortium could not get security clearance from the Government of
India. In the second round, there was litigation by one of the bidders against the evaluation of
the bids and eventually the winning bidder withdrew after a Letter of Award had been issued to
him. Most of the bidders in the second round were consortia led by construction companies.
The Government hired IFC in November 2009 to help organize a well structured and
transparently bid transaction. As a first step, a market assessment was undertaken with help of
a team led by Drewry Shipping’s international expert from UK. The market assessment brought
out that in the changed economic environment after 2008-09, the projections of traffic at
Vizhinjam were significantly lower than indicated in the previous round of bidding. Moreover,
Drewry also indicated that because of a small immediate hinterland, the biggest potential for
Vizhinjam project was to attract container transshipment traffic. However, because of the
intense completion expected from Colombo and Vallarpadam and other ports, it was projected
that Vizhinjam would need to aggressively price its container handling services to be able to
attract traffic away from the competing ports.
IFC’s technical consultants Royal Haskoning reassessed the traffic numbers provided by Drewry
and drew up a revised concept plan for the port, envisaging a multi-purpose berth of 600
metres by 400 metres with capacity to handle upto 850,000 TEUs in Phase-1, growing
eventually to 3 berths handling a total traffic of 2.8 millon TEU. The cost of the project in Phase1 at 2010 prices is estimated by IFC to be USD 550 million, of which a major portion is the cost
of breakwater. Details can be seen in the Chapter on Technical Aspects of the Project.
The financial analysis done by IFC suggests that substantial financial support is required for the
project, irrespective of the transaction structure chosen. Structuring any PPP project requires a
careful assessment, allocation and mitigation of risks to arrive at a balanced transaction
structure. This project poses additional complexity because of the large costs of greenfield
infrastructure such as breakwater and reclamation on the one hand and a intensely competitive
market scenario on the other. Structuring large subsidies requires extra care to guard against
the possibility of unscrupulous investors gaming the system.
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With the help of IFC’s legal consultants, the following project structures were assessed:
a)
b)
c)
d)
e)

Landlord Model
Modified Landlord Model
Private Services Model
Modified Private Services Model
Joint Venture Model

These models have been explained in detail in the chapter on Transaction Structuring.
Considering the various risks, the Modified Landlord model, in which the bidder for the
concession for the supra-structure is also required to bid for EPC for civil infrastructure, is not
preferred. This could potentially result in gaming in the bid by construction companies who
could potentially bid high for EPC for civil infrastructure and low for supra-structure concession.
They could possibly then have no incentive to continue with the project once the construction
is over.
The Modified Private Services Model is not found suitable because it requires the same
consortium to bid simultaneously for two concessions – an Infrastructure Concession and a
Supra-Structure Concession. The Infrastructure Concession is funded through a stream of
annual payments by the Government over the term of the concession. After consultation with
bidders, this structure is found unbankable as bidders are unwilling to take long term credit risk
of the Government of Kerala for the large investment involved in building the infrastructure
concession.
The Joint Venture model was examined and developed in detail. This Model essentially involves
the Government providing financial support to the private party by way of capital contributions
instead of by way of grant. The idea is that the contribution of the Government could possibly
earn some return in case there is a large unforeseen traffic growth. However, the structure is
complex and further has not been favored by potential investors.
IFC recommend that the Landlord Model be adopted. This is in accordance with feedback from
foreign investors. This structure also allows Government time to conduct further geological
tests and to define EPC requirements better after the PPP bid, thereby possibly having a
positive impact on the overall price that the Government has to bear if construction risk is put
on the bidders at this stage. To overcome the risk of construction companies losing interest in
the bidding where EPC is taken out, it is recommended that the winning consortium for the
supra-structure concession be allowed to exercise a conditional right of first refusal to bag the
construction contact for civil infrastructure provided his bid for EPC is within 15% of the best
bid and he matches the best bid. This could potentially also solve interface, delay and other
issues in a separate EPC contract.
The recommended bidding criteria is the upfront and operation period grant required by
bidders or alternatively the revenue share they offer to government to build , operate and
maintain a specified minimum facility. Bidders will be incentivized to bid more in favour of
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future period payments than upfront payments by adopting a higher discount factor for
comparison purposes.
In addition to the basic structure, there are other key recommendations for the project such as
inclusion of a Special Economic Zone that are considered important from view point of success
of the port as well as for integrating the port with the local economy.

- 125 -

Title

2 BACKGROUND

The economy of Kerala has registered a steady growth of 8% between 1999-00 and 200708.The secondary sector registered the highest growth rate of 17.9% as compared to the
tertiary sector (9.6%) and primary sector (2.5%) in 2007-08 over the preceding financial year. As
a result the share of secondary sector has gone up from 20% in 1999-00 to 28% in 2007-08 at
the expense of a fall in share of primary sector. However, the service sector has maintained its
dominance, accounting for 58% share in Net State Domestic Product in 2007-08. The state has
received around USD 1.4 billion of investment over the last 5 years with service sector
accounting for more than 50% of the total investments made, followed by manufacturing and
construction sector at around 22% and 12% respectively. However, the amount of FDI inflow in
the state is still very low, accounting for less than 0.3% of total FDI inflow into India in rupee
terms.
The Government of Kerala (“GOK”) wants to encourage investments on mutually beneficial
terms to accelerate the growth of the Kerala’s economy. The government wants to attract both
domestic and foreign investments. Kerala has received INR 62,470 million (around USD 1.4
billion) of Investment over the last 5 years. However, the amount of FDI inflow in the state is
still very low, accounting for less than 0.3% of total FDI inflow into India in rupee terms. Service
sector has registered a strong inflow of investments in Kerala, accounting for more than 50% of
the total investments made, followed by manufacturing and construction sector at around 22%
and 12% respectively.
In November 2009, GOK through the Vizhinjam International Seaport Limited (“VISL”),
appointed the International Finance Corporation (“IFC”) as its Lead Advisor to assist in the
structuring and implementation of the Vizhinjam Port PPP Project. The scope of the Project was
the structuring and implementation of the development of a multi-purpose container
transshipment port project as a PPP Project.
GOK wishes to develop Vizhinjam as a Deepwater Transshipment hub catering to all types of
vessels including Super Post Panamax and provisions for Futuristic Malacca Max Mega Carriers.
As Kerala is located in a strategic position close to international shipping routes, the
government seeks to tap this potential for a multi-purpose container transshipment hub port in
the state. Vizhinjam would be able to cater to container vessels up to 8,000 TEU size in the
initial phase and 10,000 to 12,000 TEU sizes in the subsequent phases. GoK wishes that the
private sector be responsible for designing, upgrading, construction, operation, maintenance,
and financing of the transshipment port under a long-term concession or a similar PPP scheme
(the “Project”) and is committed to developing the ancillary support and civil infrastructure
around the site through public procurement.
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Project kickoff commenced with a Vizhinjam port market study undertaken by Drewry Shipping
Consultants on behalf of IFC so as to ascertain the market potential of the proposed port. The
results of this study were presented to GOK and VISL in March 2010. This study was funded by
IFC’s donor pooled fund, Development Collaboration Partnership (“Devco”). Devco has also
funded the work done by the Project’s legal advisors, Allen & Overy (Singapore) and Trilegal
(India). IFC also simultaneously mobilized donor funds from the Netherlands / IFC TA Trust
Funds for Emerging Markets and Countries in Transition to undertake technical, environmental
due diligence studies and communications strategy related to the Project. The technical,
environmental and legal studies are presented in the respective Chapters.
This Strategic Options Report (“SOR”) has been prepared by the IFC at the conclusion of the
due-diligence phase of the Project (Phase I). The Report presents the IFC’s analysis and
recommendations for the structuring of the Project. IFC’s recommendations seek to maximize
the extent of risk transfer to the private sector (to the extent feasible), facilitate the future
mobilization of financing and optimize the long-term benefits to the economy of Kerala.

2.1 Objectives of the Government of Kerala
Along its coastline of 585 km Kerala has one major port at Cochin and 17 non major ports. The
non major ports are under the administration of Government of Kerala. Government of Kerala
intends to provide a boost to coastal shipping with the development of ports, which will ease
the burden on the heavily congested highways in the State apart from savings in transportation
cost. Government, besides acting as a catalyst for establishment of ship repair and ship building
industries, would also encourage other port based industries contributing to the development
of ports. Kerala government is in the process of modernizing ports at Vizhinjam, Azhikkal,
Beypore and Alappuzha.
In lieu of its ongoing port development agenda, the Government of Kerala wishes to concession
out the designing, construction, operation, maintenance and financing of the Vizhinjam
transshipment port project under a PPP scheme to:
• Develop a modern deepwater port facility to improve the state’s transport infrastructure.
• Facilitate trade and attracting investment in the state.
• Promote private sector participation in port and transport sector.

2.2

Outline of the Project Process

The Project is divided into two phases:
Phase I: Due Diligence and Project Structuring
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Activities in this phase included a comprehensive review and due diligence of the Project and
including a market feasibility study. Factors examined included technical and engineering
issues, traffic forecasts, capital expenditure needs, and developing a PSP structure for the
Project that achieves the appropriate risk distribution between the private and public sectors,
with relevant provisions that are attractive to potential investors while fulfilling the
Government’s objectives. Phase I also included pre-marketing efforts in the form of initial
discussions with potential investors, the issuance and evaluation of an Expression of Interest
(“EOI”) as well as an international marketing road-show with some EoI responders in Europe.
Phase II: Project Implementation
This phase will begin on the date that IFC receives formal notification that the Project Structure
has been approved by the Government of Kerala. Once IFC receives this formal notification, a
Project Timetable will be prepared giving the target dates for the Implementation activities.
This phase will involve IFC’s assistance in marketing the Project to potential
investors/operators, pre-qualification of investors, drafting and finalizing the contractual
documentations, launching the international tender and assisting the Government with the
closing of the Project. Phase II will conclude with the signing of the contractual agreement
between the Government of Kerala and the future investor.
2.3

Specialized Consultants

The IFC retained a number of Specialized Consultants as part of its advisory team. The
Specialized Consultants have been retained by World Bank Group procurement policies,
through Devco and Dutch Trust Funds. IFC has been supported by Royal Haskoning from the
Netherlands (Technical and Environmental Consultants), Perfect Relations (Communications
Consultants), and Allen & Overy (Singapore) and Trilegal (India) as Legal Consultants.
The findings resulting from detailed deliberation and analyses by the Advisory Team and key
information from the various consultant reports are presented in the rest of the report.
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3 PORT CONCEPT

3.1. Traffic Projections
3.1.1. Economic Overview of India and Project hinterland
India’s economic growth path has been quite impressive in the recent years and is one of the
best performers in the world economy, with an average growth rate of about 9% per annum
from 2005 to 2007 and 6-8 % in the last three years. Despite the recent economic meltdown in
the world economy, Indian economy is growing at a sustainable rate and is projected to grow at
a comparable rate in near future.

Gross Domestic Product of India at Factor Cost (In Rs bn)

30411

33261

35705

37728

41040

27693

2005

2006

2007

2008

GDP at FC (Rs Bn)

Source: IMF
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2009
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As shown in Figure 1, in terms of Gateway traffic, Project Hinterland (PH) has been divided in
three classes. Primary class includes Kerala, secondary Tuticorin, Tirpur, Salem and Coimbatore
and tertiary includes Bangalore, Hosur, Chikamagalur/Hasan, Mangalore, Mormugao Chennai,
and Karur.
The economy of the primary hinterland registered a steady growth of 8% between 1999-00 and
2007-08. The secondary sector registered the highest growth rate of 17.9% as compared to the
tertiary sector (9.6%) and primary sector (2.5%) in 2007-08 over preceding financial years. As a
result, the share of secondary sector has gone up from 20% in 1999-00 to 28% in 2007-08.
The major industries of PH are Coir, Cashew nut processing, Seafood, Tourism, IT and ITES. PH
has received around USD 1.4 billion of investment over the last 5 years with service sector
alone accounting for more than 50% of the total investments made, followed by manufacturing
and construction sector at around 22% and 12% respectively.

Existing and proposed Ports and key cargo centres

Source: Market Study Report by Drewry, 2010

Figure 1
The major export commodities are: Sea Foods, Coir Products, Coffee, Tea, Cashew
Kernels, and Spices while major import commodities are: Fertilizers & Raw materials,
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Iron, Steel & Machinery, Raw Cashew nut, Food grains, and Newsprints. Kerala has a
share of over 60% in cashew exports from India. India accounts for more than two-thirds
of the world production of coir and coir products. Kerala is home to Indian coir industry,
particularly white fibre, accounting for 61 percent of coconut production and over 85
per cent of coir products. Economy of secondary and tertiary hinterland has been
presented in detail in the market study report of Drewry Shipping Consultants Limited
provided previously

3.1.2 Maritime Traffic of India and Project hinterland
The total traffic handled by both the major and non-major ports during 2007-08 was
estimated at around 723 Million Metric Tons (MMT). The 12 major ports carry about
75% of the total maritime transport of the country. According to the Indian Ports
Association, these major ports together handled 560.9 MMT in 2009-10. The share of
non-major ports in cargo traffic has increased from less than 10 per cent in 1990 to the
current levels of 29 per cent due to congestion and inefficiencies at major ports and
simultaneously development of minor ports by the respective states. There is an
impressive growth of about 15% per annum in container traffic during the five years
ending 2007-08. The container trade went up to 8.1 mn twenty-foot equivalent units
(TEUs) by 2009 from 2.47 million TEUs in 2000.
Breakbulk and Container Growth in India ( FY 2000-09)
120.0
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FY 04

FY 05

Containerised *
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Source: Market Study by Drewry
The Indian general cargo markets i.e. break bulk cargo and containerised cargo has
witnessed some spectacular growth in recent years. The compounded annual growth
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rate over the period of last nine years i.e. from 1999-00 is 12.5%. Important to note
here, is that the break-bulk cargo has increased at 6.3% whereas the rate of increase of
the containerised cargo is 15.9%. It should be noted that the growth in TEUs is slightly
lesser, at 12.9% per annum, primarily due to the decrease in the proportion of empties.

3.1.3 Competitive Port analysis for Container Business

Summary information on container terminal facilities including current capacity and
throughput is presented in Table XX. Currently, ports in Gujarat and Maharashtra have
the highest container handling capacity in India with almost 68% of the total handling
capacity in India available at these ports. As per the recent capacity expansion plans,
most of the capacity is being developed at the lower east coast with share of the region
estimated to grow from 16% to 26% over the next decade. With the commissioning of
Vizhinjam and expansion of Cochin port, the estimated share of lower west coast ports
is likely to grow from 6% to 8% during the same period.
In addition to assessing the development of cargo, it is also essential to look at the
container port capacity that will be made available to the shippers in future. This
analysis has to be done on three different levels i.e. at individual port level, at regional
level and within India as a whole.
Most of the ports, which currently do not have any immediate expansion plans have
capacity in terms of land and waterfront and these ports can leverage these key
infrastructure for implementing any new container handling capacity over short and
medium term. For example, many proposed Greenfield ports have expressed interest in
container handling capabilities but without any concrete plan in terms of infrastructure,
cost estimates and time scale. Thus these announcements are not under consideration
in this study else it would inflate the total capacity to a large extent.
Drewry report analyses the current and future share (Year 2021) of the total Indian
container market capacity held by each terminal, port and region. On a regional basis,
the share of upper west coast ports is likely to decrease from almost 25% in 2008-09 to
23% by 2020-21, at the same time, for ports in Greater Mumbai region share may
decline from 44% to 33% in 2008-09 to 2020-21 in Indian containers port market.
Combined container handling capacity of ports located in the upper west coast and
Mumbai region will decrease to 56% by 2020-21, compared to 69% in 2008-09.
Summary information for ports in the lower west Indian ports is presented in Table YY.
The ports in lower west coast of India currently account for almost 6% of India’s
container handling capacity. This region’s share is expected to steadily increase to 8% by
2020-21. This growth can be primarily attributed to capacities at Vallarpadam in Cochin
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and Vizhinjam. Thus the overall percentage of ports in west coast of India will be around
64% by 2020-21, compared to 75% in 2008-09.

Terminal
Landlord
Operator

Port

2008/09+
Throughput
(Teu)

2008/09
Estimated
Capacity
(Teu)

Capacity
Quay
Utilization Length
(%)
(m)

No. of Quay
Cranes

Water
Yard
Depth
Area
Range
(ha)
(m)

Upper West
Kandla*

Public

ABG/PSA

138

300

46%

545

2

40

10

Mundra

Private

DPW

718

900

80%

632

6

32

15-17.5

Mundra

Private

MPSEZ

60

500

12%

631

4

24

15-17.5

Pipavav

Private

APMT

182

750

24%

735

6

25

12.5

Public

Govt Of India

92

500

18%

656

2 & ships gear

4

8.8-9.1

JNPT

Public

Govt Of India

1,063

1,200

89%

680

8

35

12-13.5

NSICT

Public

DPW

1,427

1,200

119%

600

8

30

12-13.5

GTI

Public

APMT/Concor

1,462

1,400

104%

712

10

52

12-13.5

Lower West
Mormugao***

Public

MPT

14

50

28%

902

1 mobile crane
& ships gear

5

14-May

Cochin

Public

DPW

260

500

52%

414

2

7

10.7

New
Mangalore***

Public

Govt Of India

29

50

58%

1,313

Lower East
Chennai

Public

DPW

1,143

1,200

95%

885

7

18

13

Tuticorin

Public

PSA/SICAL

439

400

110%

370

2

8

11.9

Central East
Vishakapatnam

Public

DPW/ULAI

90

200

45%

449

2

10

10.2

Upper East
Kolkata

Public

ABG/PSA

302

300

101%

780

Haldia

Public

Govt Of India

127

300

42%

218

Ships gear

Paradip***

Public

Govt Of India

2

50

4%

250

Ships gear

Greater
Mumbai
Mumbai
(Bombay)**
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3 mobile cranes 10
& ships gear

2 mobile cranes 34
& ships gear

2

7-10.5

8.3-12.2

11.512.2

Figure-----

Existing and Proposed container handling ports in India

Kandla
Positra

14% (69%)

Kolkata
Haldia

Pipavav

Kulpi
Dhamra
Paradip

Hazira

Upper West Coast
Mumbai

JNP

Rewas
Dighi

Visakhapatnam
Gangavaram
Kakinada

Greater Mumbai

Machilipatnam
Mormugao

1% (29%)

Central East Coast
Krishnapatnam
Ennore
Chennai

4% (44%)

Puducherry
Mangalore

Lower West Coast
Vallarpadam

21% (99%)
Karikal Lower

East Coast

Market Share (Capacity Utilised)

Proposed
Existing
Source: Drewry
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Port

Terminal

FY09

FY14

FY19

FY21

CAGR

50

250

500

500

21.2%

1,000

1,500

1,500

1,000
50

1,500
50

1,500
50

500

1,000

1,000

1,800

3,050

3,050

Lower West Coast
New Mangalore

NMPT

Cochin

RGT

Cochin

Vallarpadam

Cochin total
Mormugao

MPT

500

500
50

Vizhinjam*
Sub-total

600

9.6%
0.0%

14.5%

Competitive Analysis of Vizhinjam Port
Vizhinjam port is primarily competing with Chennai, Tuticorin, and Cochin for its containerised
cargo; however the port is also competing with international ports like Colombo, Dubai and
Singapore for international transhipment traffic. Vizhinjam would primarily erode market share
of Cochin port due to the availability of similar hinterland and positioning itself as an ideal
gateway port compared to Cochin for the southern Kerala cargo which contributes around 40%
of the Kerala traffic. Table ZZ--- provides a comparative analysis of Vizhinjam, based on seven
parameters of port and terminal performance measures. The comparison is qualitative and is
primarily based on interviews from various stakeholders in the container business. The ports
have been rated on a scale of 1 to 5 on the basis of various parameters with 1 being a poor
rating and 5 being excellent. Each parameter has been assigned a weightage which represents
the importance of that factor in terms of port attractiveness for shipping lines and shippers.
The various aspects related to competitive analysis comprises of Container Handling
Infrastructure which includes available Quay length, yard area and number of Quay cranes
available with the terminal; Rail/Road Connectivity which considers the dedicated rail sidings
available for container transportation to/from the terminal and the frequency of rail services to
various hinterlands. Road connectivity factor shows the strength of the port in terms of
dedicated road with commensurate length and width for container evacuation; Availability of
the Draft throughout the operation period at the seaport; Number of Mainline Vessel Services
and its frequency calling at the terminal; Turnaround time for vessels which is the average time
taken for a vessel to complete its operation at the port and move forward to next destination
on its voyage; Location of Ports with respect to its proximity to its hinterland and Parcel Size
which is the total number of containers that a vessel loads and unloads during a port call.
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Table ZZ----Vizhinjam’s Port’s Competitive Analysis

Weighta Factors
ge

Chenna Cochin Tuticori Mangalor
i
n
e

Colomb
o

Duba
i

Singapor
e

15%

Container
Handling
Infrastructure

3

2

2

1

3

5

5

20%

Rail/Road
Connectivity

2

3

2

2

3

5

5

12%

Draft

3

2

2

5

5

5

12%

Mainline Services

2

1

1

1

5

5

5

15%

Turnaround time
for vessels

3

4

4

2

4

5

5

20%

Location

4

2

3

1

5

4

5

6%

Average Parcel
Size

3

3

3

2

5

5

5

100%

Average Score

2.9

2.4

2.4

1.5

4.2

4.8

5

The Indian Sub-Continent (ISC) gateway container volumes have increased from 4.3 Mn Teu in
1997 to 14.7 Mn Teus in 2008. The west coast of India contributes the largest share (50%) of
container traffic in the region. Almost 2.5% of the total gateway traffic is regional ISC traffic,
66% of the gateway traffic is served through feeder services and rest 31.5% is carried on
mainline vessels in the region. Colombo is the largest transshipment hub for ISC traffic in the
region and handles around 35% of the total ISC transshipment traffic, 4.1% of the
transshipment volume is handled by ports within the ISC while almost 61% of the rest
transshipment traffic of the region is handled by hub ports outside ISC, namely Singapore,
Salalah, Jebel Ali, etc.
Hub port transshipment activity within the ISC region is dominated by Colombo. JNPT has a
modest amount of transshipment, but is hampered by factors such as lack of available capacity,
high port costs and Indian cabotage laws. Besides these two ports, collectively the remaining
ports in the region see a nominal amount of transshipment activity. Overall transshipment
volumes at ports within the ISC on an average have grown by almost 8% p.a. since 1997.

- 125 -

Title

Colombo is not the only hub port serving the ISC region. Competition is faced from a range of
ports from Aden in the west to Singapore in the east. Colombo accounted for traffic of 2.7
million teu, having a market share of 38% of the total transshipment traffic. Other “hubs”
within the ISC region (mainly JNPT) handled 0.24 million teu of transshipment. The majority of
activity, representing 4.2 million teu in 2008, was spread amongst hub ports outside the ISC
region.
Vizhinjam port faces competition for a transshipment market not only from the port of
Colombo but also from major transshipment hubs outside the ISC region. However, the east
coast of India, Bangladesh and south coast of India may be a target market of transshipment
traffic for Vizhinjam. Hence, it is necessary to understand the SWOT analysis of Colombo port to
position Vizhinjam as transshipment hub in the region.

SWOT Analysis of Colombo Port
Strength

Weakness

•

Excellent Location

•

High Country risk

•

Plans to increase Capacity

•

•

Competitive transhipment tariffs

One entrance channel and single
turning basin

•

Old port, infrastructure, constrained by
city

Opportunity

Threat

•

Colombo an ideal transhipment option
to shippers.

•

Port of Kelang and Tanjung Pelepas
have cheaper tariffs.

•

Trade growth in ISC, which enhances
traffic at Colombo.

