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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
199900 and 20048. Though investment in the State is rising, it is still quite low compared to
many other States in India. However, the Government has shown resolakdasteps 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 aghie®valuation 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 bejanize a well structured and

transparently bid transaction. As a first step, a market assessment was undertaken with help of

I GSIFY SR 060& 5NBgNE {KALWAYIQa AYIUSNYylIGAZ2Y
out that in the changed economic enenment after 200809, 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 projet 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 toeb® abl

attract traffic away from the competing ports.

LC/ Qa GSOKyAOlt O2yadZf Glyda w2elf 1 lajz2yAiy3
and drew up a revised concept plan for the port, envisaging a #puifpose berth of 600

metres by 400 metrewith capacity to handle upto 850,000 TEUs in PHigsgrowing

eventually to 3 berths handling a total traffic of 2.8 millon TEU. The cost of the project in-Phase
1 at 2010 prices is estimated by IFC to be USD 550 million, of which a major portion istthe co

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. Struamiany 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 l@mation 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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a) Landlord Model

b) Modified Landlord Model

c) Private Services Model

d) Modified Private Services Model
e) Joint Venture Model

These models have been explained in detail in the chapter on Transaction Structuring.
Consideringhe various risks, the Modified Landlord model, in which the bidder for the
concession for the supsstructure is also required to bid for EPC for civil infrastructure, is not
preferred. This could potentially result in gaming in the bid by constructompanies who

could potentially bid high for EPC for civil infrastructure and low for saptecture concession.
They could possibly then have no incentive to continue with the project once the construction
is over.

The Modified Private Services Model @& found suitable because it requires the same
consortium to bid simultaneously for two concessi@ran Infrastructure Concession and a
SupraStructure Concession. The Infrastructure Concession is funded through a stream of
annual payments by the Governmieover 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
congssion.

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 contnibatof 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. Thisascordance 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 thateé 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
suprastructureconcession 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 intedatsg; 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 miniom 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 tbgept 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.
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2 BACKGROUND

The economy of Kerala has registered a steady growth ob&8&een 199900 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 208 dver the preceding financial year. As

a result the share of secondary sector haseaoip from 20% in 19900 to 28% in 20008 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 ir0300Te state has
received around USD.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.

¢tKS D2@SNYyYSyid 2F YSNIflF &é6aDhYé0 glyda G2
GSNy¥ya G2 | OO0SEtSNIGS GKS 3INERgG Ktwan® tolatkeast bottS NJ-
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 0.8%iotal 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% respetively.

LY b2@SYOSNJ] wnndpX DhY GKNRBdAZAK GKS +Al KAyZ2l

FLILRAYGSR GKS LYGSNyYyFrdaAzylt CAylFyOS [/ 2N1J2NJ
structuring and implementation of the Vizhinjam Port PPP Projects¢bpe of the Project was

the structuring and implementation of the development of a nmltirpose container
transshipment port project as a PPP Project.

GOK wishes to develop Vizhinjam as a Deepwater Transshipment hub catering to all types of
vessels inading 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 myptirpose container transshipmenub 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, cansbn, operation, maintenance,

and financing of the transshipment port under a letegm concession or a similar PPP scheme
OGKS datNRr2SOGé£0 YR Aa O2YYAGOUSR G2 RS@St 2
around the site through public procement.
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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 inivR0t0. This study was funded by
LC/ Qa R2Yy2NJ L122f SR Fdzy R 5S@St2LISyd [/ 2€tft1!
Fdzy RSR GKS ¢g2N)] R2yS o0& GKS tNeB2SOGQa € S3l
(India). IFC also simultaneously miziedl 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 legl studies are presented ithe respectiveChapters.

