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TSM349 INTRODUCTION TO AIRLINE MANAGEMENT 1.0
INTRODUCTION

The commercial airline service industry is extregnebmpetitive, safety-sensitive
with high technology. People, employees and custepmst products and machines,
must be the arena of an organisation’s core competelhe success of an airline,
like any other business organisation, depends, farge extent, on managerial
decisions affecting the organisation’s structurgategy, culture and numerous
operational activities. The industry is a knowledigesed service market that requires
practitioners or managers to acquire a sound kradg@leof management theory and
practice. There are some managers who are caplatalkeireg right decisions owing to
their practical experience on the job. Others dike d0 do so because of the
knowledge they acquired in the school. All in atademic knowledge is not a waste
as it provides reasons for decisions taken.

TSM349: Introduction to Airline Management is a 300-level, two credit course for
undergraduate students in Hotel and Catering a$ aglTourism Management
Programmes. It may be offered by other graduatdesiis in Business & Human
Resources Management since it is a core course.

The course will consist of fifteen (15) units ifeur (4) modules at four (4) units per
module. The material has been developed to suiéngndduate students in Business
& Human Resources Management at the National Opeivelsity of Nigeria
(NOUN) by adopting an approach that highlights tkey areas of airline
management.

A student who successfully completes the coursé sutely develop a positive
attitude to managing an airline firm or organisatidhe candidate will be required to
avail himself/herself the opportunities that aboumdnodern libraries such as the
Internet, CD-ROM, E-mail and some current colletsioof textbooks on airline
management.

This course guide briefly explains to you what ttwurse is all about, the course
materials you will be using, and how you are expatd cover the course. There will

be regular tutorial classes that are linked todiwrse. You are advised to attend the
sessions.

2.0 WHAT YOU WILL LEARN IN THIS COURSE

This course will introduce you to the major aspeagftsirline management. It deals
with management issues confronting the aviation @rlahe industries. It brings out

the tools that could be used to enhance managi@sions. As a highly regulated
industry, managers must have at their finger tyosent regulatory issues as well as
aviation standard and recommended practices. Basirurishes most when

managers are capable of taking good decisionsr @béity to take good decisions



can be enhanced by the knowledge they possesgsrehtuaevelopments in the local
and international aviation markets.

During this course, you will be learning about theculiar nature of the airline
business and the key result areas that requiretefeand efficient management.

3.0 COURSE AIMS

This course is aimed at:

. giving you an understanding of the civil componehgir transportation that
drives economic and social progress;

o enabling students to understand the characteriatick attributes of airline
transport business;

o understanding the international nature of the aamgportation and the
regulatory framework;

. making you appreciate the management and solviactipal problems facing

local and international airline firms.

When all the above aims are considered, we canlusthat the major aim of the
course is to expose you to the management chasdctgrof air transport as an
innovative, environmentally-responsible industnatttdrives economic and social
progress of any nation including Nigeria.

4.0 COURSE OBJECTIVES
Below are the overall objectives of the course. iBgeting these objectives, you
should have achieved the aims of the course asotew®n successful completion of
the course, you should be able to:
1) Explain the basic elements of transportation;
2) ldentify the scope of airline management;
3) Define the nature and purpose of management;
4) Recognize a typical organizational chart of anrarcompany;
5) Explain what constitutes airport configuration ahd functions of key
aviation parastatals.
6) Describe the historical development of the aviatiodustry in
Nigeria,;
7) List the requirements for registering an airlinesibess;
8) ldentify the economic controls which countries eis to bring about
efficient, economic and orderly airline business;
9) Explain the factors affecting both demand and syppi airline

services.

10) Highlight the nature and composition of air traffic

11) Identify the different types of freight and the tiars critical to
the management of air freight market;

12) Discuss the important role of airline agents;

13) Discuss marketing mix;
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14) Identify the places where airlines can search farket;

15) Identify the major characteristics of an airlinet@structure;

16) Contribute to management strategic aircraft flestislons;

17) Appreciate the motive of achieving fuel efficiency;

18) Calculate the breakeven load factor of an airaafa two city-
pair market;

19) State the importance of fleet improvement prograsyme

20) Describe some principal sources of improving aériymneld;

21) Explain the elements that form the basis of pertorce
analysis;

22) Appreciate the importance of safety and securityairine
operations;

23) Describe the role of ICAO and IATA in setting andmitoring

standards in the aviation industry.

5.0 COURSE MATERIALS

Major components of the course are:
1. Course Guide
2. Study Units
3. Textbooks
4. Assignments Guide.

6.0 WORKING THROUGH THIS COURSE

To complete this course, you are required to readstudy units, read set books and
read other materials provided by the National Opeiversity of Nigeria (NOUN).
Each unit contains self-assessment exercises, tarettain points during the course,
you will be expected to submit assignments. At ¢émel of the course is a final
examination. The course should take you about @ tft 21 weeks to complete.
Below are the components of the course.






7.0 STUDY UNITS

The study units in this course are as follows:

MODULE 1:

Unit 1: Overview of Air Transportation

Unit 2: The Management Functions

Unit 3: Historical Perspective of Aviation IndusiryNigeria
Unit 4: Regulation in Air Transport

MODEL 2:

Unit 5: Economic Characteristics of Airlines

Unit 6: Air Traffic and the Aviation Market

Unit 7: Marketing

Unit 8: Airline Marketing Analysis

MODULE 3:

Unit 9: Airline Corporate Strategies and Analysis
Unit 10: Cost Characteristics of Air Transport
Unit 11: Performance Analysis

Unit 12 The Airline Yield

MODULE 4:

Unit 13: Socio-Economic Importance of Airlines
Unit 14: Aviation Safety and Security

Unit 15: International Bodies and Associations

8.0 ASSIGNMENTS

There are many assignments on this course and rgoaxpected to do all of
them by following the schedule prescribed for tharterms of when to attempt
them and submit same for grading by your tutor.

9.0 TUTOR-MARKED ASSIGNMENT (TMAS)

There are fifteen tutor-marked assignments in twarse and you are advised to
attempt all. Aside from the course material prodidgou are advised to read and
research widely using other references which wilegyou a broader viewpoint and
may provide a deeper understanding of the suligsure all completed assignments
are submitted on schedule before set deadlinesorifany reasons, you cannot
complete your work on time, contact your Tutor befohe assignment is due to
discuss the possibility of an extension. Tutor-nedrlassignments shall carry 30% of
the total course grade.



10.0 FINAL EXAMINATION AND GRADING

The final examination for this course will be ofék hours’ duration and have a value
of 70% of the total course grade. All areas of thearse will be assessed and the
examination will consist of questions, which reffigd it useful to review self-tests
tutor-marked assignments and comments on themebtferexamination.

11.0 COURSE MARKING SCHEME

The work you submit will count for 30% of your tbtaourse mark. At the end of the
course, you will be required to sit for a final exaation, which will also count for
70% of your total mark. The table below shows héw actual course marking is
broken down.

Table 1: Course Marking Scheme
ASSESSMENT MARKS
Assignment 6 (TMAS) 6 assignments, best 3 will be used |[for
C.A=10x3=30%
Final Examinatio 70% of overall course mar
Total 100% of course mark:

12.0 TUTORS AND TUTORIALS

There are 20 hours of tutorials (ten 2-hour ses$igumovided in support of this
course. You will be notified of the dates, timesddocation of these tutorials,
together with the names and phone number of ydar,tas soon as you are allocated
a tutorial group.

Your tutor will mark and comment on your assignrnsekeep a close watch on your
progress and on any difficulties you might encouatethey would provide assistance
to you during the course. You must mail your tuttarked assignments to your tutor
well before the due date (at least two working dagsrequired). They will be marked

by your tutor and returned to you as soon as plesdilo not hesitate to contact your
tutor by telephone, e-mail, or discussion boargbii need help. The following might

be circumstances in which you would find help neaeg when

o you do not understand any part of the study umith@®assigned readings.
. you have difficulty with the self-tests or exer@se
o you have a question or problem with an assignmeitih wour tutor’s

comment on an assignment or with the grading aissignment.
You should attend the tutorials. This is the orfhyarece to have face-to-face contact

with your tutor and to ask questions which are aed instantly. You can raise any
problem encountered in the course of your studygdio the maximum benefit from
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course tutorials, prepare a question list befaending them. You will learn a lot from
participations in discussions.

13.0 SUMMARY

TSM349: Introduction to Airline Management intetdsexpose the graduate student
to the rudiments of managing air line business@an.tompleting the course, you will
be equipped with the knowledge required to managgréne.

We hope you enjoy your acquaintances with the Mati®@pen University of Nigeria
(NOUN). We wish you every success in the future.
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MODULE ONE

Unit 1 Overview of Air Transportation
Unit 2 Management Functions

Unit 3 Historical Perspective

Unit 4 Regulation in Air Transport

UNIT 1 OVERVIEW OF AIR TRANSPORTATION

Table of Contents

1.0 INTRODUCTION
2.0 OBJECTIVES
3.0 MAIN CONTENT
3.1 Elements of Transportation
3.1.1 The Route Way
3.1.2 Terminal Facilities
3.1.3 Mobile Facilities
3.1.4 Institutional Framework
3.2 Air Transportation
3.3  Air Transport Services
3.3.1 Airline Services in Nigeria
3.3.2 Segmentation in Air Transport
4.0 CONCLUSION
5.0 SUMMARY
6.0 TUTOR MARKED ASSIGNMENT
7.0 REFERENCES/ FURTHER READINGS

1.0 INTRODUCTION

Transportation involves the physical movement addgand people from one point to
another. The mode of movement may be by foot, bek$&urden, aircraft, motor
vehicle, ocean vessels, trains etc. These transpmies have four basic elements that
are common to them, which will be highlighted te tearner in the early part of this
unit.

Next, we shall gradually introduce the learner eonmercial airline service industry
by looking at the definition of air transport airne tscope of airline management.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

e explain the basic elements of transportation;
e define air transportation and management;
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e identify the scope of airline management;
3.0 MAIN CONTENT
3.1 Elements of Transportation

This deals with all modes of transportation i.eotfoair, road, water and rail. It
recognizes that there are basic elements commalhnwodes of transportation. These
are:

a) The route way

b) Terminal facilities

c) Mobile facilities, and

d) Institutional framework.

3.1.1 The Route Way

This refers to the network or routes through whikl carrier must follow. Such
routes must meet the requirements of adequacyijesflly and safety. Examples of
route ways in relation to all modes of transpootatre:

- Foot paths

- Roads

- Waterways

- Pipelines

- Airways, etc.