•

Development of deep draft ports in ISC,
particularly in India

•

Port Expansion Program (CPEP) can give
boost to container traffic and faster
vessel turnaround times.

•

Congestion at Indian ports benefits
Colombo
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3.1.4

Proposed Tariff analysis

All services rendered by the Major Ports are payable in accordance with the rates approved by
Tariff Authority for Major Ports (TAMP). Minor ports are allowed to fix their own tariff.
In India, there are primarily three components of port tariff, namely Vessel Related Charges
(Port Dues, Berth Hire, Pilotage and Towage and Light Dues), Cargo Related Charges (Wharfage,
Stevedoring/cargo handling charges), and Miscellaneous Charges (lighthouse charges etc.).

Estimated Vizhinjam Tariff discount vis a vis Colombo Tariff

Period

Discounted Price (vis-à-vis Colombo tariff)

2014-2017

60%

2018-2025

70 – 78.8%

2026-2044

80%

Drewry estimates that once the traffic builds up at the Vizhinjam port, then the port can
reduce the margin of discount offered vis-à-vis Colombo port. The estimated discount
offered by Vizhinjam is assumed to decrease under the following terms:


It is assumed that the escalation factor for the tariff rate would be 60% of the Wholesale
Price Index (WPI) increase for each year.



An estimated 5% y-o-y increase in WPI has been estimated over the forecast period. This
implies that the WPI is expected to increase 5% every year. Therefore, the net escalation
factor for the tariff would be equal to the product of 60% and 5%, i.e. 3% increase in
tariff every year.
Tariff forecast for Vizhinjam port for Vessel Related Charges & Container Handling Charges is
given in Table --- to Table --- 125 -
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Table ---Tariff forecast for vessel related charges
(USD)
Dockage (Berth hire charges ) /
GRT/hr

Fixed Port Charges (per GRT)
Year
Colombo Vizhinjam

Discounted
Discounted
Price
Colombo Vizhinjam
Price
Margin (%)
Margin (%)
60.0%
0.0022
0.0013
60.0%

FY10

0.147

0.0882

FY 14

0.1654

0.0993

60.0%

0.0025

0.0015

60.0%

FY 24

0.2224

0.1723

77.5%

0.0033

0.0026

77.5%

FY 34

0.2988

0.2391

80.0%

0.0045

0.0036

80.0%

FY 44

0.4016

0.3213

80.0%

0.0060

0.0048

80.0%

Table --- Tariff forecast from container handling charges (USD)

Cochin Port Gateway
Benchmark
Rate

Year / Equ.
size

Loaded

20

Colombo Port
(rates offered
Colombo Port
at discount by
Transshipment
Vizhinjam)
Transshipment

Empty

40

20

40

20

40

20

40

FY10

79

118

59

89

82

123

49

74

FY14

88

133

66

100

92

138

55

83

FY24

119

178

89

134

124

186

96

144

FY34

160

239

120

180

167

250

133

200

FY44

214

322

161

242

224

336

179

269
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3.1.5 Containers Traffic Projections: Gateway and Transshipment
Detailed traffic projections have been prepared by Drewry and these are summarized next. In
the base case scenario, India’s GDP is expected to grow at 6.6% over the forecasted period FY
2014-2044. During this period, India’s container’s gateway traffic is forecasted to grow at 7.5%
from 7.3 Mn Teu in FY 09 to 91.0 Mn Teu in FY 44. North West India would continue to
dominate the container traffic handling volumes with estimated 60% of the forecast traffic in
FY44 handled at Maharashtra and Gujarat ports. The central and upper east coast would have a
market share of 8%, a slight increase from 7.1% share in FY09. The share of lower west & lower
east coast ports in India is likely to increase from 25% in FY09 to approximately 32% in FY 44.
Gateway traffic is the generic hinterland traffic expected to be attracted by the port. The
current hinterland for the proposed Vizhinjam port is segregated into primary, secondary and
tertiary hinterland. The hinterland has been defined as above, wherein the major cargo centres
have been listed along with the total container traffic potential (teu, FY08) for both export and
import cargo generated from the area:-

Primary
Secondary
Tertiary
Traffic
Traffic
Location
Location
Location
Potential
Potential

Kerala

146,610

Tuticorin

Bangaluru

Tirupur

Chikamagalur/Hasan

Coimbatore

Mangalore

Salem

390,719

Chennai

Other
Karnataka

Hosur

Other TN

Karur

Traffic
Potential

997,085

Mormugao

The rate of growth of industrialisation, investments, infrastructure investments and container
traffic are highest in the tertiary hinterland followed by secondary and then primary hinterland
of the port. The ports serving this hinterland particularly in the lower east coast region are in
advanced state of available infrastructure and investments to attract burgeoning traffic from
these cargo centres. Therefore, by the time of its expected commissioning Vizhinjam port
would have to face stiff competition from these ports to attract container traffic.
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Tamil Nadu would be the largest contributor of container traffic, followed by Andhra Pradesh,
Karnataka and Kerala respectively in descending order. Therefore, the lower east coast traffic
would have a dominant share in the region with approximately 88% of the container traffic
handled by ports in that cluster. While, lower west coast region would have a small share of
12% in the overall traffic primarily due to low container traffic development in the immediate
hinterland of the region.
Vizhinjam is most likely to attract container traffic from its immediate hinterland which it shares
with the Cochin port. During the forecasted period, with increase in mainline calls due to
increasing transhipment traffic, it is estimated that the port would gain market share in
secondary hinterland currently served by Tuticorin and Chennai.
Colombo port is the primary competitor for Vizhinjam port for transhipment market and the
current market dynamics suggest that it is only Indian Sub-continent (ISC) transhipment traffic
market that can be catered to by the port. The estimated gateway traffic in the base case
scenario is estimated to grow from 12m teu in FY 10 to 120m teu in 2044. The total share of
feeder traffic is estimated to decrease from 30% to 16% during the same period. Therefore, the
rate of growth of transhipment traffic would reduce compared to what has been witnessed so
far.
The total available feeder market is expected to increase from 3.5m Teu in FY2010 to 19.4m
Teu by 2044. The current share of Colombo in this market is approximately 38%. As Vizhinjam is
targeting the same market, the estimated share of Vizhinjam/Colombo is likely to increase to
44.2% by FY 2044. The share of hub ports outside ISC in the overall ISC transhipment market is
estimated to reduce from 60% to 50% during the same period; remaining traffic would be
handled by other hubs in ISC.
Drewry estimates that Vizhinjam’s share in the total available transshipment traffic would be
limited and have an upper cap of around 12% and would be 2.82 Mn Teu by FY 44 as shown in
Figure GGG. However in the high case scenario it may increase to 15% and 4.07 Mn by FY 44 as
summarized in Table FFF.
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Figure 1: Container Traffic Forecast

Table 1: Container Traffic Forecast Sensitivity (‘000 TEUs)

High

Year
2014

Transshi
Gateway pment
39
116

Base
Total
154

Gateway
37

Low

Transshi
Transshi
pment Total Gateway pment Total
112
149
37
111
148

2019

143

630

774

131

566

698

129

547

676

2024

243

1,273

1,515

213

877

1,091

208

834

1,042

2029

407

1,784

2,191

355

1,213

1,567

341

1,142

1,483

2034

553

2,311

2,864

474

1,550

2,024

452

1,446

1,898

2039

729

2,747

3,476

616

1,817

2,433

583

1,679

2,262

2044

923

3,151

4,074

769

2,055

2,823

720

1,881

2,601
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3.1.6 Vessel Sizes and Calling Projection

The ISC region is served by a multitude of different carriers, services and vessel sizes. The three
main distinctions are:
a. Wayport services – mainline vessels making calls at ISC ports as part of services “passing
through” the region. In general, these are east-west services looking to add ISC cargo to
supplement the volumes being carried on an end-to-end basis (e.g. Europe-Far East).
The majority of these wayport calls are made at Colombo as opposed to other ports in
the region. The size of ships deployed on these services is determined by the size of the
end-to-end trade rather than the size of the ISC trade.
b. Direct call services – mainline vessels operating end-to-end services which start/end in
the ISC and/or Middle East. Ship size on these routes is more a function of the size of
the ISC trade.
c. Feeder services linking ISC spoke ports with regional transshipment hubs.
Colombo and Vizhinjam are wayport calls on mainline services currently serving on the Asia –
Europe trade lane. As per current service profile, Colombo is a wayport for most of the services
on the East-West trade lane. This implies that although it has mainline calls at the port, it is
neither starting nor ending point on a service route. Therefore, the average parcel size required
for a mainline vessel is approximately 40-50% of the overall capacity. The summary of current
and future vessel size, number of vessel call and parcel sizes are given in Table HH– to Table JJ--.
Table-HH---Summary of current vessel sizes calling at ISC ports

Type of Service

Largest Vessel
(Teu)

Typical Average
Sized Vessel (Teu)

Wayport calls at Colombo

8,450

3,800-4,500

Direct calls (at ports such as JNPT)

6,250

2,100-3,350

Feeder

2,113

700-1,100
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Table-II---Potential future vessel sizes calling at Vizhinjam port

Type of Service

Largest Vessel
(Teu)

Typical Average Sized
Vessel**
(Teu)

Mainline vessel

12,000

6,000-9,000

Feeder vessel

3,000

1,000-1,500

Table JJ– Vessel Calls and Parcel Size
Weekly Parcel sizes
(TEU/wk)

Average number of vessel calls per vessel category (calls/wk)
9000 TEU 6000 TEU

1500 TEU

1000 TEU

600 TEU

vessel

vessel

vessel

vessel

vessel

Phase I

1

2

0

3

2

6,521

9,162

Phase II

2

4

2

4

0

12,269

19,716

Phase III

3

7

4

5

0

18,951

33,136

Feeders

Mainlines

3.1.7 Revenue Estimation and Business Strategy of Port operations
The total revenue from the project as projected by the consultant would be about US $ 6.5 mn
in the first year of operation (2014) reaching upto US $ 352 mn in the year 2044. It should be
noted that main revenue source is container handling charges while vessel related charges
would be very low.
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Revenue Forecast ( in 000 US$)
400,000

350,000

300,000

250,000

Container Handling Related

200,000

Vessel Related
150,000

100,000

50,000

0
FY 14

FY 19

FY 24

FY 29

FY 34

FY 39

FY 44

The break-up of revenue on intermittent period is given in table below and
detailed revenue forecast is given in Drewry’s report.
Table -----Revenue Forecasting ( In 000, US$)

Year
FY 14
FY 19
FY 24
FY 29
FY 34
FY 39
FY 44

Vessel
Related
525
2,400
4,044
7,328
9,919
13,593
18,727

Container
Handling
Related
6,036
33,257
64,418
112,868
171,284
243,364
333,609

Total
Revenue
6,561
35,657
68,462
120,196
181,203
256,957
352,336

The above mentioned analysis of market assessment shows that to attract sufficient traffic at
Vizhinjam port and compete with current market leaders both in transshipment and gateway
- 125 -

Title

business, it is important for the new port to prepare business strategy and provide competitive
services than its competitors along with tariffs discount in the initial year of operations. As
given in competitive analysis of Vizhinjam port, it needs to plan better services on the seven
parameters that affect the decision of shipping lines call at the terminal. It also needs to attract
a large terminal operator to provide next class services to the port user.

3.2 Layout and Design
3.2.1

Project Site

Three alternative locations for the new port at Vizhinjam have been evaluated in
previous studies. Site A is located directly south to the village and fishery harbour of
Vizhinjam, Site B is located further south near the Karichal River, and Site C is located
near the mouth of Neyyar River as shown in figure XXX-. The site suitability has been
compared by earlier consultant and they recommended Site A over other sites and this
has been selected for the port development.

Figure XXX Alternative sites considered for Vizhinjam port development

Site A as shown in red block in Figure YYY is located directly south to the village and the
fishery harbour of Vizhinjam
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Figure YYY Project Location and View

The bathymetry plot and geology as shown in Figure XXX indicates that the water depths
increase quickly with the distance from the shore with the depth contours running relatively
parallel to the shoreline making the ports proposed location with strategic advantages. The
general topography of the site shows exposed rock along the coast except at a few locations
where beaches are present. The seabed dips relatively steeply towards the sea, with some
sudden rises and falls due to the presence of rock outcrops.

Figure--- Bathymetry plot and Geology features of site

- 125 -

Title

Vizhinjam falls under Zone III as per the seismic map of India shown in IS: 1893 – 2002, for
which peak horizontal ground acceleration at bedrock level of 0.08g is prescribed. Consultant
has analysed that the Vizhinjam port will be exposed to a medium seismic risk.
Tidal data as shown in table XXX the tidal range is very small, with a difference between mean
low and mean high water within the range of half a metre. This means that introduction of tidal
window in order to reduce the dredging depth of the port is not a feasible option.
Table XXX: Tidal data
Description

Levels
(m CD)

HHWS
MHHW
MLHW
MHLW
MLLW
LLWS

Highest High Water Spring
Mean Highest High Water
Mean Lowest High Water
Mean High Low Water
Mean Lowest Low Water
Lowest Low Water Spring

1.01
0.84
0.66
0.43
0.26
0.08

The wind data as shown in figure XXX shows that the main wind direction is from west
to north-northwest. The maximum wind speeds are 15m/s on the offshore data point.
During monsoon season the wind has a strong orientation from the West and North
northwest. The wind direction is variable during non-monsoon periods and main
directions are west to north-northwest and east-northeast.
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Wind data (all year)

Wind data in monsoon period
(May - September)

Wind data in non-monsoon period
(October - April)

Legend

Figure- XXX Wind Roses of Project Site

Along the west coast of India waves have a considerable seasonal variation. Wave
patterns vary over the year due to monsoons. The offshore wave pattern along the
Indian coasts consists of two components:



Swell waves - waves with moderate height but long periods from the
southwesterly to south-easterly directions, particularly from the south
Wind waves – waves with larger heights and shorter periods, mainly coming
from the west

The highest waves from the data set are as high as 4 to 5 metres, while approximately
10% exceeds 2.3 metres. Most waves in the dataset are around 1 metres high (around
20% of all waves).
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Wave data – year round
(swell and sea waves)

Wave data in monsoon period

Legend

(May - September)

Figure------ Wave roses (offshore, all year)

Based on Wave and Wind data analysis and modeling, Consultant has recommended the
harbour design with the two breakwaters on the west and south side to effectively
reduce wave action inside the port, both under extreme conditions and during normal
overall sea state.
3.2.2 Design Brief

Vessel Mix and Parcel Size
As per Market Assessment Report of Drewry, Vizhinjam targets to attract mainline
services as well as direct call services offering end to-end services that start/end in the
Indian Sub Continent (ISC) region and/ or the Middle East. The sizes of the vessels would
depend on trade volumes on these routes. The vessels call per week for main liner and
feeder vessels and their dimensions are shown below in table XXX to XXX to identify the
requirement of port design for the Project. Though the Port has been designed for
12,500 TEUs Container vessels at ultimate capacity, but in the initial phase, 9,000 TEUs
main liner vessels have been considered .
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Table XXX Average number of Vessels Calls/Week

Average number of vessel calls per vessel category (calls/wk)
9000 TEU

6000 TEU

1500 TEU

1000 TEU

600 TEU

vessel

vessel

vessel

vessel

vessel

Phase 1

1

2

0

3

2

Phase 2

2

4

2

4

0

Phase 3

3

7

4

5

0

Source: Drewry

Table XXXX Average Parcel Size

Parcel size (TEU/vessel)
9000 TEU

6000 TEU

1500 TEU

1000 TEU

600 TEU

vessel

Vessel

vessel

vessel

vessel

Phase 1

3,927

2,618

2,329

1,553

932

Phase 2

4,225

2,817

2,629

1,753

1,052

Phase 3

4,322

2,881

2,584

1,723

1,034

Source : Royal Haskoning

Table XXX Vessels Dimensions

LoA (m)

Breadth(m)

Draft (m)

Capacity
(TEUs)

Main Liners

397

56.0

16.0

12,500

Feeder (Ph-I)

175

27.5

10.0

1,000

Feeder (Ph II & III

200

30.0

11.0

1,500

Source: Royal Haskoning
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Approach Channel
The depth of the approach channel is determined by the design vessel’s draught and the
required under keel clearance. This under keel clearance is required to prevent the ship
from running aground and consider the influence of waves and winds, uneven bottom
profiles, dredging tolerances and safety margin. Based on PIANC guidelines, width of
unsheltered channel would be 300 m. The depth of sheltered water required would be
16 m for 9,000 TEUs main line vessels and 17.5 m for 12,500 TEUs main line vessel as
shown in Table----

Table XXXXX Water Depth Sheltered Channel
Design Vessel

9,000 TEU

12,500 TEU

Vessel draught (T)

[m]

14.5

16

Vessel length

[m]

350

397

Vessel beam

[m]

46

56

Underkeel Clearance (total sheltered)

[%]

10%

10%

Water depth (total sheltered)

[m]

16.0

17.5

The turning circle is taken as 1.75 times the design vessel’s length in line with the PIANC
guidelines. This results in a diameter of the turning circle of 700m. While, length would
be 900 m sheltered, 200 m transition for stopping section, and 1600 m for approach
channel, width of 300m is provided. The overview of marine infrastructure is shown in
Figure XXXX
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Figure XXXX Overview of marine Infrastructure of Vizhinjam Port
The total dredging volume for a design vessel with a draught of 14.5 m is estimated to
be just over 2.4 million m3 as shown in table XXXX. An investigation on the sourcing of
additional material which is required for the reclamation would be needed for phase I.
Table XXXX Volume to be dredged and reclaimed
Design Vessel

Phase I

Phase II and III

Draught

14.5 [m]

16.0 [m]

Capacity

9,000 [TEU]

14,000 [TEU]

Required volume Dredging

2.4 Mio m

3

3.9 Mio m3

Required volume to be reclaimed

3.3 Mio m3

3.3 Mio m3

The estimation of berth length for the new port is a function of required competitive
service level of the new port. The average berth occupancy should therefore be
approximately 50% (or less) to provide such a competitive service. In the initial phase
that can increased upto 70 % depending on rigid schedule of main line vessels and
increase in quay length. The total vessel hours at berth are used to estimate the
required berth length. A peak of 120% of the average throughput is assumed for the
calculation of the required berth length.
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Table XXXX: Calculation of berth occupancy (for phase 1)

Total berth use (hr m/wk)
Total berth use during peak (hr m/wk)
Berth length (m)
Hours per week
Downtime
Available time (hr/w)
Berth occupancy

44,955
53,945
650
168
5%
160
52%

Berth occupancy is estimated to change from 52 % in Phase I to 56% in Phase III as
shown in the Table XXX as the berth length increases over the period of time.
Depending on fixed of schedule of main liners, the berth occupancy can be further
increased but a balance needs to be maintained between berth occupancy and vessels
waiting at outer harbor.
Table XXXX: Berth occupancy for various Phases
Berth Length (m)

Occupancy (in
%)

Phase I

650

52

Phase I &II

1250

54

Phase I, II & III

2000

56

Phases

Terminal Area
The container traffic forecast has been used to prepare a conceptual layout for the
container terminal with its stacking area. The two categories of containers handled in
the container terminal are transshipment and gateway.
The calculation of the stacking requirements is divided in two parts; laden container and
empty containers. The calculation assumes that laden containers are stacked by Rubber
Tyred Gantry Cranes (RTGCs) with 5+1 high stacking capacity. Empty containers are
stacked using Empty Handlers stacking 6 high. The calculation of the required Twenty
feet Ground Slots (TGS) is provided in Table XXXX.
Table XXXX Required number of TGS

- 125 -

Title

Laden

Empty
435,250

41,200

5

6

Stacking days per annum

350

350

Average occupancy

65%

50%

Dwell time

6

20

Peak factor

120%

120%

Required # of TGS

2,755

942

Required Capacity (Phase I)
Stacking height

The terminal can further be divided in three main parts:
1. Apron area
2. Stacking area
3. Facilities area
The required dimensions of the container terminal for handling the required throughput
in phase 1 are 650m x 400m. With the above described layout, a terminal with these
dimensions has following properties:
 Storage for laden containers 2,912 TGS
 Storage for empty containers 1,326 TGS
 Gate and offices 2 ha
A drawing with details of the conceptual phase 1 layout is provided in Figure XXX
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Figure XXXX Conceptual Layout of Container Terminal for Phase I

The equipment required to smoothly operate a modern and efficient container terminal
is based on international practices. For the first phase of operations with an expected
throughput of just over 800,000 TEU, 6 quay cranes are required. RTGCs are critical in a
container terminal operation. The amount of other equipment required on the terminal
is based on the number of RTGCs that operate on the terminal following internal benchmark figures as given in Table XXX.
Table XXXX Container Terminal Equipment
Container terminal Equipment
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Unit

Quantity

Quay Cranes

[#]

6

RTGCs

[#]

16

Terminal Tractors

[#]

30

Tractor Trailers

[#]

30

Empty Container Handlers

[#]

4

Reach Stackers

[#]

2

3.2.3

Option layout Development

During the initial concept design phase the overall port layout was investigated. Three
different concepts were each considered for three locations of the channel as shown in
Figure XXX. The port configuration with the Southeast Channel alignment was finally
chosen as the preferred layout, because of its minimal impact on the existing fishery
port, its good protection against waves, and most economic construction.

Figure XXX Concept Layout- Options

- 125 -

Title

3.2.4

Recommended Option Layout and Design

The recommended option focuses on the preliminary design of the breakwaters and the
revetments that are required underneath the deck-on piles quay structure as shown in Figure
XXX. The design for the breakwater included in this section is made for phase 1 development
only. Phase 2 would not require construction of any additional breakwater length, however in
phase 3 the southern revetment needs relocation and lengthening of the northern breakwater.
Hence, in the recommended option cost optimization has been done with respect to
construction of breakwater, quay length and terminal area development in concurrence of
traffic ramp up in first few years of operations.

Figure XXX Recommended Option for Phase I

In the final recommended option, breakwater would be extended along quay length and
terminal area as shown in Figure XXXX. The southern breakwater that is proposed to be
constructed in phase I shall be relocated further south in phase III. The blue shaded area as
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shown for other function in the Figure XXX can be used in case of high case traffic growth
scenario for fourth terminal as phase IV.

Figure- Recommended Option for Final Phase
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3.3 Project Phasing
The project is proposed to be developed in phases; each phase would be in the range of 0.8 to
1.1 mn TEUs. As shown in Table XXX , the key parameters of each phases has been presented
showing an upward trend in terms of output and optimization of cost and development. The
average annual berth handling rate of TEU per meter is expected to increase to 1600 TEUs/m
per annum.

Table XXXX Key parameters per development phase
Design
Capacity
for each
phase

Phase

Quay
Length

Quay
Cranes

Breakwater
length

[m]

[number]

[m]

Yard Area
(ha)

Avg. Annual Berth
handling rates
(TEU/m)

[TEU/yr]
Phase I

822,257

650

6

3,340

25.0

1,400

Phase II

862,956

600

5

-

25.0

1,500

Phase III

1,138,236

750

6

1,540

30.0

1,600

Total

2,823,449

2,000

17

4,880*

80.0

-

3.3.1

Hinterland Connection

The hinterland connections to the port will run through part of the village of Vizhinjam.
The existing road infrastructure consist of 2 lanes bypass road of NH-47 as shown in
Figure XXX- near Kovalam village. At present a narrow street with small residential and
commercial structures on either side of this road lead to the site.
The only rail connection is the north-south connection as indicated in the top right of
Figure XXX. There are some basic utilities available in the village, but additional water
and power supply is being developed to serve the new port. It is understood that several
infrastructure improvements are planned which would improve the hinterland
connections, such as:
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Improvement of the existing road from the junction with the NH 47 by-pass to
project site. This improvement will be done by the Government of Kerala (GoK)
and is planned for completion in January 2011.
 Extension of the NH 47 Bypass. This extension be undertaken by the National
Highway Authority of India (NHAI)
 The road connection from project site to the NH47 Bypass will be undertaken by
the GoK as shown in Figure XXXX
 Rail connection from existing Southern Railway Main Line to the port site will be
undertaken by the GoK.
Figure XXX Existing and proposed road and rail infrastructure

Figure XXXX NH-47 Bypass
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Figure XXXX NH-47 Bypass ( last mile connectivity)

3.3.2

Project Costing: CAPEX & OPEX

As shown in Figure XXX, major component of CAPEX are breakwater, terminal
equipments, dredging, quay wall, container terminal. The cost of Phase I is US $ 550
mn, Phase II - US $ 266 mn and Phase III - US $ 474 mn. Due to nil cost of breakwater in
phase II cost would be very low as compare to other phases.
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Figure XXX CAPEX Analysis of Project

The detailed cost along with logistics model is given in Consultant report and depends of quarry and
mining, material availability and constructability. The major breakup of cost of given in Table XXXX.