¢CKAAa {UGNXYGS3IAO0 hLIWGA2Y & WSLENI o6a{hwéld KFa ¢

dueRAf A3SyOS LKIAS 2F GKS tNR2SOG 6tKIFasS Ly
recommendations fofi KS & G NHzOG dzNAyYy 3 2F GKS t NR2SOG® L
the extent of risk transfer to the private sector (to the extent feasible), facilitate the future
mobilization of financing and optimize the lotgym 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 bost 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 andithimb
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 developmengenda, 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:

w 58S@St2LJ I Y2RSNY RSSLII ( SsNanspariNdfrasfuct@d A G
w CFEOAfTAGFEGS GNIRS FYR FGGNIOGAY3 Ay@Saidy
w tNRY23S LINAGIGS SOG2NI LI NHAOALI GA2Y AY

€
g
~

ax

2.2 Outline of the Project Process

The Project is divided into two phases:

Phase I: Due Diligence drProject 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 expenditureeds, 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
D2ISNYYSy il Qa ase ba#s8 hdlutled Smarketing< efforts in the form of initial
discussions with potential investors, the issuance and evaluation of an Expression of Interest
6a9hLeé0 A ¢Stf A& I yshoiyithSodi Eolirdspoyiders in Buropd, S G A

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 prepead giving the target dates for the Implementation activities.

CKA& LIKIFaS gAft Ay@g2ft @S LC/ Qa aaradlyOoS Ay
investors/operators, pregualification of investors, drafting and finalizing the contractual
documentations, launahg the international tender and assisting the Government with the

closing of the Project. Phase Il will conclude with the signing of the contractual agreement

between the Government of Kerala and the future investor.

2.3 Specialized Consultants

The IFC retaed 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 Teakewnd
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

LYRAIFIQ&a SO2y2YAO 3INRgUK Lihelkentiyeass amdl & ®ne ofljihdzA S
best performers in the world economy, with an average growth rate of about 9% per annum
from 2005 to 2007 and-8 % in the last three years. Despite the recent economic meltdown in
the world economy, Indian economy is giing at a sustainable rate and is projected to grow at

a comparable rate in near future.

Gross Domestic Productf India at Factor Costir{ Rs bn)

27693
2005 2006 2007 2008 2009 2010
e GDP at FC (Rs BI
Source: IMF
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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 Keralamskry 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% betweenQ®88d
2007-08. The seondary sector registered the highest growth rate of 17.9% as compared to the
tertiary sector (9.6%) and primary sector (2.5%) in 208ver preceding financial years. As a
result, the share of secondary sector has gone up from 20% inQ@%® 28% in @Q07-08.

The major industries of PH are Coir, Cashew nut processing, Seafood, Tourism, IT and ITES. H
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 investmantsde, 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 thathitae

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
presnted 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 rargjor ports during 200-D8 was
estimated at aound 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 2009The share of
non-major ports in carg 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 abg 15% per annum in container traffic during the five years
ending 200708. The container trade went up to 8.1 mn tweffgot equivalent units
(TEUs) by 2009 from 2.47 million TEUs in 2000.

Breakbulk and Container Growth in India ( FY 2d1¥)

1200 + 75. 79680%

67% 68% 1 70%

100.0 + 64%

0 [ 599
59% 61% 1 60%

800 1
+ 0
67.0 50%

60.0 + + 40%

Million Tone
Growth Rate

+ 30%
40.0 4 37.

57.7
50.0
41.6
L a10 36.4 o
27.6 _ 28. 28. 28. :
21. 21. 23.
B J:l

0.0 1 t t t t t t t

FY 00 Fyo1 FY 02 FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
3 Breakbulk E==E Containerised * === Penetration (%)

T+ 20%

+ 10%

r 0%

Source: Market Study by Drewry

The Indian general cargo matkei.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 198®is 12.5%. Important to note
here, is that the breakulk cargo ha 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 Porainalysis 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 waillmost 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 thexhelecade. 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 essentiabkoat 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 curreht 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 @réeld 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 thetal 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 tacEase from almost 25% in 2008 to

23% by 20221, at the same time, for ports in Greater Mumbai region share may
decline from 44% to 33% in 2008 to 2020621 in Indian containers port market.
Combined container handling capacity of ports located in tipper west coast and
Mumbai region will decrease to 56% by 2620 compared to 69% in 20d®.
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 oL Y RA |
O2yGFAYSN) KIFYyRftAy3 OF LI OAGEd ¢KAA NBIAZY
202021. 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 cddatl@a will be around
64% by 20221, compared to 75% in 204D.