3.1.2 Terminal Facilities

This refers to locations for take off and arrivalcarriers or vehicles. These locations
must equally meet the three conditions of adequelficiency and safety. Examples
of terminal facilities are:

- Motor parks

- Garages

- Lay byes

- Taxi stops

- Bus stops

- Railway stations
- Seaports

- Airports etc.

3.1.3 Mobile Facilities

For each mode of transportation, a unique carniereticle is required. The carrier
performs the actual service of moving goods, peapttmessages on the
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transportation network. Such vehicles may be camsdl on the bases of engine
capacity, fuel efficiency, seating density, noisellygion, maintenance costs etc.
Examples of vehicles or carriage units are:

- Motor cars, Buses for road transport

- Locomotives/Wagons for rail transport

- Ships and Boats for water transport

- Helicopters, Aeroplanes, Aircrafts for air transgp

3.1.4 Institutional Framework
This includes all agencies involved in traffic edtion such as:

- The Nigerian Civil Aviation Authority (NCAA).

- The Federal Airport Authority of Nigeria (FAAN)

- The Federal Road Safety Commission (FRSC)

- The Nigerian Police Force

- Institutions of Higher Learning

- Vehicle Inspection Unit

- The Mass media — Radio, Televisions and Newsgaper

- All institutions in traffic control, managementéenforcement.

The above elements of transportation system hase tmeind out not to be functioning
efficiently in the Nigerian context. When anyone tbk element is inefficient or
inadequate or defective, it then becomes a potestiarce of delay and accident to
users. An example is the improper maintenance afigor the existence of narrow
bridges and bends, which do not only hamper efiftaeovement but also exposes the
users to accidents.

Similarly, the carrying unit (such as motor carsicrafts, ships etc.) that is
mechanically defective or faulty is a problem tbagént and safe transportation.

3.2  Air Transportation
Air transportation is an arm of the aviation/aesxspindustry. It refers to all aviation
movements of passengers, cargoes and mails frorftooakon to another by means of

an aircraft or aeroplane. There are two compon&ag transportation, namely:

(i) Civil air transportation, and
(i) Military air transportation.

Thecivil component of air transportation in Nigeria can be grouped:int
(@) Airline or Air carrier (scheduled and unscheduled)

(b) Passenger and Cargo operations
(c) General aviation.
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Airline or air carrier activities in Nigeria areedhactivities of certified commercial
passenger and cargo airlines.

General aviation is a broad heterogeneous term which came out ofathiation
history in the United States of America. It embsaeewide range of aircraft uses
including:

- Business fire fighting

- Advertisement

- Institutional/pleasure or leisure
- Pipeline

- Highway and Marine air patrol
- Emergency and rescue operations
- Aerial photography

- Aerial surveying

- Ferry flights

- Research and development

- Sports

- Parachuting

- Agricultural applications etc.

3.3  Air Transport Services

This can be sub-divided into two, namely: airlinervices in Nigeria and
segmentation in air transport.

3.3.1 Airline Services in Nigeria

Airline services in Nigeria can be categorizeda@®ws:

() Foreign Airlines:
These airlines operate on the international rowed are owned and
controlled by foreigners. They operate into therfmiernational airports of
Abuja, Lagos, Kano and Port Harcourt. Examplesuzhsairlines that have
bilateral service agreements with Nigeria are: TBréish Airway, Air
France, etc.

(i) Private Domestic Airlines:
These are airlines operating on the domestic scéhey are owned and
controlled by Nigerians and they operate on thealports in the country

including the four international airports.

(iii) Private Airlines (Intercontinental and Domestic):
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Since the demise of the Nigeria Airways Limitedmsoprivate airlines are
now granted license to fly the international routesth at the regional level
and beyond. Examples of some of these airlinesBebview Airline, Arik
Airline, Virgin Nigeria Airways etc.

3.3.2 Segmentation in Air Transport

Segmentation in air transport can also be donledridllowing categories:

(@)

(b)

(€)

(d)

Regional Air Markets:

Regional air service agreements exist whereby Statthin a region such
as the ECOWAS allow domestic trans-border routeslinds within the

‘region’ are granted slots or free access to atgpamnder an accord or
agreement. It is under this type of arrangement éidines like Bellview

Airlines Limited and Arik Air Limited can fly intosome West African
countries like Ghana, Sierra Leone and Liberia.hSaiclines are small and
operate commuter type aircraft.

International (Schedules) Airlines:

These airlines operate scheduled flights on highsiad routes. International
airlines are known to operate between the highlelbgped countries of the
world and occasionally pick passengers and goams the developing and
the less developed countries. They fly about 43ignilpassengers over 40
billion passenger miles. They dominate the inteonall aviation market by
their fleet size and capacity.

Charter Airlines:

Charter airlines are those airlines acquired byrtbemners solely for the
purpose of offering them to small operators on tarasis. Hence, they do
not operate on a regular basis and often associatiedow costs.

Group of people or companies e.g. Oil Companies hige aircrafts at a
regular interval or seasonally e.g. holiday, fesdtiexcursion, summer flight,
surveillance exploration etc. all these servicesuocbecause of the
complexities in the socio-economic environment ihicl the air transport
system operates.

Others:
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Some other classification of air transport servags exists for various
categories. Through the service in terms of the FRIE e.g. passenger
services, air cargo or freight services. Furthersthn of these two are:-
a. Quality of service: Passenger service can be further divided in tefms o
quality ofservice thus:
-Economy class
-Business class
-First class service and
-Group or club services.
The categorization above is based on paymentightite higher the amount,
the better the services. The group service raisually the cheapest.

b. Frequency and Regularity of Service: Frequency of is what often gives
rise to fixed scheduled flight on regular routeg. d.agos-London-
Lagos (twice a week).

c. In terms of Freight: Categorization is into perishable and non-
perishable goods.

d. Length of the service: Here we have short distance service and long
distance services which may require changing routarcrafts which
are either continental or intercontinental in naturhe aircraft design
for Long haul is such that enough fuel capacitpnsvided to enable
the craft take off and land at its destination withstopping over to
refuel.

4.0 CONCLUSION

In this unit, you have learnt of the basic elem@&uwisimon to Rail, Water or Marine,
Air, Road and other modes of Transportation. Whatewode chosen, the aim is to
arrive safely at one’s destination at the approprtane. At the concluding part of
this unit, the student was introduced to the comeptsof air transportation and the
segmentations of air services.

5.0 SUMMARY

Transportation means the movement from point Adm{pB usually by means of a
carrier or vehicle. There are various modes ofgpartation with all having four key
elements common to them. These elements include:

e The Route Way,

e Terminal Facilities,

e The Mobile Facilities, and

e The Institutional Framework.
Air transportation, one of the modes of transpmmat is an arm of the
aviation/aerospace industry. It refers to all asr@aimovements of passengers, cargoes
and mails from one location to another by mearendircraft. There are two
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components of air transportation, naméil air transportation, andllilitary air
transportation.

6.0 TUTOR MARKED ASSIGNMENT

What are the basic elements common to all mod&aswéportation? Comment on
each of them.

7.0 REFERENCES / FURTHER READINGS
Adebayq S.I. (2003), “Passengers’ safety in the alhé Movis Company, lkeja,
Lagos.

Williams, F. (2001), “Socio Economic Impact of Airansport in Nigeria.”
Unpublished Lecture Notes.
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UNIT 2 THE MANAGEMENT FUNCTIONS

Table of Contents

1.0 INTRODUCTION
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3.1.4 Functions of Managers
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4.0 CONCLUSION
5.0 SUMMARY
6.0 TUTOR MARKED ASSIGNMENT
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1.0 INTRODUCTION

Having learnt in the previous unit of what the edgrhof air transport business

entails, it is necessary for the learner to gragpbiasic principles of management, as
they apply to the business. Airline service indyss a knowledge-based service
market that requires practitioners or managersciguiae a sound knowledge of

management theory and practice. As managers, ogallg management issues
come up on a daily basis and it is important teatrers are taught such tools that
could enhance quality management decisions.

Management is facilitated by a useful and clearaoigation of knowledge. The
concepts, principles, theories and techniques afagement are grouped into five
managerial functions, namely: planning, organisstgffing, leading and controlling
which we shall touch briefly in this unit.

In the concluding part, an example of a typioafjanisational chart of an airline
company will be provided to enable the learnergthas specific departmentation that
suits the airline business.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

e define and describe the nature and purpose of neamey;

e discuss the role of a manager;

understand the concept of productivity, effectivesnand efficiency;
recognise that the aim of all managers is to craaserplus’; and
prepare a typical organogram for an airline company
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3.0 MAIN CONTENT

3.1 Definition of Management

Management is the process of designing and maintai@an environment in which
individuals, working together in groups, efficignthccomplish selected aims. This
basic definition can be expanded thus:

0] As manager, people carry out the managerial funstiof planning,
organising, motivating and controlling;

(i) Management applies to any kind of organisation;

(i) It applies to managers at all organisational levels

(iv)  The aim of all managers is the same: to create@Ls]

(v) Managing is concerned with productivity; this ingdito effectiveness, and
efficiency which are key elements in airline mamagat.

3.1.1 A Manager

A manager is someone who has formal responsildibtythe work of one or more
persons in the organisation. In other worlds coordinates the activities of other
persons or group with a view to achieving the set objectives of an enterprise.
Managers take actions that will make it possibleifmlividuals to make their best
contributions to group objectives. A manager aacbsenesults through others.

3.1.2 Key Variables

All managers grapple with key variables which nezthe understood and managed
for results to be maximised. The variables intetoahn airline as an organisation
are:

People

Work and structures

Systems and procedures

The goals of the organisation

The technology available in the organisation

The culture of the organisation (its values, bsligfactices, etc.)

Clearly, managers cannot perform their task wdkssmthey have an understanding of,
and are responsive to the many elements ofettternal Environment — economic,
technological, social, political and ethical fasttinat affect their areas of operations.
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3.1.3 Productivity, Effectiveness and Efficiency

Another way to view the aim of all managers is &y that they must be productive.
This is the only way any business concern suchnaairine company can minimise
its yield and stay afloat in the face of dwindlireyenue.

Productivity:

Successive companies create a surplus through gireelwperations. Although there
is no complete agreement on the true meanirgaductivity , let us define it as “the
output-input ratio within a time period with duensideration for quality”. It can be
expressed as follows:

Productivity = Outputsgtime period, quality considered)
Inputs

The above formula indicates that productivity canrbproved:

(1) By increasing outputs with the same inputs. Fom#la, an airline industry
that maximises its available aircraft seating dgnbecause of the high
degree of customer satisfaction would fare belten tanother airline in terms
of productivity;

(i) By decreasing inputs, but maintaining the sameuwisi@n airline can do this
by — reducing personnel costs; improving fuel &ficy for the airline fleet
of aircrafts; optimizing available seat, mile/emye growth level;

(i) By increasing outputs and decreasing inputs togdaéme ratio favourably.