Table XXX Major Component of CAPEX of Project in Phases

Component

Phase I

Phase II

Phase III

Cumulative

Dredging & Land Fill
Breakwater & Revetments
Quay wall
General port superstructures
Container terminal
Container terminal
Equipment
Marine Services
Utilities
Miscellaneous

63
242
53
4
45

51
49
4
37

65
160
61
1
46

180
402
162
10
128

98

81

98

277

31
10
3

31
10
2

31
10
2

93
30
7

CAPEX ( in US$)

550

266

474

1290
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The Operating Expenditures (OPEX) estimates which include the annual operating and
maintenance costs of the port and are prepared for each of the three developed phases. The
percentages and factors applied are based on the consultants experience, local conditions and
industry benchmarks.
The OPEX consists of the following main items:
1. Maintenance
2. Energy consumption
3. Labour
The maintenance costs per year are estimated as percentage of the CAPEX and are based on
Consultant’s experience of average annual maintenance costs over the full lifetime of the port
items. The applied percentages are shown in Table XXXX. The equipment cost factor of 4.5% is
considerable compared to 0.5% of the “Marine infrastructure” assets. Equipment involves a lot
of moving mechanical parts, which result in extensive maintenance programs. A breakwater is a
fixed structure and only requires minor maintenance, such as the replacement of armour rock
after a severe storm.

Table XXXX Annual OPEX costs
Maintenance cost item
Dredging
Breakwater & Revetments
Quay wall and other Infrastructure
Superstructures
Terminal area
Utilities
Miscellaneous
Gantry Cranes
RTGs
Terminal Tractors
Other Terminal Equipment
Marine Services Equipment
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[%of CAPEX]
0.5%
0.5%
0.5%
2.0%
2.5%
5%
0%
3.0%
3.0%
10.0%
8.0%
6.0%

A broad range of assumptions have been made due to the stage of the study. Included
in the cost estimates are:
 Contractors’ overheads, profit and general items.
 Allowance for uncertainty of local soil conditions
Excluded are
 Allowance for taxes
 Import duties
Hence, total estimated Project cost is in the range of US $ 1.29 Billion (Rs 6,000 cr) in
three phases.
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4

SOCIAL AND ENVIROMENTAL CONSIDERATIONS

4.1 Introduction
It is proposed that the environmental clearance process will be completed by VISL so that a project with
all regulatory approvals is made available to the successful bidder. To obtain the necessary
environmental clearance/approvals/consents/permits and authorizations an environmental and social
impact assessment (ESIA) is required to be undertaken.

The ESIA mandate has been split into two parts. The ESIA for the port is being undertaken by IFC’s
technical consultant Royal Haskoning (RH) and the ESIA for road, rail and other associated facilities is
being undertaken by VISL’s E&S consultant L&T Ramboll (LTR). Further, LTR will lead the process for
filing applications and undertaking necessary procedures for obtaining all necessary environmental
clearance/approvals/consents/permits and authorizations. RH will provide necessary technical support
in this process as required and also participate in presentations, meetings and providing reports etc. as
required, to successfully obtain all clearances. Further, RH and LTR will collaborate to integrate the ESIA
and prepare a full/comprehensive ESIA considering the total impact of the Port and its associated
facilities.

4.2

Progress on Port ESIA - RH Scope of Work

The Scoping Report for the ESIA has been delivered to VISL. The scoping report will form part of the
application to be submitted to Ministry of Environment and Forests (MoEF), Government of India (GoI)
for the ESIA Terms of Reference (ToR) approval.
The scoping report was prepared based on a review of all available documents/ information on the
Project, LTR’s existing Rapid ESIA report of 2004 and initial stakeholder/ community consultations.
In the scoping phase:
a)
the likely environmental and social impacts have been qualitatively identified (refer to
Annexure 1 for a brief discussion on key social and environmental impacts);
b)
Preliminary determination of the Project’s influence and study area has been
undertaken. The study area will incorporate all activities within the boundary of the port
as well as an area of influence in a ten km radius; and
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c)

Based on the above, a determination of the surveys, primary data requirement and
studies required, has been undertaken (refer to Annexure 2 for a listing of additional
studies required).

As part of this scoping study an environmental appraisal of the potentially suitable quarries (to
supply rock and construction material) has been undertaken. The appraisal included site visits
by environmental and engineering experts in July 2010.
Although, the surveys mentioned at Annex II will officially start only after approval of the
Scoping Report and issue of ToR by MoEF, GoI, in order to overcome delays in the overall ESIA
process, some of these surveys have already been started. It is expected that the comprehensive
ESIA with 3 seasons data (excluding the monsoon season) will be completed in another 9
months (i.e. June 2011). (Refer to the work plan at Annexure 3 )

Road and Rail ESIA - LTR Scope of Work

LTR scope of work includes: Technical assistance to get Environmental clearance /CRZ clearance
for the port, road, rail and other associated facilities; and also to complete the ESIA for road, rail
and associated facilities. ESIA for Port alone will be completed by RH. LTR’s scope will involve
the following stages:
a)
Preparation of Form 1 and Terms of reference (TOR); Providing technical assistance
during ToR approval from MOEF; Preparation of Executive summary in English and Local
language; Providing technical assistance during Public consultation; Preparation of
Environmental appraisal questionnaire; Providing technical assistance during obtaining
recommendation from Kerala state; coastal zone management authority (KSCZMA); and
Providing Technical assistance during obtaining Environmental /CRZ clearance from
MOEF; and
b)
Vizhinjam Road and Rail connectivity- EIA studies including: Baseline study; Analysis of
potential impacts; Preparation of Resettlement action plan (RAP); Preparation of Draft
Environmental and social impact Assessment (ESA) Report; Preparation of Final ESA
Environmental and social impact Assessment (ESA) Report.
LTR has prepared the Form I and ToR to be submitted to MoEF, GoI to start the formal EIA
clearance process for the Port and associated facilities. LTR has shared it with RH but the ToR
application needs some input from VISL. The ToR application will be finalized for filing during the
visit of RH from 22 till 24 September to the project site.
LTR has completed one season baseline monitoring for ambient air quality, ambient noise levels,
soil characteristics, flora and fauna, surface and groundwater quality and social surveys along
the right of way of the road alignment. However, all of these studies remain pending for the rail
alignment as the alignment has not yet been frozen and ground marked.

Key Issues to be addressed on a priority to expedite the process
a) The Scoping Report has been delivered to VISL and with the support of LTR will be submitted to
MOEF for ToR approval. The ToR application needs some input from VISL as indicated on a form
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drafted by LTR. The ToR application will be finalized for filing during the visit of RH from 22 till 24
September to the project site.
b) Railway line alignment and ground marking is a key requirement for the Road and Rail ESIA to
proceed to the next step. This needs to be finalized and ground marked by RITES at the earliest.
c) There are several other associated facilities for the port (e.g. truck terminal, substation or other
such facilities). It is important that LTR be provided a comprehensive and complete list and basic
design of such associated facilities, which are proposed to be completed on account of the Port
development. This is a critical input to enabling LTR: to identify any cumulative impacts of these
associated facilities; to incorporate their social and environmental impacts in LTR’s ESIA; and
develop suitable mitigation measures.
d) During the initial community consultation fishing communities have expressed apprehensions
that the port will adversely affect their livelihood. This needs to be proactively discussed with
the affected communities and addressed on a priority. Further, during these initial consultations
(and also as per some press reports), affected communities have expressed an anxiety
pertaining to the compensation for loss of land and livelihood. The communities have expressed
a desire for adequate compensation for loss of land or livelihood due to port development. This
also needs to be proactively taken up early in the ESIA process.
e) Initial reviews indicate that the road alignment is completely traversing through potential
ground/surface water zones. Potential issues and impacts around this aspect and mitigation
measures need to be identified early in the process. Further, proposed project involves change
of land use from paddy field to raad. Paddy field conversion is a prohibited activity in the State
of Kerala. This may require support of appropriate GoK authorities.
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5

LEGAL ISSUES

The detailed Legal Due Diligence Report has been separately submitted to VISL. The key issues/
observations are summarized in this section:

5.1 Challenges in getting approvals for VGF from GoI
The legal consultants have brought out the difficulties in terms of applying for and getting VGF
approvals. The main issues are brought out in Annexure 4.

5.2 Key observations on Kerala Port Policy
(i)

The concession awarded to a private participant may be on a BOT, BOOT, management
contract, build transfer operate, joint venture, service contract or rehabilitate, operate
and transfer basis.

(ii)

The concession agreement will be prepared with the approval of the GoK and must be
recommended by the Law Department and Finance Department of GoK.

(iii)

The concession will be granted initially for a period of 30 years from the date of
execution of the concession agreement.

(iv)

In order to facilitate financing of projects from commercial sources, the concession
agreement may provide sufficient safeguards to lenders against force majeure events
and termination events.

(v)

The Ports Policy also provides for the execution of a direct agreement between the GoK
and the lenders.

(vi)

Under the Ports Policy, the GoK has the discretion to allow the Concessionaire to fix
charges for services to be offered to the Users of the Port.

(vii)

Where the concession relates to establishing of new ports or making substantial
investments in existing ports, the concessionaire may be allowed to act as the
conservator.

(viii)

The concessionaire shall be free to frame its employment policies.

5.3 Kerala Maritime Board
GoK has issued a draft ordinance for the establishment of the Kerala Maritime Board. However,
we have not been provided with a copy of the draft ordinance and are therefore not clear on the
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nature, scope and extent of the powers, duties and functions of the proposed Kerala Maritime
Board. A copy of the draft ordinance should be made available to bidders to enable them to
familiarise themselves with and evaluate the powers and functions of the proposed Kerala
Maritime Board and to preclude the possibility of the constitution of the Kerala Maritime Board
at a subsequent date being regarded as a change in law event.

5.4 Tariff Related Issue
(a) If the Concessionaire is granted the freedom to determine the port dues and vessel related
fees, the GoK must undertake to notify these dues and fees under the Indian Ports Act.
Failure of the GoK to do so will result in the Concessionaire not being able to charge Users
the dues and fees determined by the Concessionaire.
(b) The Concessionaire will require similar rights as given to port operators under the Major
Port Trust Acts in relation to imposition and recovery of cargo handling charges, vessel
handling fees and port dues payable at the Port. Since the Major Ports Trust Act does not
apply to minor ports, the GoK would have to issue a notification to specifically enable the
Concessionaire to exercise such rights at the Port.

5.5 Regulation of Competition
The GoK has, by G.O. dated 15 June, 2007, approved the incorporation of the following provisions
in the bid documents for selection of a private partner for developing the Project:

(a) If the GoK decides to bid out port operations after the expiry of the concession period of 30
years for another term, the right of first refusal will be given to the Concessionaire to match
the winning bid;
(b) The GoK will not allow any private developer to construct a similar transhipment hub within
150 kilometres of the coastline on either side of the Port, but within the State boundary.
Similar arrangements should apply to this round of bidding as well.

5.6 Conservancy, Health, Safety and Environment
The GoK should frame rules for regulating the provision of services at the Port, irrespective of
whether such services are being rendered by the GoK or the Concessionaire. These rules should
be provided to bidders as a part of the Concession Agreement to enable the bidders to have
clarity on the manner in which the Port has to be operated and maintained.

- 125 -

Title

5.7 Security
(a) In addition to complying with the provisions relating to security measures under the Merchant
Shipping Act, the Concessionaire must be required to specifically comply with the requirements
of the ISPS Code and other international conventions on maritime safety to which India is a
signatory, such as the MARPOL Convention (International Convention for Prevention of Pollution
from Ships, 1973), IMO Conventions (International Maritime Organisation conventions), CSC
Convention (International Convention for Safe Containers, 1972) etc.

(b) The Concessionaire should be required to cooperate with the Coast Guard and provide the Coast
Guard with access to the Port for the fulfilment of their functions under the Coast Guard Act,
including the provision of sea-side security for the Port.

(c) On a request by the Concessionaire, the GoK should facilitate the deployment of CISF at the Port
for maintaining security on the landside.

5.8 Procurement and Kerala Law related issues
As mandated by the Industrial and Commercial Policy, the GoK must select the private entity
which shall be responsible for implementing the Project through a transparent and open
competitive bidding process.

5.9 Experience of the GoK in previous rounds of bidding
In light of the decision of the division bench of the Kerala High Court, as upheld by the Supreme
Court, it is evident that while the GoK can retain the discretion to amend, cancel or terminate the
Bidding Process or to disqualify or eliminate a bidder, the GoK as a government entity is
constitutionally bound to conduct the Bidding Process in accordance with the principles of natural
justice and in a fair, reasonable and non arbitrary manner. Therefore, if the GoK wishes to exclude
a particular bidder or class of bidders from bidding for the Project, the bidding documents will
need to be drafted in a manner that legitimately allows the GoK to exclude such bidder or class of
bidders. Further, such decision must be supported by reasons for such exclusion.

5.10 Security Clearance
A security clearance is required at the RFP stage. Since the information required from the bidders
for security clearance is considerably detailed, the GoK should consider requiring only those bidders
who have been shortlisted for the RFP stage to submit such information. A clarification will have to
be taken by GoK/ VISL about the exact process, as this is not in public domain. In particular, as GoK
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wishes to follow a time-crashed process for bidding, a clarification on stage of getting security
clearance is needed prior to issue of RFP.

5.11 National Maritime Development Programme
Under the NMDP, the Government of India is committed to providing support under a Centrally
Sponsored Scheme for development of one port in each maritime State. The CSS may be a
potential source of funding for the development of the civil infrastructure at the Port. However,
the Port has not been considered thus far for development under the CSS. The only minor port in
the State of Kerala that has been selected for development under the CSS is Azhikkal. The GoK to
consider whether Azhikkal may be substituted by the Port for development under the CSS,
provided no assistance under the CSS has already been obtained by the GoK for Azhikkal.

5.12 Kerala Ceilings on Government Guarantees Act, 2003
If the GoK wishes to guarantee any loan taken by VISL for the Project, it must comply with the ceiling
prescribed under the Guarantee Act. The Finance Department will need to confirm whether GoK has
sufficient headroom for giving a guarantee in relation to VISL’s or the DOP's potential obligations
either to the Concessionaire and/or their Lenders.

5.13 Environmental Laws
The Sponsors and the Lenders will require the GoK to:
(a) complete the EIA based on a minimum of 3 seasons data and obtain approvals for construction
of the Port and environmental clearance from the SCZMA and the SEIAA or MoEF, as the case
may be, as conditions precedent to the effectiveness of the Concession Agreement.
(b) obtain the consent of the KSPCB to establish and operate the Project as a condition precedent to
the effectiveness of the Concession Agreement.
(c) obtain the consent of the KSPCB to establish and operate the Project as a condition precedent to
the effectiveness of the Concession Agreement.

5.14 Land Acquisition
We have been informed by the Representatives of VISL that a notification declaring the GoK's
intent to acquire 85 hectares of land for the Project, as required under the Land Acquisition Act,
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was published in the local newspapers on 14 March, 2010, of which 40 hectares have been
acquired by the GoK.
The Sponsors and Lenders will require the GoK to complete the process of land acquisition for the
entire 120 hectares as a condition precedent to the effectiveness of the Concession Agreement.
If the land reclaimed at the Site for the Project is deemed to be Government Land, such land will
then have to be assigned by GoK for the Project, after consultation with the local panchayat and
the assignment will be required to take effect from the date of completion of dredging and
reclamation.
As the purchase of land by the Concessionaire may further affect the Financial Viability and
bankability, the GoK may consider exempting the Concessionaire from having to purchase land for
future expansions of the Project. Such additional land may be made available to the
Concessionaire on terms similar to the terms of lease of land for the first phase of the Project.

5.15 Cabotage Rules
The GoK may consider applying to the GoI for exempting ships involved in coasting trade and calling
at the Port from the application of the cabotage rules.

1. Labour Laws
The Concessionaire will require the freedom to determine the terms and conditions of employment to
make the Port competitive. Please consider exempting the Port from the applicability of the Dock
Workers Act.

The Concessionaire will require the freedom to determine the terms and conditions of employment to
make the Port competitive. Please consider exempting the Port from the applicability of the Kerala
Loading and Unloading Act.

The GoK may consider issuing a notification to declare all services provided in relation to the
construction, operations and maintenance of the Port as essential services.

If the GoK wishes to provide greater certainty to bidders on labour law issues, it may consider:

(i)
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constituting the Port and surrounding areas as an SEZ (as has been done at
Kochi); and

(ii)

amending the Kerala SEZ Policy to permit the liberalization of labour laws, as
had been done in Gujarat.

However, setting up an SEZ at the site of the Port will require the GoK to acquire sufficient land in
accordance with the SEZ Act and the SEZ Rules. This is likely to have significant cost implications for the
GoK.
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6
6.1

PROJECT STRUCTURING OPTIONS
Essential Elements of Project Structure

6.1.1 Vizhinjam Port is projected to have a low volume of gateway traffic

In a business as usual scenario, Vizhinjam Port is expected to attract low volume of
gateway traffic, i.e. port traffic originating in or destined for Kerala. This is primarily
because of lack of industry in the immediate hinterland of the port. In absence of
significant gateway traffic, the port has to necessarily depend on transshipment traffic.
This poses some issues:

a.

A port based primarily on transshipment traffic is a high risk investment that not
many credible and experienced investors will be willing to bid for. This is
corroborated by investor consultations with domestic and international private
players. Large investments in greenfield ports are rarely planned based primarily on
transshipment traffic, because transshipment traffic is very unpredictable and
shipping lines are known to switch from one port to another at the slightest of
reasons. For example, Maersk switched its transshipment from Singapore to the new
facility at Tanjung Pelepas suddenly. One way of mitigating this traffic risk is to lock
in a major shipping line as an investor. However, in the wake of substantial losses in
2008-09 and the continued uncertainty in the global trade scenario, very few major
container shipping lines would have the appetite to bid for and invest in a greenfield
port. Moreover, if a shipping line has plans to invest in the Project, with a view to
making it its transshipment hub, then competing shipping lines are likely to stay
away, fearing a differential service and pricing.

b.

A port based primarily on transshipment traffic does not have significant linkages
and synergies with the local economy. As a result one of the key priorities of the
Government of Kerala, i.e. development of Kerala, is unlikely to be served optimally,
if the port develops primarily as a transshipment port.

Achieving the short term goal of a successful bid, as well as the long term goal of economic
development requires that the Vizhinjam Project should be planned, not merely as a standalone port project, but as a larger development, whereby area near the port is developed as
industrial and/or logistical hub, offering opportunity for synergies between the port and the
Kerala economy and at the same time providing medium to long term gateway traffic growth
at the port. Bidders’ response to Request for Proposals may depend critically on Government
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making credible commitments, prior to the bid, on establishment of industrial/ logistical hubs
near the port.

6.1.2 Vizhinjam Port will face intense competition from existing ports for transshipment
traffic.

Establishment of an industrial/ logistical hub near the port, as suggested in the previous
paragraph is expected to add traffic to the port only in the long term. In the short to
medium term, the port will still have to depend on transshipment traffic. The Vizhinjam
Port will have to compete vigorously with ports such as Colombo and Vallarpadam
which have a head start in terms of established operations, presence of global players in
port operations, relationships with shipping lines and shippers and better logistical
networks. Any credible bidder will assess this competition through an independent
market study and plan his port to build competitive advantages. International
consultants hired by IFC (Drewry and Royal Haskoning) have simulated such a market
assessment and concept planning for the port. Based on these studies and bidder
consultations, it is apparent that the Vizhinjam Port will have to adopt proactive
strategies to attract transshipment cargo, including the following:

c.

Construction of a “world class” facility
 Design of the port civil works (breakwater, quay walls, dredging and
reclamation) such that the port caters to the largest container ships of 12500
TEU capacity. Further, the design principles for the terminal facilities should
be such that support highly efficient operations. One manifestation of this
principle is that capacity addition is done such as to ensure berth occupancy
rates of not more than 55% to 58%, thereby ensuring a quick turnaround for
ships calling at the port.
 Such strategies have been included in the projections for capital
expenditures by IFC in consultation with technical consultants Royal
Haskoning. However, it will be important to involve private investors/
operator in the planning, design and construction of the port civil works and
to give him independence in deciding on the nature and timing of terminal
capacity addition in subsequent phases of the Project. The project structure
has to set up the right incentives and checks and balances to ensure that
design and construction of civil works (and terminals) is optimal from view
point of efficient port operations and timing and extent of investments.
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 In addition, transshipment traffic in particular demands disruption free
operations at the port. As such, strategies have to be developed to counter
the general perception of labour related issues in Kerala. Some of the bidders
consulted have suggested that establishment of a Special Economic Zone at
the port may give comfort in this context to bidders and also the shipping
lines that are potential customers for the transshipment traffic at the port.
d.

Strategic tie-ups for cargo and traffic development
 The management and operation of the port has to be highly market oriented.
This implies that strategic tie-ups are equally, if not more important to the
success of the port than just constructing a “world-class” facility. While
construction can be taken up through public funded contracts, even without
addressing most of the issues highlighted above, this implementation
strategy has the risk of creating a white elephant with poorer economic and
financial results in the medium to long term.
 As such, the transaction structure has to be such that experienced private
players that are able to develop strategic tie-ups with port operators,
shipping lines, shippers and other key players in the logistics value chain are
involved in the project at an early stage and have a say in the planning,
design and construction of the port.

e.

Long term freedom to investor to fix charges in response to market forces
 Transshipment traffic is highly price sensitive. Keeping in view the network
costs to the Users, Drewry has suggested that the Project will have to initially
offer substantial discounts to the transshipment tariff offered at Colombo
port and match the tariff at Tuticorin port for bulk cargo and vessel related
charges.
 Once the port establishes efficient operations and is successful in forming
strategic relations with shipping lines, it could increase tariffs in the medium
term. The financial analysis by IFC is based on the traffic and tariff projections
by Drewry, which have incorporated the above pricing strategies. For future
tariff increases to be factored in by bidders in their bids, it will be necessary
that they have complete freedom to fix cargo and vessel related charges.

The level of response to the bid will depend on a coherent and credible competitive strategy
being conveyed to bidders through the various elements of the project structure. These
elements include – construction of world class port infrastructure, role for investor in design
and implementation of civil works, flexibility in deciding on timing and nature of capacity
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addition in later phases, commitment to establish a Special Economic Zone and freedom to
set tariffs.