2008/09 . Water
Terminal AT Estimated C."’?pa‘?'ty QUEy No. of Quay Ve Depth
Port Landlord Throughput . Utilization Length Area
Operator (Teu) Capacity (%) (m) Cranes (ha) Range
(Teu) (m)
Upper West
Kandla* Public  ABG/PSA 138 300 46% 545 2 40 10
Mundra Private DPW 718 900 80% 632 6 32 15175
Mundra Private MPSEZ 60 500 12% 631 4 24 1517.5
Pipavav Private APMT 182 750 24% 735 6 25 12,5
Greater
Mumbai
Mumbai Public  Govt Of India 92 500 18% 656 2 & shipsgear 4 8.89.1
(Bambay)**
JNPT Public  Govt Of India 1,063 1,200 89% 680 8 35 12135
NSICT Public DPW 1,427 1,200 119% 600 8 30 12135
GTI Public  APMT/Concor 1,462 1,400 104% 712 10 52 12135
Lower West
Mormugao***  Public  MPT 14 50 28% 902 1 mobile crane 5 14-May
& ships gear
Cochin Public DPW 260 500 52% 414 2 7 10.7
New Public Govt Of India 29 50 58% 1,313 3 mobile crane 10 7-10.5
Mangalore*** & ships gear
Lower East
Chennai Pulic 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 2 mobile crane 34 8.312.2
& ships gear
Haldia Public  Govt Of India 127 300 42% 218 Ships gear
Paradip*** Public  Govt Of India 2 50 4% 250 Ships gear 2 115
12.2
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Figure----
Existing and Proposed container handling ports in India

Kolkate

14%(69%)

Positra

Haldie

21%(99%
4t Lower East Coast

4
/

Ma are (Capacity Utilised)
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m Existing

Source: Drewt
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Port Terminal FYO¢ FY1: FY1¢ FY2: CAGI
Lower West Coast

New Mangalore NMPT 50 250 500 500 21.2%
Cochin RGT 500

Cochin Vallarpadam 1,00C 1,50C 1,50C

Cochin total 500 1,00C 1,50C 1,50C 9.6%
Mormugao MPT 50 50 50 50 0.0%
Vizhinjam* 500 1,00C  1,00C

Subtotal 600 1,80C 3,05C 3,05C 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 intern@onal 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 ad@3ad

of the Kerala traffic. Table ZZprovides 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 toet&iner 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 ofgpt attractiveness for shipping lines and shippers.

The various aspects related to competitive analysis comprisesCarftainer Handling
Infrastructure which includesavailable Quay length, yard area and number of Quay cranes
available with the terminalRal/Road Connectivitywhich 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
dediated road with commensurate length and width for container evacuation; Availability of
the Draft throughout the operation periodt the seaport; Number dflainline Vessel Services
and its frequency calling at the termindlurnaround timefor vessels whicls the average time
taken for a vessel to complete its operation at the port and move forward to next destination
on its voyage;Locationof Ports with respect to itsneximity to its hinterland andParcel Size
which is thetotal number of containers thiaa vessel loads and unloads during a port call.
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TableZzz-+ AT KAy 2l YQad t2NIiQa /2YLISGAGABS ' VI