Finally, according to Peter F. Drucker, “The greatepportunity for increasing
productivity is surely to be found in knowledge, nwatself, and especially in
management”.

Effectiveness and Efficiency:

Productivity implies effectiveness and efficienay individual and organisational
performance. Effectiveness is the achievement dgeatibes. Efficiency is the
achievement of the ends with the least amount sfuees. Managers cannot know
whether they are productive unless they first kilogir goals.

Examples of differences between ‘efficient managand ‘effective’ managers,
according to Redden, are that ‘efficient’” managask to solve problems and reduce
costs, whereas ‘effective’ managers seek to prodieative alternatives and increase
profits. On these bases, management activitiescaggd under planning, organising,
motivating and controlling (POMC) are more conceérneith efficiency than
effectiveness.
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3.1.4 Functions of Managers

The system approach to organisations is basedeoththe major elements of inputs,
throughputs/conversion, and outputs. The processarsfagement is concerned with
all of these three elements, and especially th&arsion processes of organisations.
The grouping of management activities can be sunsethas follows:

e Planning

e Organizing

e Motivating

e Controlling

These traditional groupings — the POMC approache-itee ones chosen to represent
the framework of our discussion. They are a corer@nivay of describing most of the
key aspects of the work of managers in practice.

a. Planning:
Planning involves selecting missions and objectaed the actions to achieve them,;
it requires decision making that is, choosing fateourses of action from among

alternatives.

It involves decisions abouends (organisational aims/objectivesineans (plans),
conduct (policies) andesults.

Planning is an activity that takes place againstifckground of:

0] the organisation’s external environment;
(i)  the organisation’s internal strengths and weakrsesse

It can belong-term, as in strategic and corporate planningshart-term, as in setting
of annual departmental budgets. Long-term usuaflglies a time-horizon of about
five years or more. Short-term can be any periothfthe immediate future (crisis
management) up to about one year.

b. Organizing:

Plans have to be put into operation. This invohdetailed organisation and
coordination of tasks and the human and matersalees needed to carry them out.

Organising is that part of management that involestablishing an intentional
structure of roles for people to fill in an orgaatien. It is intentional in the sense of
making sure that all the tasks necessary to aceésimpgbals are assigned and, it is
hoped, assigned to staff who can do them best.

We shall examine an organisation structure in aftel stage of this unit.
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c. Motivating:

This involves meeting the social and psychologinakds of employees in the
fulfillment of organisational goals. The motivatirgtivities of managers, however,
are essentially practical in their intent, for sgftplans and executing them, managers
have to gain the commitment of their employees.

d. Controlling:
This involves monitoring and evaluating activitieand providing corrective
mechanisms. Controlling activities are concernestrally with measuring progress
and correcting deviations. The basic functionsaftml are:

0] to establish standards of performance;

(i) to measure actual performance against standards;

(i) to take corrective actions where appropriate.

Control activities act as the feedback mechanismallomanagerial activities. Their
use is, therefore, crucial to the success of manage

3.1.5 Organisation Structure

As a continuation of the discussion of the manadjéuinction of organising, we will
now introduce the learners to the features of asgdion structure or organogram.

An organisation structure, according to Mintzbe¥§79) is ‘the sum total of the ways
in which it divides it's labour into distinct taskend then achieves coordination
between them'.

The purpose of an organisation structure is to Ielpreating an environment for
human performance. It is, then, a management toolret an end in and of itself.
Although the structure must define the tasks taldee, the role so established must
also be designed in the light of the abilities amativations of the people available in
the company or airline.

The grouping of activities and people into depariteemakes organisational
expansion possible. This departmentation make®ssiple to choose a particular
organisational chart for different companies arids#bations. Departmentation can
be done:

() by time

(i) by simple numbers

(i) by enterprise function

(iv) by territory or geographical location
v) by the kinds of customers served, and
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(vi) by the process or equipment required.
3.1.5.1 Creating Departments by Enterprise Function

It is important to note that the specific departtagion that suits the airline industry
is the grouping of activities in accordance witte tlunctions of an enterprise —
functional departmentation. It embodies what atingy as an enterprise, typically
does. Functional departmentation is the most wiéahployed basis for organising
activities and is present in almost every enteegpassome level in the organisation
structure.

The Organization of an airline is made up of marmgpaitments, sections and
subsections with the Board of Directors at the fbipe Organizational Structure of
any airline is affected by the following:

1. Ownership: Whether state ownership or private ownershipsTill affect the
finance, size, control, organization, employmeritgra etc.

2.Sze: The size of an airline is the level of involverhenair transportation.

This include:
i.  Volume(number) of aircrafts
ii.  Component and size of aircrafts
iii. Financial and manpower resources therein,
iv. Sizes of offices,
v. Degree of patronage from customers etc.

3. Function: What an airline does affects its organizationtalcdure. That is,
whether, it is only for domestic or internationangces or both, whether it
concentrates on passengers or cargoes or bothhevhets regular service or
charter or both, all these affect the structurthefairline organization.

Coordination of activities may be achieved throughles and procedures, various
aspects of planning (for example, goals and bujlgdte organisational hierarchy,
personal contacts, and sometimes, liaison depatsémen

It is important to note that the OrganizationaluSture varies from one airline to
another and the need to reorganize an existingctatel can be caused by a
combination of the following:-

(a) Nature and Size of the Airline

(b) Type of ownership

(c) Financial position and degree of patronage

(d) Policy-employment policy and division of labour

(e) Government influence-public sector,

() Nature of the economy under which the airline oeratc.
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3.1.5.2 Organizational Structure of an Airline.

BOARD OF DIRECTORS

MANAGING
DIRECTOR
Public Relations De - » Secretar
Audit Dep - » Legal Deg
Traffic Logistics Marketing Flight Finance Managem&ngineering Technical Administrative
Field and and Operations Department Services DapattDepartment Department

Services Planning Commercial

3.1.5.3 The Board of Directors

The Board is saddled with the responsibility of mgkpolicies for the airline in the
areas of management, operations, finance, markepagonnel and employment
within the airline organization. The Managing Di@cof the airline is always a
member of the Board.

3.1.5.4 The Managing Director

After the Board of Directors is the Managing Digethe number one executive. He
interprets the policies of the Board and puts thetm action. As a Chief Executive,
he is responsible for the whole airline organizaémd achieves the objectives of the
policies through the use of his team of Directoreovare heads of departments and
are responsible to him.

23



3.1.5.5 The Secretary

The Secretary is responsible for the legal documehthe airline’s activities, takes

charge of all vital documents, drafting of contractvice, attends meetings and
conferences and does other jobs within the capatity company secretary as to be
delegated by the Managing Director.

4.0 CONCLUSION

Management is universal; hence, a clear understgndif the principles and
techniques of management by practitioners in thatian industry is a must if the
survival of airlines is to be assured. The systgpr@ach to airline management
which is based on the three elements of inputsutiiipputs/conversion, and outputs
has its focus on the conversion of resources taeaehthe planned target of the
airline.

An organizational structure, according to Mintzbéit®79) is ‘the sum total of the
ways in which it divides it's labour into distintasks and then achieves coordination
between them’. The purpose of this structure iseip in creating an environment for
human performance.

5.0 SUMMARY

In this unit, you have been introduced to the pples and techniques of management
in the aviation industry. We have also discussexd ldasic managerial functions in
general and as they relate to an airline industiyairticular.

In the final part of the unit, the student is imlvced to the importance of an
organizational structure to an airline business.ilAistration of an Organogram of a
big airline is displayed. This Structure variesnfrone airline to another because of
the following reasons:

(a) Nature and Size of the Airline

(b) Type of ownership

(c) Financial position and degree of patronage

(d) Policy-employment policy and division of labour

(e) Government influence-public sector,

(N Nature of the economy under which the airline osratc.

5.0 TUTOR MARKED ASSIGNMENT

What are the traditional groupings of the key atpetthe work of managers in
practice?
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1.0 INTRODUCTION

Air transport involves all activities that are potplace which enables the mode of
transport to change from land to air or vice-versa.

In this unit, we shall discuss the evolution of poad aircraft and the historical
development of the aviation industry in Nigeria. Whall also give a brief description
of the Nigerian Aviation Agencies show their enousaole in ensuring aviation
safety and security.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

e appreciate the pioneering effort of the Write Besthin bringing about the first
flight;

e appreciate the historical development of the ammaindustry in Nigeria;

e explain the role of government in airline managetnen

e recognize what constitutes airport configuratiod #re functions of key aviation
parastatals.
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3.0 MAIN CONTENT
3.1 Evolution of the Airline Industry

The development in the air industry started with g¢ineat interest in the development
of powered aircraft at the turn of the century ottbthe United States and Europe.
The first successful flight was in the late 190Kdty Hawk, North Carolina.

This feat was accomplished by Wilbur and Orvilleigtit, two brothers who had a
bicycle business in Dayton, Ohio. Their first flighsted just under a minute, but by
1905, the Write Brothers were making flight lastasglong as 30 minutes.

By 1910, a number of aircrafts had been develop®t m Europe and the United

States of America. Governments subsidized earbyradir development because they
felt the real “value” of aircraft would be for nidiry purpose. Therefore, aircrafts
were manufactured for the purpose of fighting wavartime also saw the beginning

of pilot training, fighter pilots received considéfte publicity, perhaps because of the
fact that, for several years, the ground war wasretar stalemate.

The domestic airline industry began in the mid ¢atd 1920’s. The United States
Government provided subsidies to the airline cormgsato carry mails. It means in

effect that mail transport was the beginning of iadustry. Passenger business
however developed as an after-thought to the cpard mails.

The first U.S. aircraft designed primarily to capgssengers was the Ford Trimotor,
introduced in 1926. Passenger aircraft technolagiensified during the 1930s
culminating in the invention of the most importamd successful passenger aircratft,
the Douglas DC-3.

3.2 The Aviation Industry in Nigeria

The history of aviation industry in Nigeria candigided into phases as

follows: 3.2.1 Pre-Independence

A riotous situation resulting from a feud betwelp British colonial administration
and the people of Kano City in 1925, forced a BhtRoyal Air Force (RAF) fighter
to land on a polo ground in Kano. That was the filght and flying experience in
Nigeria. The mission of the crew was to carry owtuaveillance of the riot which
broke out of protests by some Kano indigenes.