6.1.3 Transshipment faces regulatory issues related to Cabotage law.

The Merchant Shipping Act, 1958 incorporates the following cabotage rules:
(a)
Indian ships or ships chartered by Indian citizens or a cooperative society must
obtain a license from the Directorate General of Shipping to carry on either
foreign or coasting trade.
(b)
Non-Indian ships or ships not chartered by Indian citizens or a cooperative
society must seek a license from the Directorate General of Shipping to carry on
coasting trade in India. Such license may be for a specified period or voyage.
These restrictions limit the ability of Indian flag vessels and foreign flag ships to be used as
feeder vessels between Indian ports or between an Indian port and another port or
place in the Indian sub-continent, without a license. The customs officer of a port is
restricted from issuing port clearance to any ship that does not carry the requisite
license from the Directorate General of Shipping. The lack of regular feeder services
between the Vizhinjam Project and other ports in the Indian sub-continent region as a
result of such short term licensing may adversely affect the transhipment traffic at the
Project.
The Ministry of Shipping has the statutory power to exempt or make exceptions to the
requirement for a foreign flag vessel to obtain a license for carrying on coasting trade in
India. The GoK may seek a general order from the Ministry of Shipping to the effect that
all foreign or Indian flag ships calling at the port of Vizhinjam along with any other ports
in the Indian sub-continent will be exempt from the requirement of obtaining a license.
However, since the grant of exemption is not in the control of the Government of Kerala, it
can at best be a commitment either on best efforts basis or as a condition precedent for
the concession contract to be effective. In either case, the risk is not completely
mitigated, as the Government of India may not provide an exemption to the Project
despite best efforts. In that case the project will remain a non-starter. It is understood
that Vallarpadam Project is likely to get an exemption from the licensing requirements
under the Cabotage rules based on the interpretation that being a notified Special
Economic Zone it could be considered as foreign territory.
The Government should give a firm commitment to notify Vizhinjam Port as a Special
Economic Zone (SEZ) so that exemptions to Cabotage Rules, similar to those expected at
Vallarpadam can be obtained, with greater certainty. As brought out earlier the
establishment of SEZ will also address the risk perception of bidders on labour related
disruptions in the efficient operation of the Vizhinjam Project.
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6.1.4 Construction of a world class greenfield port at Vizhinjam requires heavy investment
in civil works such as breakwater, dredging, reclamation and quay walls that does not
generate any direct revenues. A project structure that puts the entire responsibility of
financing civil works related investment on the private sector is financially unviable.

Large investments in port infrastructure are needed to construct a world class port with
meaningful spinoffs for the Kerala economy. However, because of a highly competitive
scenario, the port is projected to have relatively low revenues because of low traffic and
low tariffs. Financial analysis indicates that the project has low debt capacity, i.e. the
cash flows are not enough to support high levels of debt. Consequently, the project will
need a large infusion of Equity. However, the return to equity investors is much lower
than threshold returns required by investors. The project will be unviable without
Government financial support.
International experience also indicates that there are very few greenfield projects
where costs of breakwater, dredging, reclamation and quay walls have been fully
financed and developed by a private investor. In cases where this could be done, the
revenue potential was very high because their hinterland had high industrial growth,
mines or for power plants with captive cargo and an ability to charge higher tariff
because of relative lack of competition. In the case of Vizhinjam, several of these preconditions do not apply.
The life of these assets generally ranges from 50 to 100 years. Depreciating them in the
typical concession period of 25 to 40 years is not feasible. Moreover, in India,
commercial debt is generally not available beyond 18 years tenure. Generally, investors
are averse to projects that require long waiting periods to earn returns. In the case of
Vizhinjam, traffic and tariff projections indicate that threshold returns required by
investors may never be achieved if investors have to fully finance breakwater,
reclamation and quay walls. Consultation with potential bidders has further confirmed this,
as most parties consulted have indicated their inability to finance civil works.

Substantial financial support from Government will be required for the project to make it
financially viable. Such support is required primarily to meet the capital expenditure for
breakwaters, dredging and reclamation and quay walls, apart from the external infrastructure
such as road and rail linkages.
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6.1.5 The quantum of Government financial support required depends on the actual
business plans of the bidders.

The form of the financial support depends on the transaction structure adopted. The
following section has a detailed discussion on the transaction structures and the forms
and quantum of financial support. However, it needs to be noted that the actual
quantum of financial support required depends on the business plans adopted by
individual bidders. Though Drewry has tried to simulate the most likely business plan,
some bidders may be able to form strong consortia that give them the confidence of
attracting higher levels of traffic than projected by Drewry in the base case. They may,
for example, be either able to tie up with container shipping lines that commit to high
levels of transshipment traffic at Vizhinjam or may be able to tap extra sources of
revenue through additional cargo options, such as liquid bulk etc. Similarly, bidders may
also have better cost optimization solutions than projected by Royal Haskoning in the
base case.

The quantum of financial support should be discovered through the bidding process, as the
bid criterion. The bid technical parameters and process should be so defined that bidders
have sufficient flexibility in adopting innovative business plans. At the same time, to conserve
bid integrity and comparability a basic minimum technical specification should be outlined in
the Request for Proposals.

6.2

Key GoK Priorities impacting the Project Structure

Based on our discussions with the GoK, we understand that the GoK's key drivers for developing
this Project on a PPP basis are:

(a)

To conduct a successful Bidding Process, so that the Project is bid out and the Sponsors
are selected as early as possible and ideally by December/ January 2010. To achieve this
objective, the GoK is keen to:
(i)

Position the Project in such a manner that it is financially viable for Sponsors and
bankable for the Lenders;

(ii)

Conduct the Bidding Process in a manner that is fair, transparent and competitive,
so as to minimize the scope for potential challenges (particularly as the previous
round of bidding was subject to challenge by Zoom); and
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(iii) The Bidding Process should attract the maximum number of competent and
experienced Bidders.
(b)

To reduce the total quantum of public expenditure by the GoK on the Project. Subject to
meeting the financial viability and bankability considerations, the GoK would prefer to
defer its obligations to expend monies on the Project over as long a period as possible,
instead of incurring such expenditure upfront or in a short period of time. Further, the
GoK would prefer to maximize the financial support available from the GoI (whether
under the VGF Scheme or otherwise).

(c)

Subject to meeting the financial viability and bankability considerations, to recover
monies spent by the GoK on the Project and ideally, with a reasonable rate of return.

(d)

Subject to meeting the financial viability and bankability considerations, to minimize the
project risk that the GoK needs to bear (e.g., design, construction, interface,
market/traffic risks) and to minimize the role of the GoK in the construction, operations
and maintenance of the Project. The GoK wishes to give the Sponsors maximum
flexibility to develop the Project.

6.3 Potential Transaction Structures
This Section sets out the key features of the potential transaction structures that we have
reviewed for the Project, with help of our legal consultants. Across all these structures, the GoK
will be responsible for issuing the Port By-Laws in accordance with the Indian Ports Act for the
regulation of public health and marine safety at the Port.
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6.3.1

Landlord Model

In the Landlord Model:

(a)

The GoK will be responsible for:
(i)

Developing a long-term master plan for the Port.

(ii) Construction, operations and maintenance of the civil infrastructure,
through an EPC contract awarded to a third party after seeking design
inputs from the Concessionaire.
(iii) Providing or causing the appropriate governmental agency to provide
marine infrastructure at the Port and marine services to Users.
(iv) Appointing the appropriate governmental agency to act as the conservator
of the Port under the Indian Ports Act. The role of such Conservator is to
oversee and ensure compliance with the Indian Ports Act and the Port ByLaws so that public health and maritime safety are maintained. The
Conservator will also exercise police powers at the Port (e.g., power to
board vessels; try ships, masters or the Concessionaire for offences
committed; power of distraint over vessels and recovery of costs for such
distraint; take actions to maintain defence and security of the port; take
actions in emergencies).
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(b)

The GoK will grant a concession on a BTO basis to a qualified private firm/
consortium for developing, operating, maintaining the suprastructure (terminal)
and to use the civil infrastructure and suprastructure to provide cargo handling
and other services to Users at the Port. The Concessionaire will be required to
provide these services to the Users at specified performance levels.

(c)

The GoK will own the civil infrastructure and lease its possession and use
(including rights to use existing or reclaimed land and waterfront) at nominal
rates, to the Concessionaire for the purpose of implementing the Project.

(d)

The GoK may earn revenue from the Project by setting, levying and collecting
port dues and other charges relating to the use of the civil infrastructure by the
Users. In addition, the GoK will be entitled to set, levy and collect tariff from
Users for the provision of marine services. The Concessionaire will be entitled to
set, levy and collect tariff from Users for the use of suprastructure and the
provision of cargo handling and other services.

(e)

Although Project assets will be owned by the GoK, the Concessionaire will be
entitled to create security over its leasehold rights in assets, its concession rights,
the Project assets and Project revenues earned by the Concessionaire.

(f)

If the Landlord Model is used, then the bidders will be required to bid for the
extent of government financial support required from the GoK for developing
and operating the supra-structure (terminal). Alternatively, in case bidders find
the construction and operation of the suprastructure (terminals) to be very
profitable, they will be free to bid for a revenue share with GoK.
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6.3.2

Modified Landlord Model

The Modified Landlord Model will essentially be same as the Landlord Model, except in
the following significant ways:

(a)

Instead of GoK awarding the EPC contract for civil infrastructure to a third party,
the GoK will award the EPC contract as well as the concession for the
suprastructure (terminals) to the same winning bidder.

(b)

Each bidder will be required to simultaneously bid for an EPC contract for the
construction and development of the civil infrastructure and for the BTO
concession for the development, construction, operations, management and
maintenance of the suprastructure (terminals) and the provision of cargo
handling services, marine services and other ancillary services to the Users.

(c)

If the Modified Landlord Model is used, then the bidders will be required to bid
for: (1) the lump-sum EPC contract price; and (2) extent of government financial
support required from the GoK for developing and operating the suprastructure,
or alternatively, the concession fee that the bidder is willing to pay to the GoK.
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The aggregate financial impact for the GoK, in NPV terms, will be compared and
the bid that has the least financial impact will be declared as the winning bid.

6.3.3

Private Services Model

In the Private Services Model:

(a)

The GoK will grant a single concession on a BOOT basis for developing, operating,
maintaining and managing the entire Port (including the civil infrastructure,
suprastructure and marine infrastructure) and to provide cargo handling
services, marine services and other ancillary services to Users at the Port. The
Concessionaire will be required to provide these services to the Users at
specified performance levels.

(b)

The Concessionaire will be entitled to set, levy and collect tariff from Users for
the use of all infrastructure at the Port (whether civil infrastructure,
suprastructure or marine infrastructure) and the provision of cargo handling
services, marine services and other ancillary services to Users. The GoK will
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notify the tariff set by the suprastructure Concessionaire for port dues, pilotage
and other marine services in accordance with the Indian Ports Act. The
Concessionaire will also be responsible for developing a long-term master plan
for the Port.

(a)

The GoK will appoint the Concessionaire to act as the conservator of the Port
under the Indian Ports Act. Therefore, the Concessionaire will fulfil the duties
and functions of the Conservator under the Indian Ports Act. But, the policing
powers of the Conservator in respect of the Port will be retained by the
Government and delegated to an appropriate GoK agency.

(b)

The GoK will own only the land (whether existing or the reclaimed land) and
water front at the Port site. The GoK will lease the land and waterfront rights at a
nominal rate to the Concessionaire for the purpose of implementing the Project.
All other infrastructure and assets, including the civil infrastructure, the
suprastructure and the marine infrastructure will be owned by the
Concessionaire for the term of the concession. These assets will be transferred
to the GoK on expiration or early termination of the concession. As owner of the
Project assets (other than the land and the water front), the Concessionaire will
be entitled to create security over its freehold rights in the Project assets, its
concession rights and Project revenues earned by the Concessionaire.

(c)

If the Private Services Model is used, then the bidders will be required to bid for
the extent of financial support required from GoK in the form of a (i)
construction period grant and (ii) a stream of annuity payments during the first
10 years of the operations period. Only for the purpose of comparison across
bidders, the NPV of these annual payments will be calculated at a rate of 18% to
arrive at a total financial support figure. The relatively high discount rate of 18%
is expected to incentivize bidders to bid more for annuity payments than for
upfront grant.
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6.3.4

Modified Private Services Model

In the Modified Private Services Model:

(a)

The GoK will grant two parallel concessions, to the same consortium: (i) for
developing, operating, maintaining and managing the civil infrastructure on a
BTO basis (Infra Concessionaire); and (ii) for developing, operating, maintaining
and managing the suprastructure and marine infrastructure and to provide cargo
handling services, marine services and other ancillary services to Users at the
Port on a BOOT basis (Supra Concessionaire);. The Supra Concessionaire will also
be responsible for developing a long-term master plan for the Port.

(b)

The bidders will be required to bid for both concessions simultaneously, so that
the same Sponsors will have control over both Concessionaires. Further, the two
concessions will be co-terminous and will have cross-default provisions. The two
Concessionaires will be required to coordinate their designs and construction
works. The Sponsors will ultimately bear all risks in relation to the design,
construction, operations and interface of the civil infrastructure, suprastructure
and marine infrastructure.
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(c)

The Infra Concessionaire will be entitled to set, levy and collect port dues from
Users for the use of the civil infrastructure, and such tariff will be notified by the
GoK in the Indian Ports Act. All port dues will be collected by the Infra
Concessionaire on behalf of the GoK and will be paid to the GoK on a periodic
basis. The Infra Concessionaire will be entitled to earn its revenue out of
availability based annuity payments made by the GoK during the operations
period.

(d)

The Supra Concessionaire will be entitled to set, levy and collect tariff for all
other services provided at the Port (i.e., cargo handling charges, vessel related
charges and other charges for ancillary services). The GoK will notify the tariff set
by the Supra Concessionaire for pilotage and other marine services in accordance
with the Indian Ports Act.

(e)

The GoK will appoint the Supra Concessionaire to act as the Conservator of the
Port under the Indian Ports Act. The policing powers of the Conservator in
respect of the Port will be retained by the Government and delegated to an
appropriate GoK agency.

(f)

The GoK will own only the land (whether existing or the reclaimed land) and
water front at the Port site. The GoK will lease the land and waterfront rights at
nominal rates to the Concessionaires for the purpose of implementing the
Project.

(g)

All other infrastructure and assets, including the suprastructure and the marine
infrastructure will be owned by the Supra Concessionaire for the term of the
concession. These assets will be transferred to the GoK on expiration or early
termination of the concession. The Infra Concessionaire and the Supra
Concessionaire will be entitled to create security over their respective leasehold
rights in the land and waterfront.

(h)

As owner of the Project assets (other than the land and the water front), the
Supra Concessionaire will be entitled to create security over its freehold rights in
the Project assets, its concession rights and Project revenues earned by the
Concessionaire.
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(i)

6.3.5

If the Modified Private Services Model is used, the bidders will be required to bid
for: (1) the NPV of annuity payments during the term of the infrastructure
concession; and (2) the aggregate GoK support required for the Suprastructure
Concession; or alternatively, the NPV of the concession fee that the bidder is
willing to pay to the GoK. The aggregate financial impact for the GoK will be
compared and the bid that has the least financial impact will be declared as the
winning bid.

Joint Venture BOOT Model

In the Joint Venture BOOT Model:
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(a)

The GoK will grant a single concession on a BOOT basis for developing, operating,
maintaining and managing the entire Port (including the civil infrastructure,
suprastructure and marine infrastructure) and to provide cargo handling
services, marine services and other ancillary services to Users at the Port. The
Concessionaire will be a Joint Venture Company with GoK being minority owner
and winning bidder/ consortium having a majority equity stake and management
control.

(b)

The Concessionaire will be entitled to set, levy and collect tariff from Users for
the use of all infrastructure at the Port (whether civil infrastructure,
suprastructure or marine infrastructure) and the provision of cargo handling
services, marine services and other ancillary services to Users. The GoK will
notify the tariff set by the Concessionaire for port dues, pilotage and other
marine services in accordance with the Indian Ports Act.

(c)

The GoK will appoint the Concessionaire to act as the conservator of the Port
under the Indian Ports Act. But, the policing powers of the Conservator in
respect of the Port will be retained by the Government and delegated to an
appropriate GoK agency.

(d)

The GoK will own only the land (whether existing or the reclaimed land) and
water front at the Port site. All other infrastructure and assets, including the civil
infrastructure, the suprastructure and the marine infrastructure will be owned
by the Concessionaire for the term of the concession. These assets will be
transferred to the GoK on expiration or early termination of the concession.

(e)

The GoK will lease the land and waterfront rights at nominal rates to the
Concessionaire for the purpose of implementing the Project.

(f)

As owner of the Project assets (other than the land and the water front), the
Concessionaire will be entitled to create security over its freehold rights in the
Project assets, its concession rights and Project revenues earned by the
Concessionaire. The Concessionaire will also be responsible for developing a
long-term master plan for the Port.
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(g)

The GoK will provide financial support to the Concessionaire by making capital
contributions to the Concessionaire. Such capital contribution will be through
two classes of instruments issued by the Concessionaire: (i) common equity
shares; and (ii) CCDs.

The Sponsors will incorporate the Concessionaire with a small base of equity
share capital. On the date of execution of the Concession Agreement and other
Project agreements, the GoK will either purchase or subscribe for 49% of the
total equity share capital of the Concessionaire. The 49:51 shareholding ratio will
be maintained at all times during the term of the concession. This ratio is
suggested so as to avoid the likelihood of the Concessionaire becoming a
"government company" for the purposes of the Indian Companies Act.

The Sponsors (holding an aggregate of 51% of the issued and paid-up equity
share capital of the Concessionaire) will retain management and operational
control over the Concessionaire. The GoK will have certain special rights:

(i)

The right to appoint Directors to the Board of the Concessionaire, in
proportion to its equity shareholding in the Concessionaire.

(ii)

Affirmative rights at the Board and shareholder level in relation to certain
reserved matters. Typically, these reserved matters will relate to changes
in the charter documents or capital structure; the voluntary liquidation of
the Concessionaire; arrangements with Lenders or other creditors;
changes in the business of the Concessionaire, etc.

(iii)

The right to restrict transfer of equity shares or CCDs held by the
Sponsors in breach of lock-in restrictions under the Concession
Agreement (if any).

(iv)

The right to require the transfer of the equity shareholding and CCDs held
by the Sponsors in special circumstances such as expiration or early
termination of the Concession Agreement.

It is likely that the total capital contribution required to be made by the GoK will
be higher than 49% of the total Project cost. Further, it is contemplated that the
capital contributions made by the GoK will be subordinated to the debt made
available by the Lenders and the equity/quasi-equity contributed by the
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Sponsors. The latter requirement may not be possible to achieve by the issuance
of separate classes of equity shares.

Therefore, it is currently contemplated that the GoK and the Sponsors will make
the rest of their respective capital contributions by subscribing for CCDs issued
by the Concessionaire. The nature of the convertible instrument to be issued by
the Concessionaire to the GoK and the Sponsors will ultimately depend on the
tax objectives of the Sponsors. Two separate classes of CCDs will be issued: one
to the GoK and the other to the Sponsors. Each class of CCDs will carry specific
rights.

The CCDs issued to the Sponsors will carry a fixed coupon of 15% per annum and
the total return that the Sponsors can earn from the CCDs will be subject to a
threshold. The coupon will be paid out of the profits of the Concessionaire and
will accrue until fully paid. The Sponsors' CCDs will be issued on the basis that
the coupon on such CCDs will have priority over payment of the coupon on CCDs
issued to the GoK.

The CCDs issued to the GoK will also carry a fixed coupon of 5% per annum and
the total return that the GoK can earn from such CCDs will also be subject to a
threshold of 10% per annum. The coupon will be paid out of the profits of the
Concessionaire and will accrue until fully paid. The coupon on the GoK CCDs will
only be paid after the Sponsors have earned their threshold returns on their
CCDs. The GoK will not subscribe for CCDs, until the entire equity requirement
for the Project has been brought in by the Sponsors.

Both classes of CCDs will simultaneously convert into equity shares of the
Concessionaire after both the Sponsors and the GoK have earned their
respective threshold returns on CCDs. The conversion ratio for each class of CCDs
should be determined such that post-conversion of both classes of CCDs, the
shareholding ratio of the GoK and the Sponsors will be maintained at 49:51 on a
fully diluted basis.

Both classes of CCDs will be issued on the condition that the Concessionaire will
not declare or pay any dividends to the equity shareholders, until both classes of
CCDs have been converted into equity shares. Thereafter, the Concessionaire
may, subject to the requirements of the Lenders, declare and distribute
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dividends to the GoK and the Sponsors in proportion to their shareholding in the
issued and paid-up equity share capital of the Concessionaire.

(c)

If the Joint Venture BOOT Model is used, then the bidders will be required to bid
for the total capital contribution required to be made by the GoK (whether as
subscription for equity shares or CCDs).

6.4 Comparison of the Potential Transaction Structures
Potential for getting GoI’s VGF contribution under different Structures1

6.4.1

(i)

In the Landlord Model and the Modified Landlord Model, VGF will not be
available to part fund the GoK's obligations to pay the EPC contractor for
building the civil infrastructure. VGF will be available from the GoI only for 20%
of the cost of the suprastructure, provided that: (1) the tariff charged by the
Concessionaire is a "pre-determined tariff"; and (2) VGF is the sole financial
criterion for evaluating bids. The cost of civil infrastructure is much higher than
the cost of suprastructure. Therefore, the total amount of VGF that may be
available as a proportion of the Total Project Cost may not be very significant. On
the other hand, compliance with the requirements of the VGF Scheme (i.e.,
requirement for a pre-determined tariff and to comply with the Model RFQ and
RFP and Planning Commission Concession Agreement) may result in the risk and
viability perception of Sponsors and Lenders being increased. In light of these
considerations, the Landlord or Modified Landlord Model, though potentially
eligible for VGF, the quantum of such VGF is insignificant.

(ii)

In the Private Services Model, the total required government support to make
the Project financially viable is much higher than 40% of the Total Project Cost.
Since VGF Scheme does not permit VGF of more than 40% of Total Project Cost,
no VGF will be available from the GoI.

(iii)

In the Modified Private Services M Model, there are two concessions. The civil
infrastructure concession is structured as an annuity payment and as such does
not qualify for VGF support under the Government of India Scheme. The

1

The Government of India (GoI) has a Scheme for Financial Support to PPP projects, known widely as the VGF
Scheme. State Governments often try to get funding from GoI under this Scheme. However, there are strict
conditionality on project structuring, processes, use of standard documents etc.
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suprastructure concession (for terminals), could have been eligible for VGF
support from the GoI for 20% of the cost of the suprastructure, provided that: (1)
the tariff charged by the Concessionaire is a "pre-determined tariff"; and (2) VGF
is the sole financial criterion for evaluating bids.
However, the GoI may refuse to disburse VGF even for the suprastructure concession
on the ground that the artificial split of the Project into two separate concessions
is a mechanism for getting around the 40% restriction under the VGF Scheme.
Consequently, no VGF may be available for the civil infrastructure or the
suprastructure.
(iv)

In the Joint Venture BOOT Model, the GoK's financial support will be brought in
as capital contributions, which will give the GoK rights of a shareholder in respect
of the Project and the rights to earn returns. If the MoF and the Planning
Commission do not view such capital contributions by the GoK as a capital grant
or subsidy from the GoK's budget, then VGF may be available from the GoK for
an amount not exceeding 20% of the Total Project Cost (i.e., the cost of civil
infrastructure, suprastructure and marine infrastructure).
The availability of VGF will still depend on the GoK being able to meet the
following VGF Scheme conditionalities: (1) the tariff charged by the
Concessionaire is a "pre-determined tariff"; (2) VGF is the sole financial criterion
for evaluating bids; and (3) the direct and indirect shareholding of GoK in the
equity share capital of the Concessionaire will never exceed 50%.

However, it may be noted that though the financial support is structured under
this option as an Equity and Compulsory Convertible Debt, in reality, this capital
investment by GoK is unlikely to earn any return unless there is a substantially
higher traffic than projected by Drewry in the base case. While higher than
projected traffic cannot be ruled out, GoI may take a view that the capital
contribution by GoK under the Joint Venture BOOT Model, is in fact a dressing up
of subsidy. In that case subsidy will be much in excess of 40% of Total Project Cost
and VGF may still not be approved.