Weighta Earai Chenne ol Tuticori Mangalor Colomb Duba Singapor
ge [ n e o] [ e
15% Container 3 2 2 1 3 5 5
Handling
Infrastructure
20% Rail/Road 2 3 2 2 3 5 5
Connetivity
12% Draft 3 2 2 5 5 5
12% Mainline Services 2 1 1 1 5 5 5
15% Turnaround time 3 4 4 2 4 5 5
for vessels
20% Location 4 2 3 1 5 4 5
6% Average Parcel 3 3 3 2 5 5 5
Size
100%  Average Score 2.9 2.4 2.4 1.5 4.2 4.8 5

The Indian &b-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 reg¢it®@ 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 trapssént 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 aatity 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.
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Colombo is not the only hub port serving the ISC region. Competition is facadafrange of

ports from Aden in the west to Singapore in the east. Colombo accounted for traffic of 2.7
YAfTEA2Y (SdzZ KFEGAYy3 I YIEN]J SO aKFINB 2F oys
within the ISC region (mainly JNPT) handled 0.24 milliorotéransshipment. 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 transment 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 Vihinjam as transshipment hub in the region.

SWOT Analysis of Colombo Port

Opportunity Threat

A Colombo an ideal transhipment option A Port of Kelang and Tanjung Pelepas
to shippers. have cheaper tariffs.

A Trade growth in ISC, which enhances A Development of deep draft ports in ISC
traffic at Colombo. particularly in India

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

A Cormgestion at Indian ports benefits
Colombo
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3.1.4 Proposed Tariff analysis

All services rendered by the Major Ports are payablegoadance 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, Pilotagecaiowage 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 (vig-vis Colomlo tariff)
20142017 60%

20182025 70¢ 78.8%

20262044 80%

Drewry estimates that once the traffic builds up at the Vizhinjam port, then the port can
reduce the margin of discount offered vasvis 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%-9-y increase in WPI has been estimateetothe 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 Vizhinjarport for Vessel Related Charges & Container Handling Charges is
given in Table--to Table---

-125-  Title

# International
4 Finance Corporation
A World Bank Group

v
S




Table---Tariff forecast for vessel related charges

(USD)
Fixed Port Charges (per GRT| Dackage (Bégpr/?]irr e charges )
Year i .
Disounted Discounted
Colombo Vizhinjam  Price |Colombo Vizhinjam  Price
Margin (%) Margin (%)

FY10 0.147 0.0882 60.0% | 0.0022 0.0013 60.0%

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 Colombo Port
(rates offered
at discount by
Vizhinjam)
Transshipmat

Benchmark Colombo Port
Rate Loaded Empty Transshipmen

Year/Equ. 20 40 20 40 20 40 20 40
size

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 9% 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 Containes Traffic Projections: Gateway and Transshipment

Detailed traffic projections have been prepared by Drewry and these are summarized next, In |
UKS oFlasS OFaS aOSYFINA2XZ LYRAIFLQa D5t Aa SELIS
20142044. Duringk A a LISNA2RXZ LYRAIFQ&a O2yul AySNXa 3l d
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 FY@&toximately 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 hasbn 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
Location raific Location Traific Location Traific
Potential Potential Potential
Tuticorin Bangaluru
Tirupur Chikamagalur/Hasg
Coimbatore Mangalore
Kerala | 146,610 Salem 390,719 Chennai 997,085
Other Hosur
Karnataka
Other TN Karur
Mormugao

The rate of gravth 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 eassstregion 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 pottsattract 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 thegien 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 te 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 ththe 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-8amitinent (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 decreasmim 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. e 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 tramshiprket is
estimated to reduce from 60% to 50% during the same period; remaining traffic would be
handled by other hubs in ISC.