After the maiden flight, the RAF began yearly fliglo Kano and Maiduguri from

Sudan, relying solely on available intelligenceamp and navigational aids on the
aircraft.
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At the end of the Second World War, the RAF corgohuegular flights to Nigeria

carrying passengers and mails on the Lagos — Rodadrt — Enugu — Jos route with
an aircraft chartered from British Overseas Airw&gsporation with the joint efforts

of other three English-speaking West African coestmamely: Gold Coast (now
Ghana), The Gambia and Sierra Leone.

3.2.2 Emergence of the Nigerian Airways Limited

The activities of the British Overseas Airways GCwogiion (BOAC) in the
Anglophone West African countries to the formatmina commercial airline in the
region, called the West African Airways Corporati®AAC) Limited in 1947. This
marked the early stage of development of air trariafion in Nigeria.

On the attainment of independence, Ghana pulledWAAC in 1958 and formed
the Ghana Airways Limited. The Nigerian governmanguired the shares of the
corporation from Ghana.

In 1961, WAAC was re-registered and named Nigeriaways Limited. The
ownership structure of the Nigeria Airways then wesde up as follows:

(1) Federal Government of Nigeria — 51 percent
(i) British Overseas Airways Corporation (BOAC) — 33qamt
(i) Elder Dempster — 16 percent.

On the f' of May, 1961, the Nigeria Airways became whollyrad by the Federal
Government when the BOAC and Elder Dempster soldir tlshares to the
government. The Nigeria Airways grew steadily dgrits first eight years, operating
domestic flights to then existing five internatibrerports from Lagos to Kano,
Sokoto, Maiduguri and Port Harcourt. It also opedasub-regional flights to such
West African countries’ capitals including Abidjarccra, and Robertsfield in
Liberia, Freetown and Banjul. In addition the NigeAirways operated on the
international routes on joint arrangements witheothirlines, specifically, the British
Airways to the United Kingdom, Armsterdam and thateld States of America.

The Nigeria Airways scheduled flights were actueadiswith a fleet consisting two
Boeing 707, two Boeing 737, three F.28, five F.@7e Astec plane and subsequent
acquisition of jets to cope with the rising levef business and economic
developments.

3.2.3 Deregulation of Airline Business in Nigeria
From the late 1970’s up to mid-1980, the Nigeriantr@nsport sub-sector recorded
impressive operational performance and increasimenfleet of aircrafts. After the

mid-1980’s, the number of fleet and performancehef national carrier declined in
line with the downturn in the economy.
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The need for further development of the countryis teansport services led to
eventual deregulation of the industry by governmehhis action unleashed
unrestricted competition among the operators, eado the proliferation of small
airlines.

The monopoly long enjoyed by the Nigeria Airwayssweventually broken with the
structural reform undertaken embodying the deremulaand restructuring of the air
services industry.

In pursuance of the deregulation policy of the &eraindustry, about 25 private
airline operators were licensed in the early 1990’sontribute to the development of
the industry. They were authorised to operate rhveduled passenger and cargo air
services within and outside Nigeria. Later, thremmdstic operators comprising
Okada Airlines, Kabo Air Travels Limited and Gasrevepgraded from the status of
non-scheduled operators to scheduled operatorso Kath Okada Airlines were later
granted permission to operate international routes.

By 1994, the number of licensed private airlineserto 28 out of which 14 catered for
passenger air services; 7 operated cargo servicesg ahartered flights respectively.
Furthermore, the ADC and Bellview Airlines were mped permission to operate
international routes in 1995.

The emergence of private airline operators sucolgdfroke the state monopoly (the

Nigeria Airways) by running commercial air operation most domestic trunk routes.

However, the deregulation of air transport, esplgcits implementation has never

been an easy process, as the industry still expergestate interventions with respect
to air fares.

Even though the deregulation of air transport sewihas led to increased passengers,
cargo capacity and revenues for the airline opesatoot all the private airlines
established in the country survived owing to thewuyecapital investment outlay
involved, the rising operational cost of aircraftaintenance, fierce market
competition and the depressed market situation.

3.2.1. List of some local airlines operating in Nigria
I. Arik Air
ii.  Virgin Nigeria
iii.  Chanchangi Airlines
iv. Dana Airlines
v.  Belview Airlines
vi.  Aero Contractors
vii. IRS Airlines
viii.  Afrijet Airlines
ix. Overland Airways
X.  Kabo Airlines etc.;
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3.3  Airport Development

The Nigerian aviation industry witnessed a shagpease in the number of airports as
landing trips were gradually turned to modern amoues. The established airports,
some of which were more of political consideratibian economic include Abuja,
Kano, Benin, Calabar, Enugu, Ibadan, llorin, Joadiha, Lagos (Ikeja), Maiduguri,
Port Harcourt, Sokoto, Minna, Akure, Makurdi, Katsi Yola, and Owerri.

It is instructive to note that only the four intational airports i.e. Lagos, Abuja, Kano
and Port Harcourt are viable, the rest are not. dkeline in the domestic air
passengers travels, handling of cargo servicesrafirmovement and other allied

activities accounted for the relative decline ire thsage of most of the nation’s
airports.

3.3.1 Airport Configuration

Since the primary function of an airport is to faate the movement by air of
passengers and cargo to different destinationsirwiind outside international
boundaries, it behoves that facilities must be pled for the take-off and landing of
aircrafts as well as for passengers. Airport camfigion consists of free zone and
restricted zone. The airside area is a restrictatk zonly for authorised staff and
passengers. Airport configuration consists of:

(A)  AIRSIDE FACILITIES

(1)  Airfield pavement which include runways, taxiwaysprons, crash
roads, services road and their drainage network.

(2)  Airfield lighting which includes approach lightingunway lighting,
stop-way lighting, taxiway lighting etc.

(3)  Aircraft fueling facilities.

(4)  Aircraft maintenance facilities.

(5)  Airside security network facilities.
(B) LANDSIDE FACILITIES

(2) Land Transportation System including across roaugrnal roads,
vehicles, cargo trucks etc.

(2) Land Telecommunication Network i.e. telephones,iosdwalkie-
talkie etc.
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(3) Power Supply and Distribution.
(4)  Water supply and distribution.
(5) Security Network System in the public areas.
(6) Sewage treatment and garbage disposal system.

(C) TERMINAL BUILDING FACILITIES
(1) Flight information and general communication system
(2) Passenger processing and baggage check-in facilitie
(3) Baggage conveying system.
4) Lighting, fire-prevention, cooling and ventilatiggstem.
(5)  Anti-sabotage and anti-hijacking security system.

(6) Airline offices, restaurants, shops etc.

(7)  Water supply to toilets, offices etc.

3.3.2 Federal Airport Authority

The Federal Airport Authority of Nigeria (FAAN) the agency of government

saddled with the management of all the 20 airgartBe country. Its major functions

are:

(@) To provide, develop and maintain at the airportsessary services and
facilities for the safe, orderly, expeditious amt®omic operation of air
transport;

(b)  To provide adequate conditions under which passsragel goods may be
carried by air;

(c) To provide adequate facilities and personnel fteatifve security at all
airports;

(d)  To charge for services provided by the authoritgigiorts;
(e)  To create conditions for the development of aingport.

3.4  Air Traffic Control System
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The air traffic control system comprises navigagiomids and communication
facilities. The airside infrastructure includesgfit control, navigational aids,
communication radar etc. Air traffic navigationasinclude:

(@) Instrument Landing Systems (ILS)

(b)  Very high Omni-directional Radio Range (VOR)
(c) Non-Directional Radio Beacon (NDB)

(d) Distance Measuring Equipment (DME)

(e) Localizer

) Radio Detection and Ranging (RADAR)

3.4.1 Nigerian Airspace Management Agency

The air traffic control facilities are provided anshintained by the Nigerian Airspace
Management Agency (NAMA). The agency was formedyled the Federal Civil
Aviation Authority (FCAA). Its major functions are:

(@) To provide a safe and functional air navigation vees that meet
international standards;

(b) The installation and effective maintenance of awigation aids in all airports
and air routes;

(c) Restructuring of designated air routes for positivea airway control;
(d) Provision of total radar control in Nigeria’'s aiesi@, and

(e) Liaison with other international organisations file improvement in the
delivery of Nigeria’s air navigation services.

4.0 CONCLUSION

In this unit, you have learnt the historical petpe of aviation industry in Nigeria
which included the evolution of airline industrietaviation industry in Nigeria prior
to independence, and the emergence of the Nigemaags Limited and the
deregulation of airline business in Nigeria. Yowéaalso learnt about airports
development, airport configuration, the Federal pAits Authority of Nigeria
(FAAN), the air traffic control system and the Nig@& Airspace Management
Agency (NAMA).
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5.0 SUMMARY

Nigeria’s aviation industry has a modest beginnifige Wright Brothers carried out
the first successful flight that lasted just undeminute in 1903. Since then, a number
of aircrafts have been developed in Europe and A&eBut these were mainly war
planes used by the Military.

The domestic airline industry began in the 1920ithwhe United States government
providing subsidies to airlines companies to canail. The emergence of the West
African Airways Corporation (WAAC) in 1947 whichtex transformed into the
Nigeria Airways Limited 1961 signaled a remarkalevelopment in the airline
industry in Nigeria.

With the deregulation of the airline managemenmigeria, the country now has 20
airports including 4 international airports. ThedEral Airport Authority of Nigeria
(FAAN) was established by the Federal Governmertragrother things to provide,
develop and maintain the airports. It also providdsquate facilities and personnel
for effective security. The air traffic control $gms is under the Nigerian Airspace
Management Agency (NAMA) whose function is the psmn of a safe and
functional air navigational services that meetnméional standards. It also engages
in the restructuring of designated air routes fasifive area airways control.

6.0 TUTOR MARKED ASSIGNMENT

a)What do you understand by Airport Configuration?
b)List the principal functions of the Federal Airpémithority of Nigeria.
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1.0 INTRODUCTION

Airways are designated lanes through the airsplcg avhich aircrafts are guided in
moving from airport to airport. Government conti®lhowever necessary in order to
ensure the highest possible safety standards.

The sky is a part of the national domain and isndpeall. For this and other reasons,
the government assumed jurisdiction and has expeimdmdreds of millions of
money in the establishment of airports and airwfayshe use of commercial, private
and military aircrafts.

In this unit, we shall study the controls availatdegovernment aimed at ensuring the
safety and security of passengers and cargo takingconsideration the commercial

objective of private airlines. The National legafjuirements for setting up an airline
business will also be examined since there aré-ioudontrols.

2.0 OBJECTIVES

At the end of this unit, you should be able to:
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e list the requirements for registering an airlinesibess;

e identify the economic controls which countries to bring about orderliness
in the airline business;

e list the freedoms of the air brought about by tic@go Conference of 1944;

e prepare a Pilot check list before an aircraft taddé$rom the ground.

e state some safety and control measures that oftevity economic controls.