It may also be noted that most of the Indian and foreign potential bidders that
were consulted by IFC along with VISL have expressed their discomfort with the
onerous RFQ documentation that is a pre-requisite for GoI VGF approved
project. Moreover, the in-principle approval of VGF will take about 2-3 months
or more.
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6.4.2

Government Support from GoK and Credit Risk

(a)

Credit Risk of GoK

The GoK's credit risk relates to the GoK's ability and willingness to pay. This risk
will be present in each of the structures that we have reviewed but is more
enhanced in the Modified Private Services Model, where the private sector is
expected to make a major portion of the upfront investment in the civil
infrastructure and supra–structure, hoping to recover the same through
operations period (annuity) payments during the term of the concession.

Sponsors and Lenders are unlikely to consider this structure bankable because
although the GoK undertakes to provide financial support for the Project, the
investors will be unwilling to take such a long term and large exposure to GoK's
credit risk together with a highly risky traffic risk, unless suitable credit
enhancement mechanisms are built into the project.

Even in the Private Services Model, if bidders are expected to bid more in form
of long term operation period payments and less in form of upfront grant, then
the GoK's credit risk in relation to its support obligations may need to be
mitigated. The possible mitigation measures are as follows:

- 125 -

(i)

The GoK should provide assurance at an early stage of the Bidding
Process, about its sources of funds to meet its payment obligations. A
decision of the GoK Cabinet clearly allocating funds from the State
budget towards the Project will be helpful in providing comfort to
Sponsors and Lenders.

(ii)

If the government support is deferred over a period (e.g., annuity
payments under the Private Services Model), then the GoK will also need
to provide assurance that it will have a continued availability of funds
(whether from revenues, internal accruals or external sources) that will
be set aside in a separate corpus. For example, the GoK has set up the
Kerala Road Fund under a specific legislation for the use of funds for the
development of the road sector in Kerala.
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(iii)

Providing bank guarantees, irrevocable letters of credit or other payment
security mechanisms to secure the GoK's payment obligations.
Alternatively, the GoK may create a cash escrow account in which it
makes available cash on a revolving basis to secure its payment
obligations. The cost of obtaining such payment security may be high.

(iv)

The Sponsors, Lenders and/or the Concessionaire may consider obtaining
ISDA based credit default swap protection from credit protection
providers. Such financial instruments are not very prevalent in the Indian
market and the costs may be high.

International bidders normally prefer to have these mitigation measures worked out prior to
the bid. Response to the bid will be affected adversely if these measures are not put in place
prior to the bid. We understand that GoK wishes to bid out the Project at an early date, without
spending more time on project preparation. Some of the above enhancements can be provided
in a relatively short time. However, others may take time to work out like setting up a fund on
the line of Kerala Road Fund. If the GoK takes the risk of bidding the project without adequate
mitigation being put in place, then at the very least the Bidding Documents should provide that
GoK will facilitate financial closure by working with the winning bidder and their lenders to put
in place adequate credit risk mitigation mechanisms associated with long term Government
payments. Such commitments may comfort some bidders, specially Indian developers, who in
the past are known to have taken State Government credit risk in annuity based road projects
or are willing to work with the Government on financial closure after the bid. However, GoK still
faces the possibility of inadequate response if this risk is not addressed prior to the bid.

6.4.3

Design Risk

(a)

In the Landlord Model, the design risk in relation to the civil infrastructure is
primarily borne by the GoK. The GoK may partially mitigate this risk by seeking
design inputs from the Concessionaire and by seeking design warranties and
defects liability from the EPC contractor.

(b)

In the Modified Landlord Model, the Private Services Model, the Modified
Private Services Model and the Joint Venture BOOT Model, the design risk for
the entire Project is borne by the selected bidder. However, the design risk
transfer is the maximum in the case of the Private Services Model.

(c)

Uncovered risks such as geological conditions remain as a limited number of
bore holes have been done as of now. EPC contractors/ bidders will not take this
risk without further tests. IFC recommends that these tests be done prior to
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calling for bids. However, if the Government decides on calling for bids without
more data on technical aspects then the risk of a large revision of EPC costs after
the bid remains. Appropriate transparent and reasonable risk sharing mechanism
will need to be developed to address this risk.
6.4.4

Construction and Interface Risks

(a)

(b)

Price and Cost Over-run
(i)

In the Landlord Model, the GoK bears the risk of cost over-run for reasons
beyond the control of the EPC contractor. This risk may be only partially
mitigated by requiring the EPC contractor to quote a fixed lump-sum
price.

(ii)

In the Modified Landlord Model, the GoK bears the risk of cost over-run
for reasons beyond the control of the EPC contractor. Additionally, the
GoK bears the risk that the Sponsors will over-design the civil
infrastructure, to reduce their O&M costs. Accordingly, the GoK may have
to bear additional costs for the construction of the civil infrastructure.

(iii)

In all the other structures, the Sponsors that are appointed as the
Concessionaire(s) will bear the price and cost over-run risks.

Delay
(i)

In the Landlord Model, the GoK bears the risk that the delay by the EPC
contractor will result in delays of the development of the suprastructure
by the Concessionaire. The GoK will need to compensate the
Concessionaire for resulting delays and the Concessionaire's increased
costs as a result of such delay, by: (1) extending the time for completion
of the suprastructure; and (2) making a cash payment or by increasing
the term of the concession to meet the increased costs of the
Concessionaire.
The GoK may partially mitigate this risk by seeking liquidated damages and
warranties from the EPC contractor. Moreover, a modification to the
Landlord Model has been proposed, whereby the Concessionaire for the
suprastructure is given a conditional Right of First Refusal (ROFR) to take
the EPC contract for civil works. If the ROFR is exercised, then the risk of
delays will have to be absorbed by the concessionaire. If the ROFR is not
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exercised, then the risk of delays in EPC will be compensated to the
concessionaire by passing on the liquidated damages under the EPC
contract to him and also allowing a consequential increase in concession
term.
(ii)

(c)
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In all the other structures, the Sponsors that are appointed as the EPC
contractor and/or Concessionaire(s) will bear the risks of delay in the civil
infrastructure and/or suprastructure.

Abandonment of the Project
(i)

In the Landlord Model and the Modified Landlord Model, the GoK bears
the risk that even as the civil infrastructure is completed the selected PPP
partner loses interest and abandons the Project as a result of
unwillingness to take operating risks. This exposes GoK to the “whiteelephant” risk i.e. risk of creating an infrastructure that has little
economic value. The Government could theoretically select a new
partner for building and running the terminals. Still the residual risk
remains.

(ii)

The proposed modification to the Landlord Model, as discussed in the
previous chapter, could mitigate this risk by requiring that if the
Concessionaire exercises his Right of First Refusal and undertakes the EPC
for the civil works, then 20% of his EPC payments will be released only
after the Concessionaire has achieved Commercial Operations on the
suprastructure concession.

(iii)

If such abandonment occurs in the Modified Landlord Model, the
Government will be exposed to risks of criticism that the PPP partner
came in only to corner the construction margins in a non-transparent and
that the project was unviable from the very conception. This risk may
only be partially mitigated by the GoK by terminating the concession and
invoking the performance security submitted by the Sponsors and/or
Concessionaire.

(iv)

In the Private Services Model and the Joint Venture BOOT Model, there is
a lesser incentive for the Sponsors to build the civil infrastructure, suprastructure and marine infrastructure but abandon terminal operations as a
result of reduced traffic forecasts, as:

Title



The Sponsors will recover their equity investment and returns only
through the operations period payments and/or through revenues
earned during the operations period.



The Lenders will seek recourse against the Sponsors if they abandon
the Project.

However, in the Private Services Model, it is possible that the bidder asks
for a large upfront grant and very low operations period payments or
possibly even be ready to give a large operations period concession fee.
He could then have the incentives to abandon the project after
construction is over. As such, terms of disbursement of grant will need to
be carefully designed to address this risk.

6.5 Comparison of different models
A comparison of the different models based on the discussions in the above paragraphs is
presented in the Table on the following pages. The three models that emerge as preferred
models are:

(i) Landlord Model with a variant for a conditional Right of First Refusal for the EPC
contract for civil works being given to the Concessionaire for the Supra-structure.
(ii) Private Services Model, with adequate incentives and/ or requirements for bidders to
bid for operation period payments along with upfront grant.
These two models have been further analyzed in the following section
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Detailed analysis of Transaction Structures

Structure

Landlord

Modified
Landlord
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Advantages
 Preferred by foreign investors,
averse to greenfield project
development and construction risks.
 Better defined EPC contract for civil
works possible after incorporating
additional geological tests and
inputs from business plan of
Suprastructure Concessionaire.
 GoK retains control over the Master
Plan.
 VGF may be available for the
concession and GoK could approach
multi-laterals for funding the EPC
contracts.
 Reduces risks for PPP partner, and
so better bids may be possible.
 Several aspects of project
development, such as SEZ
notification may be undertaken by
the GoK.

 Greater bidder interest likely than in
the Landlord Model - largely from
construction firm led consortia
 Greater transfer of interface and
construction
risks
to
the
concessionaire, as he will have a
role in the EPC contract.

Title

Disadvantages

Comments

 Construction firms and  A variant of the Landlord
Indian developers with
Model that could still
construction arms are
keep construction firms
likely to opt out of PPP
interested in the
bid.
Landlord Model and also
get a qualified
 Risk of building a white
consortium to work
elephant with large time
alongside GoK in
and cost overruns and no
optimization of design
link
to
establishing
and costs is to give the
efficient operations in a
selected consortium a
time-bound manner.
Right of First Refusal for
 Indian developers, who
the EPC bid, provided
are the most likely Lead
their own EPC bid is
Members of bidding
within 15% of the lowest
consortia, would like to
bid and they match the
control the Master Plan
best bid. Conflict of
for the port.
Interest issues will need
 No surety of getting
to be managed.
multi-lateral
funding,
specially because project
economics
looks
stretched. VGF funding
will be only 20% of cost
of suprastructure and
would
require
2-3
months time for inprinciple approval before
the bidding.
 GoK being left on its own
to design and implement
the project and to have a
view on the future
business and master plan
for the port as a whole.
This may not lead to
optimal
project
development, as GoK/
VISL is not well equipped.
Not a preferable structure.
 Risk of over-design and
gold plating of the EPC
contract.
 Geological uncertainties
may preclude a firm EPC
bid at this stage.
 Need for greater degree
of specification of EPC
components in the PPP
bid, thereby affecting bid

Structure

Private
Services
Model
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Advantages

Disadvantages

Comments

timelines
and
also
constraining innovation
and cost optimization on
civil
infrastructure
components.
 Risk
of
bidder
abandoning the project
after
cornering
construction margins is
high. So bidders could
game the bid by asking
for high EPC price and a
very low grant or high
revenue share for the
suprastructue (terminal)
development
and
operation.
 GoK's support will be structured as a  The
perception
of  In addition to a high
construction period capital grant
Sponsors and Lenders as
discounting factor, GoK
and operation period payments
to the GoK's long-term
could require that the
over all or part of the operations
credit risk (relating to the
upfront grant may not be
period. For comparison of bids the
GoK's
ability
and
more than 70% of the
Present Value of construction grant
willingness to make
total financial support in
and operations period payments bid
operation
period
NPV terms.
by each bidder will be calculated at
payments)
and
the
a discounting rate of 16%. By
adequacy
of
risk
adopting a high discounting factor,
mitigation measures will
the bidders will be incentivized to
however
determine
bid in favour of more operation
whether the Private
period payments than upfront
Services
Model
is
construction grants. Therefore, the
successful. If their risk
GoK's support obligations could
perception is negative,
possibly be spread over a longer
then credible bidders
term and its' annual payment
may bid for the upfront
obligations could be made more
construction grant rather
affordable from an annual budget
than
for
operations
perspective.
period payments. This
will
reduce
the
 To the extent that the winning
affordability
of
the
Sponsors bid for operations period
Project
from
a
payments instead of an upfront
Government’s
annual
construction grant, they will recover
budget perspective.
their equity investment and returns
largely through the payments during  Moreover, if the upfront
the operations period. This will
grant is high, then the
reduce the incentive for the
Private Services Model is
Sponsors to build the civil
much like the Landlord
infrastructure and suprastructure,
Model,
without
the
earn the construction margins and
additional
safeguards
subsequently abandon terminal
proposed.
operations.
Title

Structure

Advantages

Disadvantages

Comments

 The operations period payments
will be linked to availability of
services to Users and maintenance
of strict minimum performance
levels. The Sponsors and the
Concessionaire will be incentivised
to provide high quality services to
Users. This may be critical in
attracting traffic to the Port.
 GoK will bear minimal design,
construction or interface risks, as
the
Concessionaire
will
be
responsible for the entire Port
development under a single
concession. The risk of creating a
white elephant will be reduced
substantially.
 Concessionaire will have full
flexibility on all matters of
operations,
maintenance
and
management of the Port. The
Concessionaire will have full
freedom to determine, levy and
collect tariff and to leverage longterm relationships with Users. The
GoK will only have a statutory
oversight function.
 Concessionaire will have full control
over the provision of marine
services to Users as well as the tariff
charged
for
such
services.
Therefore, the Concessionaire will
have a better ability to reduce the
total Port network costs to the
Users.
 The restraints imposed by the VGF
Scheme will not apply. Particularly,
there will be no requirement to use
the Model RFQ and RFP or the
Planning Commission Concession
Agreement, which are regarded by
several potential bidders as onerous
documents.

Modified
Private
Services
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 Availability payment model for Infra  Investors are unlikely to  Not
a
Concession spreads GoK funding
find this as a bankable
structure.
over longer budgetary periods
structure because of the
credit risk associated
 VGF could be available for Supra
with long term annuity
Concession reducing GoK funding
Title

preferable

Structure

Joint Venture
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Advantages

Disadvantages

Comments

payments by GoK for the
 Risk
of
poor
operational
Infra Concession.
performance mitigated by private
investment being at risk.
 GoI
may
consider
ineligible
for
VGF
because two parallel
concessions may be seen
as an artificial split.
 In-principle approval for
VGF before bids may
delay the bid process.
 Split structure may be tax
in-efficient
 It could permit the maximum  The Joint Venture BOOT  Could be adopted if GoI
amount of VGF to be availed from
Model is not fully
clarifies that VGF can be
the GoI.
compliant
with
the
provided
to
this
conditions of the VGF
innovative
structure,
 All project risks will vest with the
Scheme. The following
which is prima-facie
Concessionaire.
clarifications will be need
compliant with the stated
 GoK will retain a level of ownership
to be sought from the
principles of the VGF
over the Port assets that it has
GoI before implementing
Scheme.
Such
contributed funds towards.
this structure (i)
clarification
is
not
Clarification that capital
possible without applying
contributions
(equity
for VGF. This may take a
shares or CCDs) will not
long time and there is no
be seen by GoI as grants
surety that VGF will be
out of the GoK's budget;
available.
(ii) Clarification that VGF  May not be a preferred
will
be
available,
structure because of
although the RFP will set
relative
complexity,
out two financial criteria
unclear eligibility under
(instead of a single
VGF Scheme and bidder
financial criterion) for
feedback that they may
evaluating the financial
not be comfortable in a
proposals of pre-qualified
Joint Venture with the
bidders: the total amount
Government as that
of VGF sought from the
would constrain their
GoI; and the total
operational and financial
amount
of
capital
flexibility.
contributions
sought
from the GoK; (iii)
Clarification that VGF will
be available, even though
the tariff that may be set
by the Concessionaire
will not be entirely "predetermined" by or under
a statute. Based on traffic
forecasts and the likely
pressure on tariff, the
market-based tariff will
Title

Structure

Advantages

Disadvantages
be insufficient to recover
all costs incurred in
developing the Port.
 The
other
potential
disadvantage of the Joint
Venture BOOT Model is
the requirement for fairly
complicated
documentation between
the GoK, the Sponsors
and the Concessionaire.
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Comments

6.6 Form of Government Support and GoK's Revenue
GoK financial support may be made available
to the Concessionaire in the following forms:

(a) Landlord Model:
 Direct expenditure during the
construction phase, e.g.,
payments to EPC contractors,
AND
 Capital Grant during the
construction OR interest free
Sub-Debt during construction;
AND
 Operation period grants in
initial 10 years;
(b) Private Services Model2
 Capital Grant during the
construction OR interest free
Sub-Debt during construction;
AND
 Operation period grants in
initial 10 years;
GoK will theoretically have an ability to recover
its investment and a reasonable return on its
investment if its financial support takes the
form of subordinated debt, equity infusions or
revenue shortfall loans. However, the GoK's
ability to earn revenue depends on the
sufficiency of traffic and tariff from services
provided to Users.

GoK Financial Support in previous
round of bidding

In the previous round of bidding, the
GoK adopted the Private Services
Model.

Financial bid criteria:
Total State Debt Support (SDS) required
or alternatively the Concession Fee that
bidders were willing to pay the GoK.

Terms of SDS:
 Draw-down pro rata to Senior Debt
 Zero coupon
 10 year moratorium on principal
repayment.
 Repayment in 10 equal instalments.
 Dividend
payments
to
the
shareholders of the licensee were
subordinated to repayment of SDS.
 Lack of clarity on the subordination
of the SDS vis-à-vis the debt by
lenders to the Project
 Lack of clarity on acceleration of the
SDS on early termination of the
License Agreement.
Additional financial support:

 Equal annuity payments by GoK in
the first 3 years of operations, with
the total amount being equal to 20%
of the SDS quoted by the selected
and (market study consultants)
Financial analysis based on traffic and tariff projectionsbidder;
by Drewry

Equity
subscription
and cost projections by Royal Haskoning (technical consultants) indicatesequal
that toin 24%
the of
base case
the paid-up and issued share capital
of the licensee.
2
The Modified Private Services Model is not bankable because of the credit risk associated with long term
availability based annuity payments for the Infra Concession, as discussed in earlier paragraphs. As such, this has
not been further analyzed.
- 125 -

Title

scenario, there is not enough cash being generated by the project to provide minimum returns
to equity investors. So if the financial support by the Government is structured as a Debt,
whether interest free or otherwise, then a much larger amount of support will be required,
by credible investors compared to structuring the support as a Grant. It may be difficult for
GoK to raise this larger amount upfront. While the optics of a Debt may be better than a Grant,
it may be noted that the repayment of the debt will be subordinate to repayment of debt by
senior lenders.

6.7 Recommended Transaction Structure: Landlord Model
6.7.1

Basic Technical Requirements

Bidders have to bid, at a minimum, for building the following facilities in Phase-I:
(i)

(ii)
(iii)
(iv)

(v)

(vi)

A multi-purpose terminal of minimum 650 m length and 400 m width with
capacity to handle 850,000 TEUs and to handle 9000 TEU container vessels, at
specified performance levels.
All facilities, equipment, systems and staffing except the breakwater,
reclamation, dredging, external road and rail linkages and quay walls.
Bidders given flexibility to shape their cargo mix and business plan, subject to
container traffic being the main part of the traffic mix.
Option to build another 750 m by 400 m terminal in second phase with no
additional financial support from GoK.. Additional quay length and reclamation,
if needed will be provided by GoK for the second phase.
Concessionaire will have the right to propose third or subsequent stages of
expansion and will have a Right of First Refusal to undertake all future
suprastructure expansions at the port. Terms offered to third parties cannot be
better than the terms offered to the Concessionaire.
Marine Services to be outsourced by GoK.

GoK to be responsible for timely completion of road and rail connectivity, award and
supervision of EPC contract for civil works (breakwater, quay walls and reclamation) and
approval of port based SEZ. GoK to earn vessel related charges.

6.7.2

General commercial arrangements
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(i)
(ii)
(iii)
(iv)
(v)
(vi)

(vii)

(viii)

6.7.3

28 year concession including a 3 year construction period. An extension of 25
years if second phase expansion is taken up by the concessionaire.
Vessel related charges to be fixed at not more than the lowest of Colombo, JNPT
or Vallarpadam rates.
Bidders to have complete freedom to set cargo related charges.
GoK to commit to notification of Special Economic Zone as a Condition
Precedent to the Concession Agreement becoming effective.
GoK to commit to completion of access road and rail infrastructure
Concessionaire to have a conditional Right of First Refusal for the EPC contract
for port civil works, provided he also bids, is within 15% of the best bid, and
matches the best bid.
If Concessionaire or any Sponsor or their Group entity gets the EPC contract for
civil works, then 30% of the EPC payments would be released after the
Concessionaire brings in sufficient equity in relation to the concession for the
suprastructure.
If a third party gets the EPC contract for civil works, all Liquidated Damages
because of delays payable to GoK under that contract will be passed on as
compensation to the Concessionaire.

Financial bid criteria

The financial bid criteria will be the amount of Construction Period Grant and amounts of
Operation Period Grants required in each year of the concession. Alternatively, bidders
can bid for a percentage of Revenue Share on the basis of a traffic stream disclosed as
part of the bid..

For comparison of bids the Present Value of construction grant (at Zero Discount) and
operations period grant (at a discounting rate of 16% ) will be calculated. By adopting a
high discounting factor, the bidders will be incentivized to bid in favour of more
operation period payments than upfront construction grants. Similar discounts will be
applied to upfront and operation period Concession Fee.

In addition to a high discounting factor, GoK could require that the upfront grant may not be
more than 70% of the total financial support in NPV terms. However, the acceptability
of this restriction will be subject to review during the bid based on feedback from
bidders.
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6.8 Alternative Transaction Structure: Private Services Model
6.8.1

Basic Technical Requirements

Bidders have to bid, at a minimum, for building the following facilities in Phase-I:
(i)

(ii)
(iii)

(iv)
(v)
(vi)

(vii)

(viii)

A breakwater with minimum specifications of Safe Stopping Distance, Turning
Circle Radius and Basin Tranquility Conditions for the specified Design Vessel. An
indicative design will be provided.
Dredging, Reclamation and Quay Walls to the extent required.
A multi-purpose terminal of minimum 650 m length and 400 m width with
capacity to handle 850,000 TEUs and to handle 9000 TEU container vessels, at
specified performance levels.
All facilities, equipment, systems and staffing except the breakwater,
reclamation, dredging, external road and rail linkages and quay walls.
Bidders given flexibility to shape their cargo mix and business plan, subject to
container traffic being the main part of the traffic mix.
Option to build another 750 m by 400 m terminal in second phase with no
additional financial support from GoK.. Additional quay length and reclamation,
if needed will be done by Concessionaire for the second phase.
Concessionaire will have the right to propose third or subsequent stages of
expansion and will have a Right of First Refusal to undertake all future
suprastructure expansions at the port. Terms offered to third parties cannot be
better than the terms offered to the Concessionaire.
Marine Services to be outsourced by Concessionaire.

GoK to be responsible for timely completion of road and rail connectivity, award and
supervision of EPC contract for civil works (breakwater, quay walls and reclamation) and
approval of port based SEZ.

6.8.2

General commercial arrangements

(i)
(ii)
(iii)
(iv)
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Bidders to have complete freedom to set vessel and cargo related charges.
GoK to commit to notification of Special Economic Zone as a Condition
Precedent to the Concession Agreement becoming effective.
GoK to commit to completion of access road and rail infrastructure
Land and waterfront to be leased to the concessionaire at nominal rates

Title

6.8.3

Financial bid criteria
The financial bid criteria will be the amount of Construction Period Grant and amounts
of Operation Period Grants required in each year of the concession. Alternatively,
bidders can bid for paying a Concession Fee.

For comparison of bids the Present Value of construction grant (at Zero Discount) and
operations period grant (at a discounting rate of 16% ) will be calculated. By adopting a
high discounting factor, the bidders will be incentivized to bid in favour of more
operation period payments than upfront construction grants. Similar discounts will be
applied to upfront and operation period Concession Fee.