ENEgNE SaidAvYlraSa (GKFd AT KAy2FIYQa akKIFINB Ay
limited and have an upper cag 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 3
summarized in Table FFF.
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Figurel: Container Traffic Forecast
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TablelY / 2y GFAYSNI ¢NFFFAO C2NBOlald {SyardAiogade oWnnn ¢9

High Base Low
Transshi Transshi Transshi
Year |Gateway pment Total |Gateway pment Total |Gateway pment Total
2014 39 116 154 37 112 149 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:

Colombo andvizhinjam are wayport calls on mainline services currently serving on the; Asia
Europe trade laneAs per current service profile, Colombo is a wayport for most of the services

a. Wayport®rvicescY I Ayt AyS @SaasSta Yr{Ay3a OFffa

GKNRdzZAKE GKS NBIA 2y destsgrvicdsSighi8nglo faddl IST kKafga 1
supplement the volumes being carried on an dneend basis (e.g. Eurogear 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.

. Direct call serviceg mainline vessels operating erid-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.

on the EastWest trade lane. This implies that although it has mainline caltheaport, it is

neither starting nor ending point on a service route. Therefore, the average parcel size required

for a mainline vessel is approximately-80% of the overall capacity. The summary of current
and future vessel size, number of vessel @atl parcel sizes are given in TableckitiTable JJ

TableHH--Summary of current vessel sizes calling at ISC ports

Largest Vessel Typical Average

Type of Service (Teu) Sized Vessel (Teu)
Wayport calls at Colombo 8,450 3,8004,500
Direct calls (Bports such as INPT 6,250 2,1003,350
Feeder 2,113 700-1,100
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Tablell---Potential future vessel sizes calling at Vizhinjam port

Typical Average Sized
Largest Vessel P g

Type of Service Vessel**
yp (Teu)
(Teu)
Mainline vessel 12,000 6,0009,000
Feeder vessel 3,000 1,0001,500

Table XJVessel Calls and Parcel Size

Weekly Parcel sizes
Average number of vessel calls per vessel category (calls/wk
g P gory ( ) (TEU/Wk)
9000 TEU 6000 TEU | 1500 TEU | 1000 TEU| 600 TEU
Feeders | Mainlines
vessel vessel vessel vessel vessel
Phase | 1 2 0 3 2 6,521 9,162
Phase Il 2 4 2 4 0 12,269 19,716
Phase Il 3 7 4 5 0 18,951 33,136

3.1.7 Revenue Estimation and Business Strategy of Port operations

The total revenue from the project as projected by the consultaould 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

200,000 ¥ Container Handling Relate

® Vessel Relate!
150,000

100,000

50,000

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

The breakup of revenue on intermittent period is given in table below and
RSGFAET SR NBE@SydzS F2NBOlIad Aa IAGSY Ay

Table----Revenue Forecasting ( In 000, US$)

Container
Vessel Handling Total
Year Related Related Revenue
FY 14 525 6,036 6,561
FY 19 2,400 33,257 35,657
FY 24 4,044 64,418 68,462
FY 29 7,328 112,868 120,196
FY 34 9,919 171,284 181,203
FY 39 13,593 243,364 256,957
FY 44 18,727 333,609 352,336

The above mentioned analysis of market assessment shows that to attract sufficient ataffic
Vizhinjam port and compete with current market leaders both in transshipment and gateway
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business, it is important for the new port to prepare business strategy and provide competitive
services than its competitors along with tariffs discount in théidhiyear 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 vide 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
Vizhinjan, Site B is located further south near the Karichal River, and Site C is located
near the mouth of Neyyar River as shown in figp€X The site suitability has been
compared by earlier consultant aridey recommended Site A over other sitend this
hasbeen selected for the port development
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Figure XXXAlternative sites considered for Vizhinjam port development

Site Aas shown imred block in Figur&YYs located directly south to the village and the
fishery harbou of Vizhinjam
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FigureYYY Project Location and View

The bathymetry plotand geologyas shown in FigurXXXindicates that the water depths
increasequicklywith the distance from the shore with the depth contours running relatively
parallel to the shoreline makg the ports proposed location withstrategic advantage 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 tioe presence of rock outcrops

FISHING
ARROUR

ARABIAN
SEA

G

Figure-- Bathymetry plotand Geology featuresf site
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