3.0 MAIN CONTENT
3.1 Economic Regulation

The government of many countries carries out socoa@mic controls to make sure
that international standards and recommended bastiges are adhered to by airlines
operating within the country.

3.1.1 Entry

In many countries, no air carrier may engage inanyransportation unless there is a
certificate issued by a government body or agenghaizing such air carrier to
engage in such transportation. This certificatecaled an AOC (Air Operating
Certificate) which represents the minimum Interoral Civil Aviation Organisation
(ICAO) standards. The minimum standards for therdw&an AOC are:

- Financial Capability — there is a direct linkage between financial cédpgaland
safety requirements. Indigent airlines are in thbéithof cutting corners. For
instance, they may not do maintenance when thegugmeosed to do so.

- Air worthiness of aircraft — all technical checks and maintenance must have
been done.

- Qualified personnel — they must be licensed and current in terms ofwedge,
skills and experience.

- Route structures — the route structures approved for airlines byegoment
must be adhered to.

Before issuing a certificate, the government messétisfied that the applicant is fit,
willing and able to perform the service of whichrtdecate is requested and that the
service will be in the public interest.

3.1.2 Routes
Certificate restricts operations to specified rgutehis may be done to regulate entry
and competition thus providing balanced servicesvéen all major airports in the

nation. It may also be used to encourage airlivedeivelop new routes instead of
concentrating on the highly profitable routes oilgr example, Lagos — Abuja or
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Lagos — Port Harcourt. This may also entail restnns pertaining to scheduled flights
frequencies and points served.

3.1.3 Rates

Regulation of rates of common carriers is extensivemany countries. This is
necessitated by the need to avoid unjust or unnedd®, or justly discriminating or
unduly preferential rates, fares and charges. fgdi are forbidden to charge or
demand a rate or fare that differs from those $igekcin the currently effective tariff.

3.1.4 Subsidy

The government may grant subsidy to local airlioesto both local and foreign
airlines as a way of encouraging them and improwimgheir yield. Such fees payable
by airlines that could be subsidized include: airpees, landing and packing, enroute
and over-flight charges, ticket sales charges,aaales charges, fines payable for
violation of air navigation regulation etc. Goveramh could also give out right grants
to the airlines to salvage them in times of diffi@s as was the case in the U.S.A.
after the September 11, 2001 attack and the comsé@iecline in passenger traffic
and aviation business generally.

3.2 International Regulation

There exist international regulations bidding oh métions of the world. Such
regulations often arise from international agreets\@md bilateralism, for example,
the 1919 International Convention for Air NavigatidICAN) established the
sovereignty of the air doctrine. This sovereignfytlee air doctrine states that “a
nation could exercise control of the airspace alits/éerritory and territorial waters
and so can fix conditions for use.

3.2.1 The “Six Freedoms” of the Air

The Chicago 1944 Conference and the Bermuda Coderef 1946 established
uniform regulations with worldwide applicabilityn Ithe Chicago Conference, five
freedoms of the Air were adopted. The sixth andest#v freedoms later followed.
These freedoms are:

@) Freedom 1

This is the right of an aircraft to transit or oflerthe Nigerian airspace
without landing.

(b) Freedom 2
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This is the right to land for technical reasonghsas fuel or repairs, but not to
pick up load or passenger.
(c) Freedom 3
This is the right to carry traffic from home counto a foreign country.
(d) Freedom 4
This is the right to carry homeward from any fore@puntry.

(e) Freedom 5

This is the right to carry traffic between foreigauntries e.g. foreign nation
B and foreign nation C.

® Freedom 6

This is the right to carry traffic from foreign mat B through Nigeria to
foreign nation C.

(99  Freedom 7 — Cabotage
This is the right to carry traffic within the tewty of a foreign nation.

Failure to accept the above freedoms has forcadnsato adopt “bilateralism” and
to go and negotiate with one another for permisgoenjoy the privileges referred to
above. Such an agreement between two nations lisdca@ilateral Air Service
Agreement’ (BASA). Multilateral agreements involgimore than two countries are
beginning to emerge largely due to cooperation oflais nations and the work of
International Air Transport Agency (IATA) and Intetional Civil Aviation
Organisation (ICAO).

3.3 Safety and Control Measures

Nations all over the world normally put in placeteen safety and control measures
to accompany the economic regulation. The meas@®gsfrom country to country,
but generally include:

@) Plans and policies with respect to tise of airspace.

(b)  The issuance oéir traffic rules governing the flight of aircraft to ensure
safety of the aircraft and efficient utilisationtbe airspace.

(© Sandard governing thedesign, construction and performance of aircratft,
engines, appliances and inspection and serviciergth.
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(d) Reserve supply diiel and oil carried in flight.

(e) Maximum hours of service of airmen.

) Issuance ohirmen certificate, airworthiness for aircraft, and the suspension,
revocation and modification thereof.

3.4 National Legal Requirements

There are basic legal requirements which propetbrairline businesses must meet
in Nigeria before their carriers are allowed ta fiyxese are:

3.4.1 Requirement of a License

The Civil Aviation (Air Transport) (licensing) Refations which came into force on
1stof December, 1965 in Nigeria makes a comprehensgteof provisions for the
licensing of those who wish to carry out the bussef using aircrafts for carrying
passengers or cargo by air. It is unlawful to cautyan airline business without an
operating business. Principal Officers of such a@tina company will be held
personally liable unless they can prove that thienake was committed without their
consent.

3.4.2 Requirement for Flying

An aircraft shall not fly in Nigeria unless:

(1) it has a certificate of air worthiness issued ley Minister of Air Transport;

(i) a certificate of maintenance issued by the airanaintenance engineer or
aircraft radio maintenance engineer;

(i) it is so equipped as to comply with the law of dwuntry in which it is
registered and to enable lights and markings tdigiglayed and signals to be
made;

(iv) it is equipped with radio apparatus to enable comoations to be made and
the aircraft to be navigated,

(v) it carries log books;

(vi)  aflight crew of the number and description requiiog the law of the country.
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3.4.3 Loading

Before an aircraft is loaded, a supervisor shadues that the distribution is done in
such a way that:

(@ the load may safely be carried on flight, and

(b) any conditions subject to which the certificateawfvorthiness was

issued.3.4.4 Pre-Flight Action

The commander or pilot of an aircraft shall satikiynself inter-alia before the
aircraft takes off:

(@) that the flight can safely be made, taking intocattt the latest information
available as to route and aerodromes to be usedyehther reports and
forecasts available, and any alternative course of actionctvitian be adopted
in case the flight cannot be completed as planned;

(b)  that theaircraft is in every wayfit for the intended flight;

(© that theload carried by the aircraft is of such weight and is so distréal and
secured, that it may safely be carried on the aedrflight;

(d) thatsufficient fuel, oil and engine coolant (if required) is carried;

(e) that pre-flight check system has been complied with by each member of the
crew of the aircraft.

3.4.5 Fatigue of Flight Crew and Pilots

Every operation shall ensure that members of tlghtflcrew are afforded such
periods for rest that their work and duties arelikay to cause them fatigue while
flying in the aircraft as may endanger the safdtyhe aircraft. Hence, every airline
operator shall establish for every member of ciesveof:

@) limits on the aggregate of all his flights time ithgr every period of thirty
days consecutively;

(b) limits on his flying duty periods, and
(c) minimum rest periods which they are to have immtedlyabefore any flight.

3.4.6 Use of Aerodromes or Airports
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An aircraft shall not land at or take off from golace in Nigeria other than:

(@) a government aerodrome or airport;
(b) a licensed aerodrome or airport;
(c) a place authorised by the Minister for use as aerod.

4.0 CONCLUSION

The security and safety of air transportation di¢iy in any nation lies squarely on
the government. Therefore, in order to ensure the highest safetgndards,
government control is necessary. The governmentises economic regulations to
ensure tha&andards and Recommended Practices (SARPS) are adhered to by all
stakeholders including the airlines. Even beforebaiking on an airline business,
government ensures that legal requirements arg Mt by the prospective airline
operator. Policies with regard to basic requiremédot licensing, flying, loading, use
of airports and aerodromes etc. are clearly spslt o

5.0 SUMMARY

In this unit, you have learnt about regulatory feavork in air transport which include

economic regulation (such as the entry, routegsraind subsidy) and international
regulation made up of the “six freedoms” of the, a@fety and control measures,
national legal requirements for registering airtsafequirements for flying, loading,

fatigue of flight crew and pilots and use of aemdes and airports.

6.0 TUTOR MARKED ASSIGNMENT

(@) What do you understand by economic regulationritransport?
(b) List and discuss any four economic regulations kméwwou.
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Dele Ore (2000), “Does Open Skies Guarantee Faimp@ttion?”
Nigerian Commercial Aviation News, p.10 & 22.

Fisher, J.W. and Belous, R.S. (1984), “The Airlindustry Five Years
after Deregulation.Congressional Research Service
Report. p.1.

Olusola,Y. (2003), “Air Traffic Right in Africa: Mitiple Designation and

Open Skies ArrangementPathways Africa, Vol.3 Issue
12.
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1.0 INTRODUCTION

In this unit, we shall discuss the demand and suppkhir transport services. In the
process, we shall examine the factors affectindp Isoipply and demand, and their
interdependence. The importance of pricing of rérkservices shall be highlighted to
enable managers take decisions that will impadcitigely on profitability and yield.
Demand elasticity and sensitivity would equallydigcussed.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

e discuss the concept of demand and supply of aigameices;
e explain the factors affecting both demand and suppéirline services;
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e realise the non-storability of airline services;
e discuss demand elasticity and sensitivity to changerices/airfares.

3.0 MAIN CONTENT

3.1 Demands for Air Transport

The demand for air transport is not exactly simitathe demand for a commodity
since transport is a derived demand. For examptea business traveler, the journey
is basically an input of his firm — it can be sesmnan element of the information
process. For the tourist, an airline journey isehepart of a bigger item of the visit

or holiday.

Effective demand of airline service is the willireggs and ability of a consumer to pay
for the service. Three concepts are quite imparfemey are:

- A service
- A particular price or fare, and
- A particular period of time.

3.2 Factors affecting the Demand for Airline Servie

Factors that increase or decrease the demand fiamsport are as follows:
3.2.1 Population

The smaller the population, the less the demandil&ly, the larger the population,
all things being equal, the greater the demantrémsport.

3.2.2 Passenger Income

The higher the income, the higher the demand acelwersa. If the income is low,
passenger would seek for another mode which sekeaper.