In addition to a high discounting factor, GoK could require that the upfront grant may
not be more than 70% of the total financial support in NPV terms. However, the
acceptability of this restriction will be subject to review during the bid based on
feedback from bidders.

6.9 Source of Funds for GoK
Under the recommended Landlord model, GoK will require funds to pay the EPC contractor for
civil works and also for making upfront and/or ongoing payments to the Concessionaire. The
actual amounts and periods in which these funds will be needed will be firmed up after the EPC
bid and the bid for the Concession. If the winning Concessionaire bids for more operation
period payments and less upfront construction grant, then the need to raise funding upfront
will reduce.
As per IFC estimates, the project is financially unviable and VISL is not expected to get
commercially viable returns from port dues and concession fee. As such, GoK has to devise
specific ways to raise funding requirements to undertake the project.
One potential manner of raising funds could be for GoK to provide for annual availability based
payments to VISL for building the civil infrastructure and undertaking the development of the
port. With due credit enhancements, VISL could, theoretically raise debt against these
payments from Indian debt markets. The primary source of repayment of the debt will be the
availability payments from GoK. As such, essentially this will be Government debt.
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GoK/ VISL may need to do additional due diligence on possibility of raising debt in this or any
other manner, such as through multi-lateral or bi-lateral sources.
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7

FINANCIAL ANALYSIS

IFC evaluated several structuring options based on the models presented in Section [7].

7.1 Major Assumptions
7.1.1 Macroeconomic
Inflation rate used is WPI forecast, estimated to be 5%. We assumed that both the costs and
revenues would escalate at 60% of WPI, or 3%.
7.1.2 Traffic and throughput
Traffic figures are presented in Section 3. We have evaluated a low case and high case, in
addition to base case from Drewry.
7.1.3 WACC
For the WACC a separate approach for Public and Private Parties in the concession is used. The
WACC sets the minimum targeted result expected by each party in the container terminal
project and is used to calculate respective project Net Present Values:
(ii) For the private operator: 15%
(iii) For the Port Authority: 12%
Discount factors are set according to international experience and by comparing underlying
projects with comparable projects with an equal risk profile.
7.1.4 Residual Value
The residual value represents the value of the terminal at the end of the concession. The
residual value is treated as a positive Cash Flow item to the Government. This is the value the
Government could possibly unlock by re-tendering the terminal operations. The value of the
future cash flows of the port (both infrastructure and suprastructure) is represented by a 6x
multiple on the combined EBITDA from the year prior to concession end. This value is
transferred back to the Authority at the end of the concession term.
7.1.5 Depreciation
Book Depreciation rates have been considered as per the Companies Act, 1956. Written Down
Value (WDV) rates are as per Income Tax Act, 1961. Table below illustrates depreciation
assumptions:
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Method
IDC + Fees
Transaction Costs
Dredging & Land Fill
Breakwater & Revetments
Quay Wall
General Port Superstructures
Container Terminal
Utilities
Miscellaneous

Container Equipment
Quay Cranes3
RTG's
Tractors
Trailers
Empty container handlers
Reach stackers

Marine
Equipment
Tug Jetty
Tug (60-80BP)
Pilot Launch
Mooring Launch

7.1.6

Economic Life
25
30
50
50
50
25
25
25
50

Economic Life
25
15
8
8
8
8

Economic Life
25
25
15
15

Straight Line
Book Depreciation
4.00%
3.33%
2.00%
2.00%
2.00%
4.00%
4.00%
4.00%
2.00%

Book Depreciation
4.00%
6.67%
12.50%
12.50%
12.50%
12.50%

Book Depreciation
4.00%
4.00%
6.67%
6.67%

Declining Balance
Tax Depreciation
4.00%
4.00%
-%
-%
15.00%
15.00%
15.00%
15.00%
-%

Tax Depreciation
15.00%
15.00%
15.00%
15.00%
15.00%
15.00%

Tax Depreciation
15.00%
15.00%
15.00%
15.00%

Taxation

Corporate Tax Rate: 33.99%
Minimum Alternative Tax (MAT): For PBT <= 1 cr: 15.45%; For PBT > 1 cr: 17.00%
Section 80-IA Deduction: Granted for infrastructure projects – can deduct 100% of operating
profits for ten consecutive years, starting on or after COD and ending on or before 15 years after
COD. Sponsor still pays MAT when applicable during years of 80-IA exemption.
SEZ: If SEZ applies, sponsor can deduct all taxes (including MAT) starting from date of SEZ
announcement (most likely construction start date), lasting for ten consecutive years, and
ending on or before 15 years after announcement of SEZ.
7.1.7 Debt terms
We have assumed initial leverage on concession of 70% in Landlord case and 60% in Private
Services Model. We have applied the following terms:

3

Forecast life for Quay Cranes, 20 years, by Royal Haskoning. For 30 year concession cases, we kept lifetime as 20,
but for base case 25-year life, we have changed to 25 years to avoid replacement.
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Initial Phase 1 Commercial Debt
Upfront Fee
Commitment Fee
Principal Grace Period
Maximum Tenor
Interest Rate

1.50%
1.00%
48 months
15 years
12.00%

Reinvestment Debt
Principal Grace Period
Maximum Tenor
Interest Rate

12 months
15 years
12.00%

7.1.8 Target DSCR
In scenarios where we have evaluated GoK annuity payments to the Sponsor, we have aimed to
achieve 1.3x Debt Service Coverage Ratio (DSCR) in line with commercial lender requirements.
7.1.9 Dividend Payout Ratio
In all cases of cash distribution, either to CCDs in the JV structure, or to equity dividends in all of
the structures, we have assumed that 90% of cash generated from profit is available for
distribution.
7.1.10 Investor returns
The presented scenarios are evaluated by keeping one constant variable - 16% post-tax equity
IRR, and one constraint – DSCR must be above 1.3x in cases of annuity payment and above 1.0x
in other cases. Lenders will be able to restructure payment scheme in cases where DSCR falls
short of requirements.
7.1.11 Project Phasing
As per the Drewry projections of tariff and traffic, if the subsequent capacity addition phases are
mandated as soon as traffic reaches the projected capacity (at 52% berth occupancy), then the
projected traffic growth profile results in an unviable Phase-2 and Phase-3 project for addition
of terminal capacity. If bidders’ estimate of traffic is close to the Drewry forecast, they are likely
to price additional GoK funding support at the time of the bid itself. As such, the concession is
analyzed as a Phase-1 capacity addition only with an initial concession term of 28 years (with 3
years construction period). We assume that the Concessionaire will have the option/ right of
first refusal to build phases 2, 3 and 4 in case of high traffic, without additional Government
financial support. As such, if he has a higher outlook on traffic, he could put a value to this
option in his bid. Else he will be free to bid for the concession as a first stage stand –alone
concession.
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7.1.12 Responsibilities in PPP

Table 2 below addresses the responsibilities for each cost and revenue in the PPP, depending on
which model is adopted, broadly Landlord, Private Services Model, and JV.
Table 2: PPP Responsibilities
Landlord

Private Services

JV

Ow nership

CAPEX and OPEX-m aintenance

Unit

Dredging & Land Fill

[responsibility]

Public Sector

Private Sector

Private Sector

Breakw ater & Revetments

[responsibility]

Public Sector

Private Sector

Private Sector

Quay Wall

[responsibility]

Public Sector

Private Sector

Private Sector

General Port Superstructures

[responsibility]

Private Sector

Private Sector

Private Sector

Container Terminal

[responsibility]

Private Sector

Private Sector

Private Sector

Container Terminal Equipment

[responsibility]

Private Sector

Private Sector

Private Sector

Marine Services

[responsibility]

Private Sector

Private Sector

Private Sector

Utilities

[responsibility]

Private Sector

Private Sector

Private Sector

Miscellaneous

[responsibility]

Private Sector

Private Sector

Private Sector

OPEX-Energy & OPEX-Labour

Unit

Energy

[responsibility]

Private Sector

Private Sector

Private Sector

Labour

[responsibility]

Private Sector

Private Sector

Private Sector

Public Sector

Private Sector

Private Sector

Revenues

Unit

Port Dues

[responsibility]

Berth Dues

[responsibility]

Public Sector

Private Sector

Private Sector

Cargo Handling Tariffs

[responsibility]

Private Sector

Private Sector

Private Sector

Marine Service Dues

[responsibility]

Private Sector

Private Sector

Private Sector

7.2 Scenario Analysis
IFC evaluated more than 20 scenarios, utilizing the broad structure of Landlord, Private Services Model
and JV. We then changed variables such as length of concession (25 vs. 30 years), SEZ or not, Upfront
Grant amount, Annuity, and Government Sub Debt.
7.2.1

Concession Length

By reducing the concession length to 25 years, we assume that the Operator will be able to utilize
the Quay Cranes for the full 25 years of the concession rather than just the 20 year expected life.
This is an important distinction because the Quay Cranes run a total replacement cost of more
than Rs 200 crore in 2010 terms.
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7.2.2

Special Economic Zone (SEZ)

While the SEZ does offer some benefits, in terms of GoK’s financial commitment, it is minimal.
The sponsor will benefit from the Minimum Alternative Tax during the active SEZ tax benefit years,
so the additional benefit is marginal. For the base case, we have assumed that SEZ is not in place.
However, it may be noted that the SEZ is a requirement that many bidders have stated as required
because of the value that is created from additional economic activity in the SEZ that could have
spin off effects on the port traffic and further could also help the port create economic benefits
for the Kerala economy.
7.2.3

Upfront Grant

In the Landlord Model, the Government would fund the EPC contract for the civil infrastructure
(breakwater, reclamation, quay walls). In addition, an upfront grant (and possibly also operation
period payments or “Annuity”) may be needed to meet the viability gap that bidders assess for
building and operating the supra-structure (terminal, systems, ancillary facilities etc.). The upfront
grant is given during construction and would offset the equity requirement of the Sponsor but
would not have a direct impact on annual cash flows.
In the Private Services Model, the Upfront Grant will be much higher, as the Concessionaire is
responsible not only for the supra-structure but also for the civil infrastructure.
7.2.4

Annuity

Government favours its financial support to the Concessionaire to be spread over the term of the
concession rather than being given all upfront. This is important from the perspective of risks that
the Concessionaire could have perverse incentives, as well as from the perspective of spreading
the load on the budget over several years.
We have analyzed financial support from Government to Sponsor in the form of an operation
period amount being paid in the first 5-10 years to offset debt service requirements. The annuity
is in the form of an availability payment, which assumes that Operator is working up to conditions
defined in agreement and with specified volumes before payment is made. The payment hits in
the revenue line before debt service and is thus taxed as such providing some tax revenues to the
Government.
However, it may be noted that whether investors bid for support in form of annuity or in form of
upfront grant is subject to their assessment of credit risk associated with GoK’s promise to pay.
Market feedback has indicated that the appetite for operation period payments / annuity is
limited.
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7.2.5

Subordinated Debt

Ideally, GoK would receive a return of and return on its investment, in some form. In the last bid,
as indicated in the previous chapter, GoK had structured the financial support as an interest-free
Subordinated Debt, with a 10 year moratorium.
We have analyzed this option, but as is obvious, the bidders will expect a much higher amount as
Debt versus as Grant because repayment of debt will take away on one hand what financial
support gives from the other. The project’s cash flows are unable to support the payback of the
large size government loan.

7.3 Base Case Results
The following tables help guide through different scenarios.
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Table 3 and Table 4 demonstrate the percentage breakdown of capital structure per scenario.
Table 5 and Table 6 provide clarity on INR amounts per capital requirement to achieve desired
return and cash flow. Finally, Table 7 and Table 8 highlight the key outputs for each scenario in
comparison.

Table 3: Landlord Model Scenarios - Capital Structure
Landlord M odel
1.1

1.2

1.3

1.4

1.5

1.6

Landlord - Upfront Landlord - Upfront Landlord - Upfront Landlord - Upfront Landlord - Annuity
- 30 yrs
+ Annuity - 30 yrs
Only - 25 yrs
+ Annuity - 25 yrs
Only - 25 yrs

Landlord, Sub
Debt & Upfront
Grant, 25 yr

1.7
Landlord, Sub
Debt, Upfront
Grant, Annuity,
25yr

Total Capital Structure
Phase 1
Senior Debt

[%]

Promoter's CCD

[%]

-%

-%

-%

-%

-%

-%

-%

Promoter's Equity

[%]

15.0%

22.1%

16.7%

21.2%

30.0%

12.0%

18.0%

Gov't Sub Debt

[%]

-%

-%

-%

-%

-%

30.0%

25.0%

Gov't Grant

[%]

50.0%

26.2%

44.5%

29.2%

-%

30.0%

15.0%

Gov't CCD

[%]

-%

-%

-%

-%

-%

-%

-%

Gov't Equity

[%]

-%

-%

-%

-%

-%

-%

-%

CA Available

[%]

Total

35.0%

51.7%

38.9%

49.6%

70.0%

28.0%

42.0%

-%

-%

-%

-%

-%

-%

-%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

70.0%

70.0%

70.0%

70.0%

70.0%

70.0%

70.0%

Phase 2,3,4
Senior Debt

[%]

Promoter's CCD

[%]

-%

-%

-%

-%

-%

-%

-%

Promoter's Equity

[%]

30.0%

30.0%

30.0%

30.0%

30.0%

30.0%

30.0%

Gov't Sub Debt

[%]

-%

-%

-%

-%

-%

-%

-%

Gov't Grant

[%]

-%

-%

-%

-%

-%

-%

-%

Gov't CCD

[%]

-%

-%

-%

-%

-%

-%

-%

Gov't Equity

[%]

-%

-%

-%

-%

-%

-%

-%

CA Available

[%]

Total

-%

-%

-%

-%

-%

-%

-%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

Table 4: Private Services Model & JV Scenarios - Capital Structure
Private Services M odel

2.1
Private Services
Model - Upfront 30 yrs

2.2
Private Services
Model - Upfront +
Annuity - 30 yrs

2.3
Priv Services
Model - 25yr
Upfront

2.4
Private Services
Model - Upfront +
Annuity - 25 yrs

JV

2.5
2.6
2.7
Private Service,
Private Service, Private Services,
SEZ, Upfront - 30 SEZ, Upfront - 25 Sub Debt & Grant
yr
yr
Upfront, 25 yr

3.1

JV - 30 yr

Total Capital Structure
Phase 1
Senior Debt

[%]

7.4%

12.1%

8.8%

15.8%

7.6%

8.9%

4.9%

9.6%

Promoter's CCD

[%]

-%

-%

-%

-%

-%

-%

-%

6.3%

Promoter's Equity

[%]

5.0%

8.1%

5.8%

10.6%

5.0%

5.9%

3.2%

0.0%

Gov't Sub Debt

[%]

-%

-%

-%

-%

-%

-%

10.0%

-%

Gov't Grant

[%]

87.6%

79.8%

85.4%

73.6%

87.4%

85.2%

81.9%

-%

Gov't CCD

[%]

-%

-%

-%

-%

-%

-%

-%

84.0%

Gov't Equity

[%]

-%

-%

-%

-%

-%

-%

-%

0.0%

CA Available

[%]

-%

-%

-%

-%

-%

-%

-%

-%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

60.0%

60.0%

60.0%

60.0%

60.0%

60.0%

60.0%

60.0%

Total

Phase 2,3,4
Senior Debt

[%]

Promoter's CCD

[%]

-%

-%

-%

-%

-%

-%

-%

39.9%

Promoter's Equity

[%]

40.0%

40.0%

40.0%

40.0%

40.0%

40.0%

40.0%

0.0%

Gov't Sub Debt

[%]

-%

-%

-%

-%

-%

-%

-%

-%

Gov't Grant

[%]

-%

-%

-%

-%

-%

-%

-%

-%

Gov't CCD

[%]

-%

-%

-%

-%

-%

-%

-%

-%

Gov't Equity

[%]

-%

-%

-%

-%

-%

-%

-%

0.0%

CA Available

[%]

-%

-%

-%

-%

-%

-%

-%

-%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

Total
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Table 5: Landlord Model Scenarios - Capital Structure (INR cr)
Landlord M odel
1.1

1.2

1.3

1.4

1.5

Landlord - Upfront Landlord - Upfront Landlord - Upfront Landlord - Upfront Landlord - Annuity
- 30 yrs
+ Annuity - 30 yrs
Only - 25 yrs
+ Annuity - 25 yrs
Only - 25 yrs

1.6
Landlord, Sub
Debt & Upfront
Grant, 25 yr

1.7
Landlord, Sub
Debt, Upfront
Grant, Annuity,
25yr

Project Cost
Concession / JV

[INR cr]

1,085

967

1,092

965

1,000

1,068

948

EPC

[INR cr]

1,647

1,647

1,647

1,647

1,647

1,647

1,647

Total

[INR cr]

2,732

2,614

2,738

2,612

2,646

2,715

2,594

Commercial Debt

[INR cr]

380

500

424

478

700

253

353

Sponsor CCD

[INR cr]

-

-

-

-

-

-

-

Gov't Sub Debt

[INR cr]

-

-

-

-

-

271

210

Gov't CCD

[INR cr]

-

-

-

-

-

-

-

Sponsor Equity

[INR cr]

163

214

181.8

205.0

299.9

224.4

241.6

Gov't Equity

[INR cr]

-

-

-

-

-

-

-

Gov't Upfront Grant

[INR cr]

543

253

486

282

-

321

142

Total Concession / JV

[INR cr]

1,085

967

1,092

965

1,000

1,068

948

Commercial Debt

[INR cr]

380

500

424

478

700

253

353

Sponsor CCD

[INR cr]

-

-

-

-

-

-

-

Sponsor Equity

[INR cr]

163

214

182

205

300

224

242

Total Private Sector Contribution

[INR cr]

543

714

606

683

1,000

477

595

Construction Grant

[INR cr]

1,647

1,647

1,647

1,647

1,647

1,647

1,647

Upfront VGF

[INR cr]

543

253

486

282

-

321

142

Annuity (NPV @ 12%)

[INR cr]

-

245

-

145

497

-

135

Gov't Sub Debt

[INR cr]

-

-

-

-

-

271

210

Gov't CCD

[INR cr]

-

-

-

-

-

-

-

Gov't Equity

[INR cr]

-

-

-

-

-

-

-

Total Public Contribution (incl Grant)

[INR cr]

2,189

2,145

2,132

2,074

2,144

2,238

2,134

Public

[%]

80.1%

82.0%

77.9%

79.4%

81.0%

82.4%

82.3%

Private

[%]

19.9%

18.0%

22.1%

20.6%

19.0%

17.6%

17.7%

Years

[years]

-

10

-

7

12

-

7

Average Annual Payment

[INR cr]

-

52

-

34

91

-

33

NPV (@12%)

[INR cr]

-

521

-

239

1,093

-

230

Concession / JV Breakdow n

Private Sponsor Contribution Breakdow n

Public Contribution Breakdow n

Percentage Contribution (Civil + Supra)

Annuity
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Table 6: Private Services Model and JV Scenarios - Capital Structure (INR cr)
Private Services M odel

JV

2.1
Private Services
Model - Upfront 30 yrs

2.2
Private Services
Model - Upfront +
Annuity - 30 yrs

2.3
Priv Services
Model - 25yr
Upfront

2.4
Private Services
Model - Upfront +
Annuity - 25 yrs

2.5
Private Service,
SEZ, Upfront - 30
yr

2.6
Private Service,
SEZ, Upfront - 25
yr

2.7
Private Services,
Sub Debt & Grant
Upfront, 25 yr

3.1

JV - 30 yr

2,724

Project Cost
Concession / JV

[INR cr]

2,760

2,597

2,767

2,617

2,760

2,767

2,741

EPC

[INR cr]

-

-

-

-

-

-

-

-

Total

[INR cr]

2,760

2,597

2,767

2,617

2,760

2,767

2,741

2,724

Commercial Debt

[INR cr]

205

315

242

415

209

246

97

261

Sponsor CCD

[INR cr]

-

-

-

-

-

-

-

174

Gov't Sub Debt

[INR cr]

-

-

-

-

-

-

200

-

Gov't CCD

[INR cr]

-

-

-

-

-

-

-

2,288

Sponsor Equity

[INR cr]

137

210

161.6

276.4

139.1

163.8

198.4

0.5

Gov't Equity

[INR cr]

-

-

-

-

-

-

-

0.5

Gov't Upfront Grant

[INR cr]

2,418

2,072

2,363

1,926

2,412

2,358

2,245

-

Total Concession / JV

[INR cr]

2,760

2,597

2,767

2,617

2,760

2,767

2,741

2,724

Commercial Debt

[INR cr]

205

315

242

415

209

246

97

261

Sponsor CCD

[INR cr]

-

-

-

-

-

-

-

174

Sponsor Equity

[INR cr]

137

210

162

276

139

164

198

0

Total Private Sector Contribution

[INR cr]

342

525

404

691

348

410

296

435

Concession / JV Breakdow n

Private Sponsor Contribution Breakdow n

Public Contribution Breakdow n
Construction Grant

[INR cr]

-

-

-

-

-

-

-

-

Upfront VGF

[INR cr]

2,418

2,072

2,363

1,926

2,412

2,358

2,245

-

Annuity (NPV @ 12%)

[INR cr]

-

268

-

410

-

-

-

-

Gov't Sub Debt

[INR cr]

-

-

-

-

-

-

200

-

Gov't CCD

[INR cr]

-

-

-

-

-

-

-

2,288

Gov't Equity

[INR cr]

-

-

-

-

-

-

-

0.5

Total Public Contribution (incl Grant)

[INR cr]

2,418

2,340

2,363

2,336

2,412

2,358

2,445

2,289

Public

[%]

87.6%

90.1%

85.4%

89.3%

87.4%

85.2%

89.2%

84.0%

Private

[%]

12.4%

9.9%

14.6%

10.7%

12.6%

14.8%

10.8%

16.0%

Percentage Contribution (Civil + Supra)

Annuity
Years

[years]

3

10

-

10

-

-

-

-

Average Annual Payment

[INR cr]

50

52

-

79

-

-

-

-

NPV (@12%)

[INR cr]

149

522

-

790

-

-

-

-
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Table 7: Landlord Model Scenarios – Outputs
Landlord M odel

1.1

1.2

1.3

1.4

1.5

Landlord - Upfront Landlord - Upfront Landlord - Upfront Landlord - Upfront Landlord - Annuity
- 30 yrs
+ Annuity - 30 yrs
Only - 25 yrs
+ Annuity - 25 yrs
Only - 25 yrs

1.6
Landlord, Sub
Debt & Upfront
Grant, 25 yr

1.7
Landlord, Sub
Debt, Upfront
Grant, Annuity,
25yr

OUTPUTS

Ratios
Private Sponsor - Pre-Tax IRR (Eq. Dividends + CCD)

[%]

19.26%

19.97%

18.23%

18.74%

19.20%

18.68%

19.09%

Private Sponsor - Post-Tax IRR (Eq. Dividends + CCD)

[%]

16.00%

16.04%

16.00%

16.00%

15.96%

16.13%

16.04%

Project IRR (Private Sector Portion - Pre-tax, Pre-fin)

[%]

12.21%

12.21%

12.81%

12.81%

12.81%

12.81%

12.81%

Min DSCR

[x]

1.00x

1.06x

1.00x

1.32x

1.34x

1.00x

1.44x

GoK Investment in Civil Infrastructure (EPC)

[INR cr]

(1,192)

(1,192)

(1,192)

(1,192)

(1,192)

(1,192)

(1,192)

Grant Funding to Concession

[INR cr]

(368)

(173)

(329)

(193)

-

(217)

(97)

GoK Sub Debt Infusion

[INR cr]

-

-

-

-

-

(183)

(144)

GoK CCD Infusion

[INR cr]

-

-

-

-

-

-

-

GoK Equity Infusion

[INR cr]

-

-

-

-

-

-

-

Availability Payments

[INR cr]

-

(195)