3.2.3 Location of Activities

The actual location of activities attracts busineassaction. If activities are scattered,
air transport will be needed to get to those aiisi

3.2.4 Physical Characteristics
Air transport is demanded for its comfort and caneace. This is equally true for
commodities with attractive/special packaging. Eaample, perishable goods that

need urgent movement for timely marketing suchra@issfcan be achieved through air
freight.
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Also, high cost, low volume goods such as gold diadhond can also be airlifted in
chartered aircraft for security reasons. Urgentioadupplies are also likely to be
moved by private jets or military aircraft. All tbe goods require urgent and
guaranteed delivery internally and internationally.

3.2.5 Price

The lower the fare charged, the more people amylito demand for air transport
services. However, those that can afford the sesvare prepared to pay higher fares
for air transport because of speed, convenienceamdort.

3.2.6 Quality of Service

This refers to both frequency and standard of senkrequency of service means that
the arrival time or departure time must meet tlstetaf the customers. Standard of
service, on the other hand, means that the aidperator must provide service(s)

relevant to the customers’ needs. The degree wingstelers respond to the above
factors is known as elasticity of demand.

Air passengers’ demand in Nigeria, for example]) W influenced by fares more
than any other factors. This will in turn dependtba change in the income of the
travelers.

33 Customer Service

One important aspect that engages the attentiairlofe management is how best to
take care of the customers’ needs in terms of serWWhat do passengers care for
most about the services rendered by airlines? @oall sources of investigation

show that they are made up of the following:

(@) Efficient Check-in

The airline that makes booking and check-in easyctstomers is likely to
have an upper hand in terms of demand for its sesvi

(b) Baggage Handling
An efficient baggage handling system will enhangst@mer satisfaction. The
passenger care very much for the safety of hisdgggand will continue to
patronize that airline that renders this servideiehtly and effectively.

(c) Seat Comfort
One of the major advantages that air transport dwas other modes of

transportation like the road, railway, water escthe comfort and convenience
that it provides.
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(d)

(€)

(f)

(9)

3.4

Therefore, seat comfort is an attraction to thesgagers and aircraft
manufacturers have always taken this into account their design
specification.

Performance of Reservation Agents

The Nigerian Civil Aviation Authority ensures thall reservation agents in
the country are registered and their operationsrolded. The performance of
these agents appointed by the airlines, espediadyuse of the computer
reservation system, impacts positively on passahgatisfaction.

Carrying-on Baggage Facilities

Baggage identification and carrying-on facilitiesveg the passengers great
relief as they move from one airport to anothere Tear of missing or
mishandled baggages is reduced to the barest mimirQonfidence in the
airline is enhanced.

On-time Performance

The leading airline seeks to maintain the bestirmaperformance record. It
can hold this record for many years. The airline taprove on this record

through ranking high in overall service as measimgdurveys of passengers.
A service enhancement programme can help the aitbnmaintain the top

slot.

Performance of Flight Attendants

When management ensures that high morale existagifilight attendants,
this can lead to improved ratings on premium servi®r premium service to
exist:

(1) The pilots should be wellOtrained in the use ofljpudddress systems.

(i) The passengers should be kept well informed abmgress of each
flight.

(i)  The hostesses should be efficient, courteous drattwe.

(iv)  The airline should use sales “gimmicks” on occasion

(v) They should give packages in form of gifts to theistomers during
festivals like on Christmas day and Sallah days.

Supply of Air Transport Service

Supply of air transport involves offer of servideseffect relocation or movement of
goods, activities, messages etc. in terms of wtilit offers time and place utilities.
Supply of air transport services is therefore thiétg and wiliness to render services

46



to the various consumers of the product. This tgbaind willingness is measured in
passenger/freight kilometres.

The supply of air transport must take cognizanceheffact that the air transport
product is highly heterogeneous or varied in contjwws It consists of short and
medium distance travels. The products can alsoea® $n terms of commuting
holiday traffic, business travel and travel for isb@urposes. More also, air travel
product can be viewed in terms of general cargéraight, special traffic or bulk

traffic.

A unique feature of supply of air transport sersige that the product cannot be
stored. This non-storability of seats gives risetlie possibility of excess supply
leading, in some cases, to waste. This makes thy@ysaf transport services sensitive
to cost considerations and not market price ahéncase of ordinary commodities
which can be stored in a warehouse.

The large size of carriage cannot be adjusted pe edth contraction in demand. For
a B.737 aircraft, for example, you need a loaddiactf about 75 percent or 100
passengers before the company can breakeven.

35 Interdependence of Supply and Demand

For most commodities, supply and demand are redaadeinterdependent and in
elementary states, we have supply and demand cahiftihg themselves in such a
way as to produce an equilibrium point/price.

This is not all that true in transport e.g. a biggepply or a more frequent service,
will often generate bigger demand since frequerfcseovice is one of the aspects of
quality of services that customers will demand. réf@e, the supply and demand of
transport is really in equilibrium position.

The interdependence in air transport will, to scereent, depend on accessibility of
the transport services used. Air services areyatebr-to-door in nature; unlike rail
or road which serves as feeds for the passengémigits using air terminals.

3.6 Pricing of Air Transport Services

Demand and supply determines the prices in a yotalimpetitive environment, but
the airline industry, like many other sectors @ngport, is subject to a great deal of
regulation due to the following:

(@) Maintenance of safety standard,;
(b) Maintenance of public service requirements by awgid cut-throat

competition or short-run marginal cost, which wowddentually produce
bankruptcies and chaos in services;
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(c) Provide a level playing field such that botle theak and the strong airlines
can participate in the aviation market. In the abseof this, the large
strongest airlines, by virtue of scale of advantageuld tend to undercut and
eliminate the small ones to perform essential ta gervices.

For the above reasons, the International Air Trartsfssociation (IATA) set
prices for scheduled international services.

3.7 Demand Elasticity and Sensitivity

Demand response to small changes in fares/prickprobably not be greater than
unit change in price. This is more so for busirteggelers and for long haul flights.
Also, in situations where there are no better aétBves to air travel, the above
situation will hold.

A small change in airfare e.g. (Lagos — Kano) N&) 50 N3, 850 which is about 10
percent change will not result in 10 percent dnoglémand. This is more so when
the cost of the increase is compared to the coewesi safety, reliability and time
saved.

However, for air-trips of short duration where #h@ppears to be greater competition
between air mode and other transport modes, thetsih will be different. Demand
response will show a greater unit change than titechange in fare. Similarly, if an
airfare e.g. (Lagos — Ibadan or Benin) changespetcent it will most likely result
to a demand response greater than 10 percent Toss.is more likely to be so
because the benefit of going by care on a tripbofuaan hour or three and hours and
having the benefit/convenience of using the cadestination will far outweigh the
advantage of making the trip by air.

The time needed to drive to the airport, checknd waiting time to catch the flight is
enough to have completed the trip to Ibadan. Frioenféregoing, therefore, there is
low demand elasticity for non-stop long haul fliglgnd high demand elasticity for
short-haul air services.

In spite of the above situation, the demand elagtior domestic air transport
service is high. Thus, a significant fare increas#l result in more than
proportionate change in demand. This impacts marepersonal and pleasure
travels. While the response of non-business travetan be easily predicted, the
response from the bigger business community orrasgéions will be somewhat
tampered by several considerations.

Big business travelers conversant with the infleiy levels and the value of the
local currency may form their opinion of possibisponse to these factors. If big
business travelers are already accustomed to singe&ost of doing business and
accept increasing transportation costs as an afdeitcost of doing business, it will
not deter them from patronizing air travel.
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4.0 CONCLUSION

Demand and supply determine the prices or faresriifie services, in a competitive
environment. However, the airline industry, likermgaother industries, is subject to a
great deal of regulation. For most commodities, aetnand supply curves shift
themselves in such a way as to produce equilibpomt or price. This is not true in

transport services since a bigger supply, or a rfrerpient service will often generate
bigger demand. This is so because frequency oiceels’one of the aspects of quality
of services that customers will demand for. Thewfthe supply of transport services
is rarely in equilibrium position.

5.0 SUMMARY

In this unit, you have learnt the economic charsties of airlines. It also touched on
factors that affect demand for air transport suElp@pulation, passenger income, and
location of activities, physical characteristicsicp, and quality of service. Also,
touched were the following: customer service, syppf air transport service,
interdependence of supply and demand and pricirgrdafransport services. Finally,
you learnt about airline services’ demand elastiartd sensitivity.

6.0 TUTOR MARKED ASSIGNMENT

What do customers care most about services rendsrerlines? Discuss
these services in detail.

7.0 REFERENCES AND FURTHER READINGS
Nwangby B. (2002),“The Economics of International Aviation.
Ambix Printers Nigeria, Imo Sate.

Onwumere, N.M. (2003) “Air Transport Operation amdanagement.”
Transport Management Research Bureau, Lagos.

Havey, G. (2008), “Management in the Airline Indyst Routledge.
Tokoph, G. (2002), “Challenges of Today’s PrivaidiAes in Africa’s

Evolving Air Transport Industry.Aviation and Allied
Business Journal.
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UNIT 6 AIR TRAFFIC AND THE AVIATION MARKET
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1.0 INTRODUCTION

The civil component of air transportation can beuged intoairline or air carrier
(scheduled and unschedulepBssenger or cargo operations andgeneral aviation.

This unit dwells principally on passenger and caogerations which are of great
importance to students and managers of airline eniep.

The usage of the aircraft is highlighted. Havinguainted ourselves with the needs
of customers of airline companies in the previoo#gsy it is important to learn how
the use of aircrafts suits these needs. We hawegexample, purely passenger
aircrafts, purely cargo aircrafts and a mixturdoth passenger and cargo aircrafts.

The manager has to make the commercial decisiamhich way to go. The functions
and importance of airline agents in the searctpémsengers and cargo customers are
highlighted.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

e highlight and explain the nature and compositioaiofraffic;
e discuss the needs of the airline customers;

e describe the different types of freight and theidex critical to the management
of air freight market;

e discuss the important role of airline agents;
e define the nature and purpose of Computer Resernv&ystems (CRS).
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3.0 MAIN CONTENT
3.1 Aircraft and Air Traffic

For its market appeal and dependability, the afrarglies on its speed i.e. the
saving of time and distance. No other mode of partscan compete with the
aircraft, in terms of speed. This inherent techiniclvantage confers on air transport
comparative advantage over and above other transpodes, particularly for

movement over long distances.

By air traffic, we refer to the movement of airé¢saflong designated routes. The
aircraft is highly flexible simply because it neagdstrack or road. Its own track is the
gift of nature i.e. the atmosphere. The only magjmblem, as far as market appeal is
concerned, is the location of the airport. Toddyjsi becoming more and more
difficult to have airports located near cities hesm of the requirement for large
runways and ground installations.

3.1.1 Passenger Traffic

The passenger traffic represents an important agpegirline business and a major
focus of managers.

3.1.1.1 Speed and Comfort

The speed of the aircraft is an important elemerthé passenger. For example, the
passenger travelling on business can utilise theradi to contact wide variety of
customers in different parts of the world. By trdimg through the air, he can cut
down his hotel expenses. For tourists, similar ic@ration apply using aircraft hence
they can visit tourist attractions in many partshaf world.

For the airline operator, a number of importanttdex must be considered when
dealing with passenger market. Passengers reqgoedideal of special and pleasant
surroundings and care e.g. he must be fed duridrifh Hence, the airline must take
cognizance of the comfort of his passengers eglities for luggage retrieval,
catering activities in flight, facilities for cheiclg, etc.

3.1.2 Segmentation

Different kind of passengers are available andaitoperators take advantage of this
to make more revenue. In other words, the passengeet is segmented.
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We haveFirst Class, theEconomy Classand theBusiness Claspassengers. Each of
these categories is given different type of treattm€ertain things are to be noted in
case of passenger traffic.

First, the passenger loads and unloads himselfrasds an advantage to the provider
of the service because it saves time and time isemdn a sense, passenger traffic is
a two-way traffic e.g. passengers that travel mestrn, and over the years, there is
always a balance between arrivals and departures.

Passenger market is full of risks. It is a markedttis very sensitive to mishaps,
particularly accidents. Generally, passengers’fitrabccounts for the greatest
proportion of revenue for most aircrafts.

3.2  Cargo Traffic

Different types of cargo are available in the aiansport market. We have
perishable and imperishable, solid and liquid, fragile freight and bulk heavy
freight. Certain air freights are weight loosingight but are important in industrial
production e.g. iron ore represents a basic raven@trequired in modern industry.
It is bulky and this type of commodity is calledl@av value per unit weight

commodity and therefore not very suitable for eansport.

However, in an emergency, air transport is utilisedhighly suitable in carrying the

required commodities, relief materials, drugs, atthough iron ore cannot stand high
cost of transportation, the demand for it is a cwaus one and occasionally, the
aircraft is called upon to perform in that market.

In the alternative, you have high valued goods Wwhaie quite fragile e.g. electronics,
computer parts, trinkets, wrist watches, diamoridsEhese types of goods can stand
relatively high transport cost, and air transpeavides a suitable medium of carrying
such highly valued goods.

We also have perishable commodities some of whietbalky. The constant demand
of these goods makes speed imperative or an impdeaetor in their movement and
air transport is usually needed to operate inrtrasket.

Generally speaking, the air freight market depedthe following:
(1) the nature of the commodity i.e. value per unitghieor size;
(2) its perishability or otherwise;

(3) its relationship with life; and

4) time, distance and place.

3.3  Ticket and Freight Agents

These ardravel agencies operating as business outfits whose functions sbosi
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(@) Ticket sales outlets to book the airlines traffic;

(b) Promote the business of the airline through intensampaigns;

(c) Use effective media outlets to communicate innovetiin the industry to the
public;

(d) Assist the airline customers with information abdesired flight information
and reservation.

Some airlines sponsor these agencies by helping thedo their work of producing
simple and pre-printed tickets as the case mayyapphe airline gives some
commission of a certain percentage to agents. Sainiees pay more than the
standard in domestic airline industry.

The International Air Transport Association (IATAxes commission schedules for
agents. However, since not every airline is a menobehe association, some may
dictate the commission they give to their own agent

In Nigeria, Travel Agents’ activities are regulatbgl the Nigerian Civil Aviation
Authority (NCAA). Their activities are now automdtand they are now required to
use computer reservation systems (CRS) in bookidgcanfirming seat reservations.

3.4  Computer Reservation Systems (CRS)

Computerized Reservation Systems allow customeo®dl plane tickets from home
or work. Nearly all airlines are using interneesitand United Airlines, for example,
has a destination CompuServe to dispense flighfanednformation.

Airlines are in the midst of implementing tickes$etravel programmes in which
passengers purchase tickets, select their seatspiek loading passes and luggage
tags at machines resembling ATMs.

The quality of information about airline servicesadgable to travel agents who
directly distribute such information to the trawedj public and the ability of an airline
to offer those agents competitive computer resemaystems (CRS) represent the
foundation of an airline’s competitive opportundgtie

4.0 CONCLUSION

The passenger and cargo markets are importanttasplethe airline business. The
efficient management of these two markets ensinasthe needs of the customer in
terms of speed and comfort as well as the profitalobjective of the airline are met.

The market appeal and dependability of the airdesfta carrier) lies on itgpeed i.e.
the saving of time and distance. For both markits, concept ofsafe arrival is
important. Hence, the passengers who travel mustogeheir destination safely.
Similarly, cargo characteristics must be taken axtoount for goods to arrive at their
destination in perfection condition.
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The role of travel agencies in ensuring that thkénai customers derive satisfaction in
both the passenger and cargo markets cannot beropkasised. The convenience of
the computer reservation system and the use ahettdy airlines to dispense flight

information give the airlines competitive opportigs.

5.0 SUMMARY

In this unit, you have learnt the nature and contesof air traffic, different types
of freight and the factors critical to the managat@ air freight market, important
role of airline agents, definition of computer nesgion systems, its nature and
purpose in air traffic. Also, you have learnt oktimportance of meeting airline
customers’ needs in order to achieve the desineshree targets.

6.0 TUTOR MARKED ASSIGNMENT

What are the functions of Travel Agencies in the iansport business?

7.0 REFERENCES AND FURTHER READINGS

Onwumere, N.M. (2003) “Air Transport Operation amdanagement.”
Transport Management Research Bureau, Lagos.

Havey, G. (2008), “Management in the Airline Indyst Routledge.
Tokoph, G. (2002), “Challenges of Today’s PrivaidiAes in Africa’s

Evolving Air Transport Industry.Aviation and Allied
Business Journal.
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1.0 INTRODUCTION

The highly competitive nature of the airline busimeand the non-storability of the
services the airlines sell make it necessary fanagament to have a good knowledge
of marketing strategies. The process of marketimagtge includes all those business
activities associated with the flow of goods andvises from production to
consumption.

Central to marketing is identifying the needs o tustomer and meeting them. The
airline manager must understand the tools with Wiicensure that the needs of the
travelling public and indeed all aircraft users amet at all times. The process of
marketing a product and a service is basicallysdmae. However, marketing services
like the ones rendered by airlines are much hamgsroduct can at least be seen,
handled and judged on performance. Selling annairiervice which is intangible
relies more ompromise andintegrity.

This unit introduces the learner to the concephafketing and marketing mix.
2.0 OBJECTIVES
At the end of this unit, you should be able to:

e define the term marketing;
e explain the marketing concept;
e discuss the marketing mix.
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1.0 MAIN CONTENT
3.1 Definition of Marketing

Virtually every text on marketing states a diffdredefinition — (marketing

predicament). Most people think of marketing asosygmous with selling and
promotion. Ironically, selling is only one of seakfunctions that marketers perform
and often not the most important.

American Marketing Association defines marketing‘th® process of planning and
executing the conception, pricing, promotion anstrbution of ideas, goods and
services to create exchange, that satisfy individua organisational objectives”.
This definition is comprehensive because it condes marketing activities, as
permeating all organisational functions, be it tio-profit organisations or profit-
oriented businesses.

3.2 Marketing Concept

Marketing concept refers to a customer focus agration that sees the satisfaction
of customers’ needs and wants as the key to aclyewiganisational goals. It begins
with the determination of the needs and wants efttrget markets and then the
organisation adapts (through the marketing mixglfitsowards the effective and
efficient delivery of the product or services fbetsatisfaction of customer.

The concept has as its goal, the achievement eé tiimings, which are:
(1) Customer orientation

(2) Customer satisfaction, and
(3) Integrated Marketing.

3.3 The Marketing Mix

This is the term that is used to describe the coatlun of four inputs (the four Ps)
that constitutes the core of a company’s markegyggem, which are:

1. The Product

2. The Price

3. The Promotional activities

4. The Place (distribution system).

Delving further, we can list the four Ps as:

Product Price
Technical specification Retail
Features Trade
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Quality Special offers
Packaging Investment terms
After-sales services

Place Promotion
Channels of distribution Advertising
Stockist’s Sales promotion
Location Selling

Trade shows
Public Relations

Obviously, a management must select from the mudkit of variables, the
combination that will adapt to the environment.other words, management seeking
the mix that leads to optimum synergistic results.

3.3.1 Product or Service

The product is usually the basic element in theketarg mix. All subsequent

decisions for other elements in the mix depend hen tiype of the product being
offered. In marketing, anything capable of satisfiya consumer’s want or need is
called a product.

Therefore, a product could be a physical objeseraice, a place, an idea or even a
personality. Managing the product ingredient inesigolanning and developing the
right products and/or services to be marketed byctimpany.

A product strategy therefore comprises decisionguaipackage decisions, about
package design, branding, trademarks, guaranteeduqi life cycles, after-sales
service etc. It also considers the satisfactiomlb€onsumer needs in relation to the
good or service.

3.3.2 Pricing

One of the most difficult areas of marketing demsmaking is with the method of
setting profitable and justifiable prices. Priceoise of the most crucial elements in
marketing strategy. Pricing decisions directly efffevery element of the marketing
mix.

In pricing, management must determine the righelgagce for its products. It must

establish policies concerning discounts, freightnpant, and many other price-related
variables.
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3.3.3 Promotional Strategy

Marketing management communicates with its targatket through promotional
strategy. The promotional elements include advegjs personal selling, sales
promotion and public relations. The various aspettsromotional strategy must be
blended together for the organisation to commuaiattectively with the market
place.

3.3.4 The Place or Distribution Channels

This has to do with the physical distribution obgucts or services, and the selection
of marketing channels. It is the responsibilityneinagement to select and manage the
trade channel through which the products will ret@hright market at the right time
and also develop a distribution system for physidandling and transporting

the products through these channels. Marketingredlannvolve retailers,
wholesalers, and other stockiest.

The four-fold classification referred to as the keding mix is useful in study and
analysis, but it is the total package or mix thatedmines the degree of marketing
success.

4.0 CONCLUSION

Selling and promotion of airline services is na #omething as marketing of airline
services. Indeed, selling is only one of severaicfions that marketers perform.
Marketing include all activities of the airline asgated with the flow of services from
production to consumption.