-

(116)

(396)

-

(108)

[INR cr]

(1,559)

(1,560)

(1,521)

(1,500)

(1,588)

(1,592)

(1,540)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Governm ent Cash Flow s

Outflow s

Total Outflow s

Inflow s
Tax

[INR cr]

91

108

89

93

139

105

103

Port Authority Operating Revenues

[INR cr]

56

56

50

50

50

50

50

Concession Fee

[INR cr]

-

-

-

-

-

-

-

Sub Debt Repayment

[INR cr]

-

-

-

-

-

31

24

CCD Payment

[INR cr]

-

-

-

-

-

-

-

Equity Dividends

[INR cr]

-

-

-

-

-

-

-

Value at End of Concession

[INR cr]

31

29

42

41

42

43

41

[INR cr]

178

193

181

184

231

230

219

-

-

-

-

-

-

-

(1,382)

(1,367)

(1,340)

(1,316)

(1,357)

(1,363)

(1,322)

Total Inflow s

Total Inflow s (Outflow s)
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Table 8: Private Services Model and JV Scenarios – Outputs

Private Services M odel

JV

2.1
Private Services
Model - Upfront 30 yrs

2.2
Private Services
Model - Upfront +
Annuity - 30 yrs

2.3
Priv Services
Model - 25yr
Upfront

2.4
Private Services
Model - Upfront +
Annuity - 25 yrs

2.5
Private Service,
SEZ, Upfront - 30
yr

2.6
Private Service,
SEZ, Upfront - 25
yr

2.7
Private Services,
Sub Debt & Grant
Upfront, 25 yr

3.1

JV - 30 yr

16.06%

OUTPUTS

Ratios
Private Sponsor - Pre-Tax IRR (Eq. Dividends + CCD)

[%]

19.51%

20.32%

18.21%

19.57%

19.49%

18.17%

18.46%

Private Sponsor - Post-Tax IRR (Eq. Dividends + CCD)

[%]

15.96%

15.99%

16.02%

15.98%

15.95%

15.97%

16.02%

16.06%

Project IRR (Private Sector Portion - Pre-tax, Pre-fin)

[%]

(0.44%)

(0.44%)

0.21%

0.21%

(0.44%)

0.21%

0.21%

(0.44%)

Min DSCR

[x]

1.00x

1.19x

1.00x

1.56x

1.00x

1.00x

1.00x

0.58x

Governm ent Cash Flow s

Outflow s
GoK Investment in Civil Infrastructure (EPC)

[INR cr]

-

-

-

-

-

-

-

-

Grant Funding to Concession

[INR cr]

(1,704)

(1,470)

(1,665)

(1,366)

(1,700)

(1,661)

(1,582)

-

GoK Sub Debt Infusion

[INR cr]

-

-

-

-

-

-

(141)

-

GoK CCD Infusion

[INR cr]

-

-

-

-

-

-

-

(1,615)

GoK Equity Infusion

[INR cr]

-

-

-

-

-

-

-

(0)

Availability Payments

[INR cr]

-

(213)

-

(327)

-

-

-

-

[INR cr]

(1,704)

(1,684)

(1,665)

(1,693)

(1,700)

(1,661)

(1,723)

(1,615)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Total Outflow s

Inflow s
Tax

[INR cr]

47

42

45

74

43

42

58

13

Port Authority Operating Revenues

[INR cr]

-

-

-

-

-

-

-

-

Concession Fee

[INR cr]

-

-

-

-

-

-

-

-

Sub Debt Repayment

[INR cr]

-

-

-

-

-

-

23

-

CCD Payment

[INR cr]

-

-

-

-

-

-

-

2

Equity Dividends

[INR cr]

-

-

-

-

-

-

-

-

Value at End of Concession

[INR cr]

30

29

42

41

30

42

43

25

[INR cr]

77

71

87

115

73

84

124

41

-

-

-

-

-

-

-

-

(1,627)

(1,613)

(1,578)

(1,578)

(1,627)

(1,578)

(1,599)

(1,574)

Total Inflow s

Total Inflow s (Outflow s)
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7.4 Analysis of Results
From the scenarios showcased above, we have identified one scenario that makes the most economic
sense for VISL: Landlord Model, 25-year Concession, Upfront Grant + Annuity. To highlight the
strengths of this case, we have compared it to the same scenario under a Private Services Model below
in Table 9. From the green highlights, it is clear that the Landlord model has significant advantages.
Table 9: Base Case Comparison
1.4

2.4

Landlord Upfront + Annuity
- 25 yrs

Private Services
Model - Upfront +
Annuity - 25 yrs

Capital Structure in INR cr
Project Cost
Concession / JV

[INR cr]

965

2,617

EPC

[INR cr]

1,647

-

Total

[INR cr]

2,612

2,617

Commercial Debt

[INR cr]

478

415

Sponsor Equity

[INR cr]

205

276

Gov't Upfront Grant

[INR cr]

282

1,926

Total Concession / JV

[INR cr]

965

2,617

Commercial Debt

[INR cr]

478

415

Sponsor Equity

[INR cr]

205

276

Total Private Sector Contribution

[INR cr]

683

691

Construction Grant

[INR cr]

1,647

-

Upfront VGF

[INR cr]

282

1,926

Annuity (NPV @ 12%)

[INR cr]

145

410

Total Public Contribution (incl Grant)

[INR cr]

2,074

2,336

Public

[%]

79.4%

89.3%

Private

[%]

20.6%

10.7%

Years

[years]

7

10

Average Annual Payment

[INR cr]

34

79

NPV (@12%)

[INR cr]

239

790

Private Sponsor - Pre-Tax IRR (Eq. Dividends + CCD)

[%]

18.74%

19.57%

Private Sponsor - Post-Tax IRR (Eq. Dividends + CCD)

[%]

16.00%

15.98%

Project IRR (Private Sector Portion - Pre-tax, Pre-fin)

[%]

12.81%

0.21%

Min DSCR

[x]

1.32x

1.56x

Concession / JV Breakdown

Private Sponsor Contribution Breakdown

Public Contribution Breakdown

Percentage Contribution (Civil + Supra)

Annuity

OUTPUTS
Ratios

Government Cash Flows (NPV @12%)

Outflows
GoK Investment in Civil Infrastructure (EPC)

[INR cr]

(1,192)

-

Grant Funding to Concession

[INR cr]

(193)

(1,366)

Availability Payments

[INR cr]

(116)

(327)

[INR cr]

(1,500)

(1,693)

-

-

-

-

Total Outflows

Inflows
Tax

[INR cr]

93

74

Port Authority Operating Revenues

[INR cr]

50

-

Concession Fee

[INR cr]

-

-

Value at End of Concession

[INR cr]

41

41

Total Inflows

[INR cr]

184

115

-

-

Total Inflows (Outflows)

[INR cr]

(1,316)

(1,578)

Based on the necessary capital grant and inflow (outflow) for government in achieving investor return
of 16% IRR, the Landlord model with 25-year concession, upfront plus annuity payments is the
recommended option.

7.4.1

Government Costs vs. Private Sponsor Costs – Phase 1

In the chosen model, 1.4, Government is responsible for separate EPC contract and funding to
perform dredging, breakwater construction and quay wall formation. With zero government
support for the PPP (which includes terminal, equipment, marine services), the project is not
viable. With base case traffic forecasts, the Project IRR (independent of funding source) is only
6.8% for a 30-year concession and 7.4% for a 25-year concession.
Public EPC - Civil Infrastructure
Sources
GoK Fundi ng

%

INR cr

Uses

100%

1,647

Dredgi ng & Land Fi l l

18%

292

Breakwater & Revetments

68%

1,112

Quay Wal l
Total Sources

1,647
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Total

%

INR cr

15%

243

100%

1,647

PPP - Port Suprastructure
Sources

%

INR cr

Senior Debt

50%

478

General Port Superstructures

Sponsor Equity

21%

205

Grant Funding (Private Portion)

29%

282

Total

100%

7.4.2

965

Uses

%

INR cr

2%

21

Container Terminal

22%

208

Container Terminal Equipment

47%

450

Marine Services

15%

143

Utilities

5%

47

Miscellaneous

2%

16

Interest During Construction

8%

74

Reserve Funding

-%

-

Transaction Cost

1%

7

100%

965

Total

Phase 2 and Phase 3 Government Funding

If Phase 1 is bid out on a concession for the port suprastructure in the form of the landlord
model, GoK would be responsible for CapEx expansion in future Phases.
As mentioned in the previous section on Port Concept and Design, the project layout does not
call for Phase 2 breakwater expansion, as it would be built with enough excess capacity in Phase
1. So, Phase 2’s civil infrastructure costs consist of further dredging and quay wall construction
for the next terminal, totaling INR 459 cr.

Public EPC - Civil Infrastructure - Phase 2
Sources
GoK Fundi ng

%

INR cr

100%

459

Uses

%

INR cr

51%

235

-%

-

Quay Wal l

49%

224

Total Us es

100%

459

Dredgi ng & Land Fi l l
Breakwater & Revetments

Total Sources

100%

459

In Phase 3, as traffic moves beyond capacity of two berths, the breakwater needs to be
extended in addition to further dredging and quay wall construction, for a total of INR 1,101 cr.

Public EPC - Civil Infrastructure - Phase 3
Sources
GoK Fundi ng

Total Sources
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INR cr

Uses

100%

1,101

34%

Title

1,101

%

INR cr

Dredgi ng & Land Fi l l

27%

300

Breakwater & Revetments

47%

520

Quay Wal l

25%

280

Total Us es

100%

1,101

Phase 2 and 3 EPC contracts in today’s prices total INR 1,560 cr, together with Phase 1, that’s
INR 3,200 cr spread over the course of the Concession.
Clearly, if traffic ramps up earlier than expected, the investment in expansion can be
accelerated. We have estimated CapEx, OpEx and revenue escalation to be at 3% per annum.

7.4.3

Government Revenues

While the project is not currently structured in a way that would allow for a Concession or
Royalty fee, if GoK and VISL act as the Port Authority, they will be eligible to receive Port Dues
and Berth Dues, as forecasted by Drewry to be offered at a tapering discount to Colombo’s
rates, based on a tonnage factor per vessel calling.
At a 12% discount rate, the NPV on the port and berth dues is INR 50 cr. When combined with
tax revenue from the project and value of concession at the end of the life, the total financial
benefit to government is more than INR 184 cr. This is a small percentage of the funding that
GoK would be putting in to project, however, there may be several other economic benefits of
the project to be considered. NPV of total inflows (outflows) is net outflow of INR 1,300 cr. The
Landlord and Private Services Model are compared below in Table 10.
Table 10: Base Case Government Cash Flows
Landlord Model

Private Services Model

Governm ent Cash Flow s (NPV @12%)

Governm ent Cash Flow s (NPV @12%)

Outflow s
GoK Investment in Civil Infrastructure (EPC)
Grant Funding to Concession
GoK Sub Debt Infusion
GoK CCD Infusion
GoK Equity Infusion
Availability Payments
Total Outflow s
Inflow s
Tax
Port Authority Operating Revenues
Concession Fee
Sub Debt Repayment
CCD Payment
Equity Dividends
Value at End of Concession
Total Inflow s
Total Inflow s (Outflow s)
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(1,192)
(193)
(116)
(1,500)

93
50
41
184
(1,316)

Title

Outflow s
GoK Investment in Civil Infrastructure (EPC)
Grant Funding to Concession
GoK Sub Debt Infusion
GoK CCD Infusion
GoK Equity Infusion
Availability Payments
Total Outflow s
Inflow s
Tax
Port Authority Operating Revenues
Concession Fee
Sub Debt Repayment
CCD Payment
Equity Dividends
Value at End of Concession
Total Inflow s
Total Inflow s (Outflow s)

(1,366)
(327)
(1,693)

74
41
115
(1,578)

7.4.4

Annuity Payment

A recommended method of funding the PPP portion of project would be to provide annual grant
funding to the sponsor to help offset debt obligations. In this scenario, IFC has assumed 5 years
of operational grants, averaging INR 48 cr per year to help offset debt obligations. The result is
a very similar amount of overall funding. GoK could choose this method to spread out a subsidy.
However, the large initial investment in civil infrastructure (INR 1,647 cr) would need upfront
funding. Comparison shown in Table 11.
Table 11: Compare Upfront Only to Upfront + Annuity
Public Contribution - Upfront + Annuity

Public Contribution - Upfront Only
INR cr

Cons tructi on Grant

1,647

Upfront VGF
Annui ty (NPV)

12.00%

Total Publ i c Contri buti on

INR cr
Cons tructi on Grant

282

Upfront VGF

145

Annui ty (NPV)

2,074

1,647
486
12.00%

-

Total Publ i c Contri buti on

2,132

Given the same return profile of 16% IRR and a minimum DSCR of 1.3x, the Upfront + Annuity
model yields a more cost effective result for GoK by INR 58 cr.

Annuity Stream in First 10 Operational Years
INR cr
Annual Payment

2015
55

2016
78

2017
60

2018
32

2019
14

2020
-

2021
-

2022
-

2023
-

2024
-

CFADS
Total Debt Service
DSCR

76
57
1.32x

114
79
1.44x

114
79
1.44x

116
79
1.47x

125
79
1.58x

135
79
1.71x

137
79
1.73x

129
80
1.61x

149
83
1.80x

154
83
1.85x

Since the DSCR is above the 1.3x market hurdle after 2019, there is not a need to continue feeding the
annuity stream in base case traffic scenario with assumed costs.
The actual operations period payment will depend on the bidder’s appetite for GoK credit risk. In case
the appetite is low (as indicated by some bidders during consultations), then the bid response may be
adversely affected.
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7.4.5

Project Cash Flows – Landlord Model

Figure 2: Landlord - Cash in / Cash out
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Figure 3: Landlord - Debt Profile
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Principal Pmt

Interest Pmt

DSCR

7.4.6

Project Cash Flows – Private Services Model

Figure 4: Private Services Model: Cash in / Cash Out
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Figure 5: Private Services Model - Cash in / Cash out

180

3.00x

160

2.50x

140

2.00x

100

1.50x

80
60

1.00x

40

0.50x

20
-

-x

2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044

INR cr

120

CFADS

- 110 -

Title

Principal Pmt
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7.5 Traffic Sensitivity
For the landlord model, assuming 30-year case, in Drewry’s high case forecast, Vizhinjam has capacity
for 4.1m TEUs of container shipment from the 20th year of the Concession onward. While the spike in
revenues due to increased volumes does help investor returns, the difference is not huge because there
is a large funding need to accommodate the traffic (more than INR 1,700 crore between Phase 3 and a
new Phase 4). Investors could achieve 17.3% IRR instead of the 16% achieved with the same level of
GoK funding.
Similarly, Drewry’s low forecast is not that detrimental to investor returns, still yielding 15.2% IRR. The
table below shows investors’ dividend IRR with various scenarios:

Low Case
Max 2.6m TEU
Base Case
Max 2.8m TEU
High Case (w/ Ph 4
Expansion)
Max 4.1m TEU

Construction Grant +
INR 525 cr VGF
14.2%

Construction Grant +
INR 553 cr VGF
15.2%

Construction Grant +
INR 568 cr VGF
16.0%

14.9%

16.0%

16.7%

16.0%

17.3%

18.1%

7.6 Tariff Sensitivity
As illustrated in the Traffic section of this report, Drewry made an assumption regarding Vizhinjam’s
proposed tariffs vs. Cochin (gateway) and Colombo (transshipment). Taking the landlord model and
assuming that the Gateway tariffs would remain the same as Cochin (per Drewry’s forecast), we can look
at sensitivity to the Colombo transshipment discount:

Base Case
60% discount to Colombo
published rates
Moderate Case
½ of Base case discount
High Case
Matches Colombo rates
- 111 -

Title

Construction Grant +
INR 428 cr VGF
10.8%

Construction Grant +
INR 492 cr VGF
13.1%

Construction Grant +
INR 553 cr VGF
16.0%

13.5%

16.0%

18.7%

16.0%

18.3%

21.1%

8

BIDDER CONSULTATIONS

8.1 Activities Undertaken
8.1.1

Expression of Interest Process

IFC initiated the bidder consultation process for the project in July 2010 with the issuance of the
Request for Expression of Interest (REOI) Notice. The REOI was published in leading national and
international newspapers and magazines like Economist, Economic Times etc and was also
circulated among IFC’s network of potential investors in this sector (including port operators,
shipping lines, construction firms and logistic providers) globally.
The EOI was not designed as a qualification process. The key objective of the process was to
invite interested and eligible players to engage in structured discussions with the GoK/VISL and
the IFC team on key aspects related to the project concept, design and transaction structure.
As per the REOI, the interested parties would be "eligible" to be invited for structured
discussions with the GoK/VISL, if they meet the following screening criteria:
1. they have substantial demonstrable experience in development, construction, funding,
building, operations and management (or any combination thereof) of projects in one or
more of the following sectors: airports/ railways/ ports/logistics/shipping; and
2. they have financial capability to invest in the Project, including an average annual turnover
of more than USD 100 million in the last 3 years.

Further, The REOI encouraged interested parties to form consortia to complement and enhance
their experience, provided that each member of such consortia satisfied criteria (1) individually.
Thirty (30) EOIs were received before the scheduled deadline of 1700 hours on 12 August, 2010.
IFC and its legal consultants (Allen & Overy and Trilegal) have reviewed the technical experience
and the financial capacity of the parties/consortia submitting EOIs and recommended that the
following bidders could be invited for further discussions:
1.
2.
3.
4.
5.
6.

APM Terminals, India
Bollore S.A., France
DSC Limited, India in consortium with Portia Management Services, U.K.
Gammon Infrastructure Projects Limited, India
GMR Infrastructure Limited, India
GVK Transportation Private Limited, India
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7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.

Hindustan Construction Company Limited, India
Hyundai Engineering and Construction Company, India
Inai Kiara Sdn Bhd, Malaysia
India Infrastructure Fund, India (IDFC Fund)
Leighton Contractors, India
Mercator Lines, India
Mota-Engil Group (Tertir), Portugal
Mundra Port and Special Economic Zone Limited, India
N.V Besix S.A., Belgium
Reliance Infrastructure Limited, India
SKIL Infrastructure Limited, India
SREI Infrastructure Finance Limited, India
Sterlite Industries Limited, India
Terminal Link S.A.S, France
STX Corporation, South Korea
Vadinar Oil Terminal Limited (Essar Ports), India
Vopak Logistics Asia Pacific B.V., India

8.1.2

Bidder Interactions

IFC conducted a preliminary market sounding by visiting a number of potential investors in
Mumbai, Delhi and European cities of Marseille, Paris, Lisbon, Barcelona, Rotterdam and
Amsterdam. This sounding was carried through to assess the perceived attractiveness of the
Project and seek feedback on the proposed transaction structure and concept. IFC has been able
to engage in consultative discussions with the following potentials bidders over the last 2
months.













Bollore S.A., France (Logistics)
Gammon Infrastructure Projects Limited, India (Construction Firm)
GMR Infrastructure Limited, India (General Infrastructure)
GVK Transportation Private Limited, India (General Infrastructure)
Hindustan Construction Company Limited, India (Construction Firm)
Mercator Lines, India (Shipping Line)
Mota-Engil Group / Tertir (Logistics)
Mundra Port and Special Economic Zone Limited, India (Port Operator)
Reliance Infrastructure Limited, India (General Infrastructure)
Sterlite Industries Limited, India (Mining)
Terminal Link S.A.S, France (Shipping Line)
Vadinar Oil Terminal Limited (Essar Ports), India (Port Operator)
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Moreover, together with VISL, IFC met with the following parties in Europe that did not submit
EOIs:




TCB / Port de Barcelona (Port Operator)
Port of Rotterdam (Port Operator)
Port of Amsterdam (Port Operator)

8.2 Bidder Feedback on Various Project Aspects
8.2.1 Concept
 Some felt container berth was either too short (650m) or not wide enough (400m)


A constant refrain amongst most foreign and domestic investors was that transshipment was
too volatile to be the primary source of container revenues, even though this may be the only
feasible alternative given hinterland. Typically, transshipment is a bonus to gateway cargo,
not the major source of forecast revenues



Need to think about how to attract shipping lines but not necessary partner with only one for
investment in terminal.



Both Port of Barcelona and Port of Rotterdam officials contacted strongly felt that
development of surrounding area around the port as a logistic/ industrial hub was necessary
for a port of this nature.

8.2.2 Structure
 By and large most foreign investors preferred the Landlord model.

8.2.3



In the end depends on project viability and construction risk going to port authority



Need to better understand the control requirements for GoK given large capital outlay



Port operators less willing to take construction risk

Bid Process



Time allotment on bid process for this project is potentially too short. European investors,
especially, are accustomed to longer periods for submitting documents – typically 2-3 months
for RFQ, then 3-6 months for RFP



Competitors should be excluded at RFQ stage, namely APMT (Colombo) and DPW (Kochi)



Bidders should be allowed to form consortium after RFQ, but requirements in RFQ should allow
various types of companies to apply individually
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9

NEXT STEPS AND TIMELINES

During consultations with bidders, it has been pointed out that bidders will need about 2-3
months for RFQ stage and about 3-4 months for RFP stage. However, during discussions with
Government, they have indicated that they will not be agreeable to such a timeline and want to
complete the bid process by December, 2010.
In IFC’s opinion, this timeline is not as per international best practice and may result in bidders
withdrawing and not submitting proposals. However, on the insistence of the Government, a
crashed bidding process and timeline is proposed hereunder:


Presentation by IFC of Strategic Options Report:

Oct 1, 2010



Issue of Government Order approving the project structure:

Oct 5, 2010



Publication of RFQ, Heads of Terms & project reports:

Oct 10, 2010



Publication of RFP with draft Concession Agreements:

Nov 10, 2010



Submission of Statement of Qualifications:

Dec 10, 2010



Security Clearance

Jan 10, 20104



Submission of Technical and Financial Proposals:

Jan 10, 2010



Evaluation of Technical Proposals:

Jan 15, 2010



Financial Bid Opening:

Jan 20, 2010



Issue of Letter of Award to Winning Bidder

Jan 30, 2010



Signing of Concession Agreement5

Feb 28, 2010



Completion of Environment & Social Impact Assessment

June 2011



In-principle approval of SEZ

June 2011



Environment Clearance

July 2011



Financial Closure

August 2011

4

Security clearance is given by Government of India and timelines are not specified. The above timeline is subject
to regulatory clearances being received in time.
5
VISL could conduct additional geological and other tests required for shaping the EPC contract for civil works after
the bid closes successfully. In addition, VISL will need to work on raising funds for the EPC contract and for the
upfront grants.
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TABLE 1.1

10 ANNEXURE

10.1 ANNEXURE 1: KEY SOCIAL AND ENVIRONMENTAL IMPACTS
A summary of the key environmental and social issues identified till now (scoping phase)
together with preliminary mitigation measures are given below.
Impact on air quality
 Ambient air quality status around and port.
 Detailed emission inventory, including fugitive emissions.
 Evaluation of existing/ proposed pollution control measures.
 Delineation of air quality management plan.
Impact on air quality sensitive receptors
 Detailed inventory of sensitive receptors in and around port area.
 Delineation of impact zone based on meteorological data
 Delineation of measures to minimize impacts on air quality sensitive receptors
Impact on noise environment
 Assessment of baseline noise levels in port and surrounding areas.
 Identification of sources of noise generation.
 Prediction of increased noise levels due to port operations.
 Delineation of noise management plan.

Impact on water resources/ drainage
 Detailed study of hydrogeological features and aquifer characteristics at port.
 Estimation of possible rise in demand for water for various activities at port.
 Impact on ground water table and assessment of saline water intrusion due to dredging in





port area.
Identification of wastewater generation sources and quantification of pollution loads.
Study of impact on drainage pattern near port area due to port construction and
construction of boundary wall.
Evaluation of proposed pollution control measures and study of potential impact on
receiving water quality.
Delineation of Water Environment Management Plan
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Impact on marine environment
 Assess baseline marine water and sediment quality and study the impacts of port










construction or marine water and sediment quality.
Study the impact of the port on marine physical processes including siltation and erosion
processes. We propose this to be done in a two phased approach:
o Initial desk based study by coastal process expert using existing data;
o If the desk based study indicates that there may be significant impacts on coastal
processes, then a specialist mathematical model would be commissioned to
predict the impacts.
Ecological studies to quantify primary productivity, density and frequency of species
(including commercial fish species), species diversity, food chain relationships and
bioaccumulation. Consideration of any marine breeding/spawning, feeding habitats/areas.
Ecological risk assessment studies on potential receptors and quantification of impacts
including but not limited to impacts from dredging, underwater noise, increased vessel
movement, changes in hydrodynamics and changes to water or sediment quality.
Study the impact of the dredging on marine ecology. This will be done through a desk
based study, however if the desk based study indicates that there may be significant
impacts on marine ecology from the dredging sediment plume, then a desk based study or
specialist mathematical model would be commissioned to predict the spread of the plume
(level of study would be commensurate with the significance of the predicted impact).
Delineation of Marine Environment Management Plan

Impact on land environment
 Study of possible changes in land use pattern near port due to port expansion activities.
 Study of land degradation, soil erosion, natural drainage network and delineation of soil



conservation measures to minimize the impacts.
Suggestion of solid and hazardous waste management plan.
Delineation of Land Environment Management Plan.

Impact on terrestrial environment (Forests, Vegetation, Wild life & habitat)
 Walkover study to identify key plant and animal animals in the study area.
 Identification of suitable native tree species for afforestation near port area.
 Collection of detailed data to assess the impact of port operations on terrestrial ecology
Impact on socio-economic profile and human use values
 Suggestion of guidelines for location of labour camps.
 Identification of archaeological, religious, places of importance that need to be avoided






during port development.
Impact on tourism
Impact of port on local demography and employment pattern and livelihoods
Impact on aesthetics
Health and safety impacts due influx of labours for port construction and operation
Study of statutory compliance requirement for labour import
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Occupational health and safety during construction and operation
Community health and safety during construction and operation

Risk analysis
 Preparation of a framework for recommendations for the completion of a disaster

management plan (both offsite and onsite) for the port area, implementation of mitigation
measures and recommendations for monitoring.
Cumulative Impact Assessment
 Assessment of cumulative impacts

of known projects in the area that could have a

cumulative effect on port project


Information on impacts arising from relevant plans and projects would be collated through
literature searches and from consultations with organisations holding such information. It is
anticipated that Environmental Statements from other developments within the area would
form an important resource for the cumulative impact assessment. The factors underlying
the assessment of cumulative and in-combination effects include:









The environmental impacts of proposed activities on the marine environment;
The geographical boundaries of the environmental effects of activities within each
project;
Indirect effects of a project on another project or resource;
The temporal characteristics of projects; and
The thresholds of sensitivity of the existing environment.

The assessment would cover potential impacts of proposals, plans and projects in various
sectors, not limited to the activities of the proposed scheme. The assessment would also
include the following types of project, subject to availability of information:







Existing completed projects;
Approved but uncompleted projects;
Ongoing activities (e.g. discharge consents, maintenance dredging);
Plans or projects for which an application has been made and are under consideration
by the consenting authorities; and
Plans and projects which are “reasonably foreseeable”.
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10.2 ANNEXURE 2: KEY STUDIES TO BE UNDERTAKEN
Terrestrial Ecology

Ecological survey for Vizhinjam Port is to be conducted during three different seasons – PreMonsoon Season, Monsoon & Winter Season in a study area within 10 km radii, divided into
different influence zones. Further, suitable sites within the survey area should be identified in
order to represent the ranges of ecosystem and land use types.
Sampling of vegetation shall be done using selected samples of tree species, shrub species and herb
species.
Inventory of animal species shall be prepared based on Direct observation during field visits; Evidences
based on pug marks and animal excreta; Interviewing local villagers and forest officials; and Secondary
sources such as published literature on fauna.
Bio-diversity index and relative abundance index of different types of flora shall be established. Cover of
trees in different areas shall be established. Canopy cover of trees in different areas shall also be
established. Terrestrial flora and fauna survey shall be carried out as per standard practice and meeting
recommendations of MoEF and IFC Performance Standard 6 for Biodiversity Conservation and
Sustainable Natural Resource Management. Necessary mitigation measures to negate the likely impacts
shall be recommended as part of Environmental Management Plan.
Marine Ecology

Data from fish landing centres about monthly fish landings and variety of fishes available in the
region is to be collected. The magnitude and significance of impacts on benthic communities,
the nature of existing communities needs to be characterised. Given the amount of available
information on the ecology at the study site, it is considered that the baseline characteristics of
the site would need to be further defined by field investigations. It is proposed to undertake
survey work, using grabs, to describe the existing benthic (i.e. seabed) communities of the area
that could be affected by the proposed project (6-10 sites).
Land Use / Land Cover Mapping

Prepare Landuse/Land cover (LULC) maps of the 10 km radius study area with reference to the
proposed port site using latest satellite imageries to be procured. It should at least cover
classifications like built up area, agriculture land, fallow land, forest cover, water bodies etc.
The accuracy of interpretation of the satellite imagery to be enhanced using reference data
from ground truthing.
Social Survey

In order to perform the socio economic studies, on-site socio-economic survey shall be carried
out covering socio-economic profile of the region. The following aspects shall be covered in the
socio-economic surveys:
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Demographic profile with social categories, number of households/families, type of housing,
health and educational profile, migration patterns, if any
Land ownership and operational holding
Employment profile
Income profile with sources of income
Expenditure profile
Other economic activities prevailing in the region including fish catch data;
Availability of social infrastructure
Impact on fishing

The socioeconomic surveys will cover villages and towns that fall within the study area, these
will be defined clearly at the outset of the survey deaign. The survey will focus on fishing
community in the coastal area.
Secondary Data

Before start of the on-site socio-economic survey, available secondary information from various
government agencies shall be collected. This will consists of data from census department
related to population, gender ratio, literacy rate, economic status, religious status, age groups ,
occupation pattern etc
Sample Design

The onsite socio economic survey will be carried out based on predesigned questionnaire. This
questionnaire will be prepared using the available secondary data and project information. It is
proposed that survey of 100 % displaced population and 10 – 15 % of population in affected
area will be carried out.
Requirements for additional baseline surveys

The requirements for additional baseline surveys have also been defined at the scoping phase,
as outlined in the table below.
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Environmental
Feature
1. Ambient
Quality

Parameters Recorded

Duration and
Frequency

Apparatus
used

Air Air Quality monitoring at 8 locations

within study area
Suspended Particulate Matter (SPM);
Respirable particulate matter (RPM) PM
10 and PM 2..5; Sulphur dioxide (SO2);
Oxides of nitrogen (NOX); Carbon
Monoxide (CO)

Sampling at each
location twice a week
for 45 days. (Gaseous
sample 8 hour
duration and SPM /
RPM sample 24 hour
duration)

2. Noise

Noise monitoring at 10 locations in the
study area
a) Max Noise Level (L max)
b) Min noise level (Lmin)
c) Maximum hourly Leq
d) Minimum hourly Leq
e) Day time Leq value (6 am-10 pm)
f) Leq value 9 hourly (10 p.m. – 6 am)

Continuously over a
period of 24 hours at
uniform time intervals
of 1 hour.
Noise level meter
In each hourly time
interval Leq
values at uniform time
interval of 30 seconds

3. Water

Surface Water Quality at 8 locations for
following parameters:
pH value; Conductivity; Turbidity; Total
dissolved solid (TDS); Total Suspended
Solid (TSS); Dissolved Oxygen (DO);
o
BOD (27 C, 3 days); COD; Chloride as Cl;
Sulphate as SO4; Potassium; Nitrate;
Phosphate;
Fluoride;
Cadmium;
Chromium as Cr; Selenium; Iron as Fe;
Zinc; Boron; Mercury; Lead as Pb;
Arsenic ; Total Hardness as CaCO3; Total
Alkalinity;
Calcium;
Magnesium;
Sodium; Oils and grease; Free
ammonia; Cyanide; Phenol; Sodium
Absorption ratio

4. Soil

Ground water Quality at eight locations
for following parameters:
Specific conductivity; pH value;
Conductivity; Turbidity; Total Dissolved
solid (TDS); Total Suspended Solid (TSS) ;
Total
Hardness as CaCO3; Total
Alkalinity; Calcium; Magnesium; Sodium;
Chloride as Cl; Sulphate as SO4;
Potassium; Nitrate; Phosphate; Fluoride;
Cadmium; Chromium as Cr; Selenium;
Iron as Fe; Zinc; Boron; Mercury; Lead as
Pb; Arsenic ; Cyanide; Phenol; Sodium
Absorption ratio; Total coliform
(MPN/100 ml); Faecal coliform
(MPN/100 ml)
Study Ten soil samples in the study area
for:
Texture; Grain size distribution (Sand %;
Silt %; Clay %); pH 910% w/v slurry);
Conductivity;
Organic;
Nitrogen;
Phosphate; Sodium; Potassium; Lead

- 123 -

Title

One time for each
season

High volume
samples Mylar
bags/Bladder

Remarks
SPM estimated as per IS-5182
(Part V) – 1975;
SO2 estimated as per IS-5182) Part – II)
– 1969;
NOX estimated as per IS-5182 (Part
VI)-1975;
CO estimated as per IS-5182 (Part X)1975
Lead estimated as per IS: 12074.
The following criteria adopted for
measuring noise level:
Measurement of “A weighted”
sound level continuously using
noise level meter at one minute
interval for one day in each
survey locations as per the CPCB
approved method IS: 4954.

Relevant apparatus From each water sampling station
used as per codes grab samples shall be collected and
transported to laboratory for physicochemical analysis. Parameters like pH,
temperature and dissolved oxygen
will be measured in-situ. Analysis of
the samples carried out as per the
standard methods for examination of
water and wastewater published by
APHA et.al. and relevant IS codes
(IS:2488 :Part I to V)

One time in each
season

Relevant apparatus Grab samples shall be collected from
used as per codes hand pumps present on the adjacent
to the existing as well as
Proposed road alignment

One time in each
season

Analysis done in
Atomic Absorption
Spectrophotometer (AAS)

Sampling and analysis was conducted
as per standard methods and
procedures prescribed in IS:2720 and
ASTM

10.3 ANNEXURE 3: ROYAL HASKONING’S WORK PLAN FOR ESIA

Activity

Time (months)
1

2

3

4

5

6

7

8

9

10

11

12

13

14

Initial meeting and Site visit
Literature review and scoping study
ESIA scoping report submission
Data collection and surveys
Impact assessment
Draft ESIA (1 seasons data) submission
Data collection on remaining 3 seasons)
Final draft ESIA (3 seasons data)
Final ESIA

+

+ disclosure and approval period
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15

10.4 ANNEXURE 4: CHALLENGES IN OBTAINING VGF FUNDING FROM GOI
(a)

Pre-determined Tariff

VGF will only be available if a project is being developed on a PPP basis and such project
is unviable, i.e., if the capital cost is high and such capital cost cannot be recovered from
a "pre-determined" user tariff.

In the context of the VGF scheme, we understand that a "pre-determined" tariff means
a tariff that is set by or under a statute and not market-based tariff that the
concessionaire is free to determine. Clarification may be sought from the MoF and/or
the Planning Commission, whether the inability to set viable market-led tariffs as a
result of fierce competition resulting in non-viability will entitle a project to receive VGF.

As the Project is competitively placed, the Sponsors and Lenders will wish to control the
setting, levy and collection of tariff, based on the tariff charged by competing ports and
their long-term relationships with Users.

(b)

Government shareholding in concessionaire

VGF will be available only to Projects where the direct or indirect shareholding of the
GoI or any other government is less than 50% of the equity share capital of the
concessionaire.

(c)

Financial Criterion

The sole financial criterion that must be used to evaluate financial proposals from prequalified bidders must be the amount of VGF sought for the project. Any other financial
criteria in the bidding documents will make the project ineligible to receive VGF from
the GoI.
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(d)

Total amount of government support

The total amount of VGF that the GoI will make available to a Project will not exceed
20% of the total project cost. The sponsoring authority may provide additional "grants
out of its budget", provided that this amount does not exceed 20% of the total project
cost. Therefore, the total grant from government sources cannot exceed 40% of the
total project cost.

Clarification will need to be sought from the MoF and/or the Planning Commission
whether: (i) equity or debt infusions by the sponsoring authority in the concessionaire;
or (ii) use of bond or borrowing proceeds for making capital grants to the project, will
qualify as "grants out of budget" and will be covered by the 20% restriction. We are
assuming that equity/debt infusions by the GoK in the Concessionaire will not be
"capital grants out of the GoK's budget", for the purpose of the VGF scheme.

(e)

Nature of government support

VGF will typically be available as a capital grant during the construction period. If VGF
disbursements are sought during the operations period, then approval of the Finance
Minister will be needed.

(f)

Process for approval of VGF is time consuming

Considering the objective of the Government to complete the bid process by December
2010, it may be pointed out that VGF approval process requires an in-principle approval
to be taken from the Empowered Committee of the Government of India prior to the
issue of RFP. Apart from requiring standard documents to be followed, the process is
also likely to take time.
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10.5 ANNEXURE 5: DETAILS ON SPECIAL ECONOMIC ZONE

a) What is the procedure for notification of an identified area as an SEZ? What is the
land requirement for notification as an SEZ?
We assume that the GoK/VISL will be the "developer" and the Concessionaire will be either the
"developer" or the "co-developer" (i.e., a person that has entered into an agreement with the
Developer for providing infrastructure facilities at the SEZ) of an SEZ at Vizhinjam.
Minimum Requirements
·

A "port based SEZ" or "sector specific SEZ" must be spread over a minimum area of 100
hectares of clear, vacant and contiguous land.

·

At least ½ of the area set aside for such an SEZ must be dedicated as a processing area, i.e.,
an area where goods are manufactured or where services are rendered.

·

The Central Government will consider the following while notifying an area as an SEZ:
additional economic activity generation; export promotion; investment promotion from
domestic and foreign sources; employment creation; infrastructure development;
maintenance of sovereignty, integrity and security.
Procedure for Notification
All the benefits of setting up an SEZ are only available after notification by the Central
Government of a clearly identified area as an SEZ. The procedure for notification is as follows:

·
·

Step 1:

The GoK must clearly identify the land for the SEZ.

Step 2:
The GoK must make a proposal to the Board of Approvals (Board) for setting
up an SEZ at Vizhinjam. The proposal must be in the prescribed form and contain the
information requested.
Further, the GoK must endeavour to make available the following benefits before making a
proposal to the Board:
(i)
(ii)
(iii)
(iv)
(v)
(vi)
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exemptions from state and local level levies, taxes and duties, including stamp
duty, state sales tax, VAT, etc.;
exemption from electricity duty or taxes;
permission for generation, transmission and distribution of power within the
SEZ;
provision of utilities;
instituting a single window clearance mechanism; and
delegating certain powers under the Industrial Disputes Act to the development
commissioner.
Title

·

Step 3:
The Board may accept the proposal on terms and conditions prescribed by it,
modify or reject the proposal.

·

Step 4:
The Board shall communicate its approval to the Central Government, after
seeking the GoK’s consent to modifications (if any) proposed by the Board. Alternatively, if
the Board rejects the proposal, it shall communicate such rejection to the Central
Government which will in turn intimate the GoK.

·

Step 5:
Within 30 days of intimation of the Board’s approval, the Central Government
is required to issue a letter of approval to GoK on terms and conditions approved by the
Board.
The Central Government will grant only an in-principle approval in respect of the identified
area, if the entire area identified is not within the possession of the SEZ proponent. The
formal letter of approval will be granted only after the entire area is within the possession of
the SEZ proponent.

·

Step 6:
The GoK must submit exact particulars of the identified land to the Central
Government on receipt of the letter of approval.

·

Step 7:
The Central Government will notify the identified land as an SEZ in the Official
Gazette. The date of notification will be the "appointed date".

Recommendations
·

We understand that GoK is in the process of acquiring 40 hectares of land at the waterfront,
which will be utilized as the storage and back-up area of the Vizhinjam Port. We understand
that the area of land that will reclaimed as part of the Project is 110 hectares. Therefore, the
total area within port limits will be 150 hectares, after reclamation.

·

As a first step, GoK must identify a minimum of 100 hectares of contiguous land that will be
included in the SEZ and make an application for declaration of the Port site as an SEZ. As the
GoK is unlikely to have possession of the entire 100 hectares when a proposal is made, the
Board will only grant an "in-principle" approval. The GoK may consider making an
application for notification of the Vizhinjam port site as an SEZ and obtaining the "inprinciple" approval from the Board before the issue of the RFP to bidders.

·

If the total area of the Port will be less than 100 hectares, then GoK may consider directly
acquiring or requiring the Concessionaire to obtain the balance land required for
notification of the Port site as an SEZ. Such land acquisition should be made as a condition
precedent to effectiveness of the Concession Agreement.
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We understand that the compensation paid by the GoK for acquisition at the Project site is
quite high. It is likely that the Concessionaire will be required to pay compensation at similar
rates. These rates being high and the project economics being already challenged, it may
not be financially viable for the Concessionaire to bear the acquisition cost. Since GoK will
be a developer, the optics of such limited land acquisition may not be bad.
·

Once the entire land required for the SEZ is within possession of GoK, then the GoK must
undertake to make reasonable efforts to have the Vizhinjam Port area notified as an SEZ
under the SEZ Act. Bidders will require such notification to be completed as a condition
precedent to effectiveness of the Concession Agreement.

·

If the Concessionaire will be the “co-developer” of the SEZ, then it will require the GoK to
enter into a co-development agreement as a condition precedent to the effectiveness of the
Concession Agreement. The Concessionaire will not be able to apply for and obtain the
letter of approval from the Central Government or claim the fiscal benefits thereof, without
first entering into such an agreement with the Developer.

·

The design of the Project (i.e., port + SEZ development) will specifically need to take into
account the setting aside of 50% of the area as the processing area. The port infrastructure
will be treated as "infrastructure facilities" and may therefore not qualify to meet the
'processing area' criterion.

b) Can Vizhinjam port and surrounding areas be notified as a port-based SEZ?
As defined, a port based SEZ is a SEZ created at an ‘existing port’. The term ‘existing port’ is
not defined. However, from the Board’s minutes of meeting we have seen that the Board
has approved the development of a sector specific SEZ, rather than a port based SEZ, at the
site of a Greenfield port at Jaigarh, Maharashtra.
Recommendation:
·

The Vizhinjam port and surrounding areas can be notified as a 'sector-specific SEZ' rather
than as a 'port based SEZ', following the Jaigarh example.

·

Separately, the Vizhinjam port area that will be used for loading and unloading of goods can
be notified as a customs port. This customs port notification will be subject to compliance
with the requirements of the SEZ rules regarding the storage and movements of cargo
coming from or destined for the Domestic Tariff Area.

c) Whether the notification of the Vizhinjam Port as an SEZ will help deal with the
labour issue?
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Bidders have indicated that they will want labour law exemptions/ benefits, as Kerala is a labour
activist state and transshipment ports in particular cannot afford disruptions due to strikes.
State Governments have the power to exempt or modify the applicability of labour law
legislations, or to simplify compliance procedures under labour legislations. Several states (such
as Gujarat, MP, Karnataka, Punjab and Haryana) have taken steps in this regard.
However, the GoK has in the Kerala SEZ Policy specifically stated that no SEZs in the state of
Kerala will be exempt from the operation of labour laws, trade union laws, pension fund or
gratuity laws, contract labour laws, etc.
Recommendation:
If GoK wishes to curtail labour activism in relation to the construction and operation of the
Project, it could potentially do so by amending the Kerala SEZ Policy (in line with amendments or
modifications effected by other states). However, this will depend on political feasibility as well.

d) Will the notification of Vizhinjam and surrounding areas as an SEZ help in getting an
exemption from applicability of cabotage rules?
Cabotage refers to the requirement under the Merchant Shipping Act for most foreign flag
vessels not controlled by Indians to obtain a license from the DG, Shipping for being engaged in
the coasting trade of India. These licenses are granted either for a specific voyage or for a
specified period. In the absence of such a license, a foreign flag vessel will not be granted port
clearance to enter an Indian port to engage in coasting trade.
Such a strict licensing requirement discourages foreign flag vessels from providing feeder
services between Indian ports and ports in the Indian subcontinent.
We have seen newspaper reports that the Cochin Port Trust (CPT) is seeking an exemption for
foreign ships calling at the ICTT at Vallarpadam from such licensing requirement, as this will
have an adverse impact on Vallarpadam’s potential as a transshipment hub. We understand
from those reports that the Ministry of Shipping is considering granting such an exemption from
applicability of cabotage rules to foreign ships calling at Vallarpadam. As far as we are aware,
the Ministry of Shipping has not yet taken any decision on this issue.
One of CPT’s arguments in favour of the exemption from cabotage rules is that Vallarpadam is
within a notified SEZ. Therefore, all transshipment containers coming from abroad and bound
for other Indian ports, and containers originating in Indian ports and transshipped at Cochin on
their way to overseas destinations, cannot be treated as "domestic cargo" within the meaning of
cabotage law. This is because the Vallarpadam terminal is located within a Special Economic
Zone and these containers will not undergo Customs examination at Vallarpadam, but only at
other Indian ports of origin /destination.
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We believe that CPT’s argument in favour of the exemption may not be tenable. The Merchant
Shipping Act does not deal with the origin of cargo – i.e., domestic or import-export cargo; but
the movement of cargo within the territorial waters of India. Whatever the origin of the cargo, if
such cargo is carried by sea from a port/place in India to another port/place in the Indian
continent, then the ship carrying such cargo will be undertaking coasting trade of India.
Although a port based SEZ is a duty free enclave that is deemed not to fall within the tariff
boundaries of India, it is still within the geographical boundaries of India. Therefore, if any cargo
is moved from such port based SEZ to any other port in the Indian continent (including Sri Lanka)
or vice versa, the cabotage rules will still be attracted.
Recommendation:
The MoS has the power under Section 407 of the Merchant Shipping Act to exempt a part of the
coasting trade from such licensing requirement for foreign flag vessels. GoK can approach the
MoS under this provision and seek an exemption from cabotage rules to foreign flags vessels
calling at Vizhinjam Port for providing feeder services. The rationale for seeking such exemption
may be based on the relative merits of encouraging growth of transshipment of goods as
opposed to protecting Indian shipping interests.

e) What tax benefits can a developer/co-developer claim under the SEZ Act?
·

100% deduction in respect of profits and gains from industrial undertakings engaged in
development, O&M of SEZ for a period of 10 consecutive years within a 15 year period. Such
15 year period will commence from the date of notification of the SEZ.

·

The MAT provisions will not apply to the income arising from or earned from any operations
or services rendered in an SEZ after 1 April, 2005.

·

The dividend declared and distributed by a developer or co-developer will not be subject to
dividend distribution tax in the hands of the developer/co-developer or in the hands of the
recipients of dividend.

·

Exemption from customs duty or service tax on import of goods or services into SEZ from
place outside india or from Domestic Tariff Area (DTA) for carrying on authorised operations
of Developer.

·

Exemption from customs duty or service tax on export of goods or services from SEZ to
place outside India.

·

Exemption from service tax on taxable services provided at SEZ as part of authorised
operations at SEZ.

·

Duty drawback on goods brought into SEZ from DTA

·

Exemption from central sales tax on goods purchased from DTA
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The contractors appointed by Developer/Co-developer are entitled to all the exemptions,
drawbacks and concessions in respect of goods and services provided to or from the SEZ.
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