Marketing is only complete when ideas, goods amdices satisfy the needs of the
individual and organisational objectives. Therefaeery focus must be on the
customers’ needs and wants, if organizational golajisctives must be achieved.

5.0 SUMMARY

In this unit, you have learnt the definition of rketing, discussed the marketing as a
concept and the variables that constitute or makih@ marketing mix.

6.0 TUTOR MARKED ASSIGNMENT

(@ Define marketing mix.
(b) Discuss the variables of marketing mix.

7.0 REFERENCES AND FURTHER READINGS

Nwangby B. (2002), “The Economics of International Aviatitbfmbix
Printers Nigeria, Imo State.
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Business Journal.
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1.0 INTRODUCTION

In the last unit, we introduced learners to the mregand concept of marketing. In
this unit, we are going further to examine someketamg strategies designed to guide
airline managers in getting services to customedshow to encourage customers to
buy these services. We shall also identify the gdawhere airlines search for
customers and the products or services sold irethmegkets.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

e State and explain the marketing strategies thitdustomers with the
airline services and corporate goals and objectives

e |dentify the places where airlines can search farket.
e Describe the products or services that the airlgedis

3.0 MAIN CONTENT

3.1 Marketing Strateqy

Philip Kotler defines marketing strategy as “a ngeraal process of analysing

marketing opportunities and choosing marketing psajfs, programmes and control
that create and support viable business which setive company purposes and
objectives”. The need for marketing strategy aribesause managers need to
develop a set of decisions and actions which leadetvelopment of an effective

marketing strategy or strategies to help achievparate goals and objectives.

The marketing place and the economic environmert @ntinually changing.
Customers’ needs and wants change everyday, cdorgedire increasing and their
mode of satisfying customers has consistently imgxlo Technological innovations
had greatly improved. As a result of these, marketeeed to develop strategies
aimed at achieving the objective of the organisathatever kind of business an
organisation undertakes, it has to evolve and deiu its plan certain strategies that
will lead to objective accomplishment. A firm’s cpstitive marketing strategy
would have to take account of the following factors

The company’s competitive size and position inrttegket;
The company’s resources, objectives and policies;
The competitors marketing strategies;

The target market’s buyer behaviour; and

The character of the economy.

arwnE

These factors invariably dictate the kind of siggtéo be formulated in a given
situation. However, marketing strategies revolvesuad four important decision
areas, which are crucial and these are:

0] Defining the business;

(i) Determining the mission;

(i)  Formulation of functional strategies; and
(iv)  Implementation.

3.2 Examples of Marketing Strateqy
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Below are some of the strategies that may be pdrsuevin business for an airline
through its agent(s).

3.2.1 Advertisement

Aggressive advertisement has played a prominemt irolvarious business circles
today. Through advertisement, your product will dget the market and face
competition with equivalent substitutes. The marisetherefore the field for your
product to prove its qualities and acceptabilitgdmsumers.

In our circumstance, service is the product. Thknas you are representing fly, in
some cases, the same type of competitors’ equip(aéctaft). For example, KLM
the Royal Dutch Airline flies some series of McDetirDouglas DC10 aircraft and
Nigeria Airways may be flying the same series éfiéet. These aircraft are made by
the same American manufacturers. They have the shBgn and speed range.
Mechanically, the difference could be in the enginday be KLM has chosen Rolls
Royce engines as against Nigeria Airways PrattV@hdney engines.

Another difference could be the configuration (agament) of seats in the aircraft.
While Airline ‘A’ maintains a three class of Fir@8usiness and Economy, Airline ‘B’
may opt for two classes. Thus, you see one typarofaft having lesser number of
seats than another type of the same model andserie

Where major differences in the services renderést,ecut-throat competition among
the airlines arises. You are competing with othgeras in the sale of services of
airlines. You have to create awareness for yourng8gen, say, the dailies, business
magazines, journals, radio and television.

3.2.2 Staff Attitude to Customers

Be ever ready to solve customers’ reservation prabl Confirmation of reservation
is a serious problem facing passengers these dafights on all the airlines are
provisionally fully booked despite the general oytof the biting effects of economic
recession/meltdown and the resultant inflation.asgenger that feels well treated by
staff of an agency will return his patronage irufet

3.2.3 Sales Calls

A door to door campaign for patronage of the Agesewices has shown better
results. It gives opportunity for the salesmaniszalver new grounds.

An indisposed business executive or private busmas may make enquiries about
sending an under-aged child, say a 13 year oldtgither parents in London without
being accompanied on the flight by an adult. If Heesman is a seasoned one, he
would know that it is a product of the airlinesned “unaccompanied minor”. An
arrangement is made to deliver the child at thestep of her parents in London. As
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age is a determining factor in fares payable tcaillaes, her age bracket attracts half
fare and the agency is entitled to 9 percent cosionsas well.

Cargo can as well bair freighted through the agent. In the course of combing the
streets to canvass for passengers, an intendirgytexpf life animals or expert items
like fruits hides and skin etc. may be by sheencidience meet the agency salesman
who will secure the business for his company ifld@sgaining power is effective.

3.2.4 Refund of Unused Tickets

For one reason or the other, a passenger may rateompletely or partly unused
ticket for refund. Unreasonable period of delayobefrefund is made could constitute
a potential source of frustration for the passelager disaffection for the agency. Two
weeks may be unreasonable time for a passengéino lois money for a service not
utilised.

Well-managed airlines and travel agencies make patsnto their customers in

respect of unused tickets on weekly basis. Thigcpalill enable them hold on to

what they have as regards retention of their sbhtiee market. Refund is therefore a
very sensitive aspect of both airlines and tragelney business.

3.2.5 Give-aways

This is a marketing tool for almost all the airn@ the world. Gifts in varied forms
like cabin bags, fountain and ball pens, playingdsaash-trays, cuff-inks, wrist
watches, wallets and purses, tee-shirts, tiesispaps, etc. with logos and names of
the airlines inscribed on them. Some passengers haag vowed to fly particular
airlines for their generosity in distribution offensive give-way items.

Major distribution channels of these give-away #re travel agencies who in turn
distribute, according to merit, to their custometso are indirectly customers of the
airlines. Steady flyers of first class tickets arsimess class may be the yardstick of
measuring the merit.

3.2.6 Discounts

It has become a common phenomenon that agents tlagseoffer a discount of
between 3 and 4 percent of the accruing 9 peraantrgssion as an inducement for
passengers to give them their patronage.

The practice has come to stay because there isirfiveaor IATA regulation
forbidding such practice, just as deregulationave$ by the airlines has become an
acceptable norm.

3.2.7 Sales Promotion
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It is an exercise by which interest of big custosnamre promoted. For example, a big
brewery like International Breweries based at kesByo State of Nigeria whose

popular brand of larger beer is ‘Trophy’. The compaas a football team playing in

the premier division whose appellation is “TrophgyB”.

The team played in the finals of 1989 F.A. Chalke@yp Championships. To further
promote the business of a travel agency with thewvery that has a fairly large
population of expatriates whose travel busines$dadled by that agency, its
management could offer to sponsor the team by giryiit with playing outfits like
jerseys and shorts. A party can as well be spoddoyethe agency to celebrate the
team’s victory if it emerged champion. Name andlofj the agency, by agreement,
would of course be written in front of the jerseys.

While promoting the interest of the customers,dabency was also advertising itself.
International Brewers would at least for sometirnteey svith the agency for travel
business of its expatriate and local staff.

3.3 The Product (Service) or Airline Production

An airline product or service is a combination ahgible and intangible elements
and services that the airline offers to the tranglbublic and cargo shippers. Some
of the underlying elements are:

- Destination

- Schedule

- Type of Service
- Type of Aircraft
- Fares and Rates
- Airports Served
- Ground Services
- In-flight Service
- Timeliness

- Safety

- Image.

3.3.1 Product or Services sold to the Consumers

What product does an airline sell to its customdils€ type of service offered by an
airline to its customers could be one or a commnatf the following:

A service
Flights
Sales
Destinations
Tickets
Airway bills
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= Transportation.

3.4 Sources of Airline Market

Management of airline companies and travel agearty out aggressive marketing of

their products or services in strategic locatiofisese locations become sources or
accounts which airlines maintain with care andnditbe. The market sources are

discussed below.

3.4.1 Individuals

Airlines and/or travel agents approach individual patronage by offering all kinds
of incentives such as discounts, free shuttle, smafort etc.

A satisfied individual will always use a preferradine.

3.4.2 Commercial Accounts

A good number of companies with large expatriasésff are targets of Travel Agents
and Airlines. Companies engaged in manufacturikg WNILEVER Plc., P.Z., Oil
exploration and marketing; hotels; banking and riasoe. Engineering etc. are good
examples of where prospective airline customershean

3.4.3 Religious Organisations

These include the Muslim and Christian Pilgrims iisa(state and federal); Islamic
Centres, Seminaries; Mosques and churches etithdortravel needs.

3.4.4 Social Clubs and Associations

Clubs like the Rotary and Inner wheel, Lion andrigss, etc. and professional bodies
like the Institute of Chartered Accountants of Nige(ICAN), Association of
National Accountants of Nigeria (ANAN), the Nigami@ar Association (NBA), the
National Union of Teachers (NUT) etc. often senctithmembers to attend
conferences locally and internationally.

3.4.5 Packaged Tours

Places to look for are travel agents and tour dpesa

3.4.6 National Sports Commission

Events like the Federation of International Fodt#edsociations (FIFA) organised
soccer competitions, the International Olympic Cattera (I0C) organised
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competitions and Commonwealth Games make the Nati@ports Commission
(NSC) a potential place for airline customers.

3.4.7 Sales Leads and Attack
This can be done via the media modes such as tatboision and prints.
3.4.8 Colleges and Universities

Airlines and travel agents staff visit the univées in search of customers travelling
for seminars, international conferences, reseaalrses, etc.

4.0 CONCLUSION

Marketing strategies are designed to guide manageystting products or services to
customers and in encouraging customers to buy. ®iad strategies are closely
linked to product or service strategies; they mhst interrelated and mutually
supportive.

The sources of airline market are well known arrting managers as well as travel
agents must strive to get at customers wherevgratesto remain competitive.

5.0 SUMMARY

In this unit, you have learnt about marketing siyas as applicable to airline services.
We also identified the places or locations wherénais can search for market and
discussed the products or services sold by thiaestl

6.0 TUTOR MARKED ASSESSMENT

@) Define marketing strategy.
(b) Identify the places where airlines can search farket.

7.0 REFERENCES AND FURTHER READINGS
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1.0.INTRODUCTION

In this unit, we shall focus on strategies andgied in major facets of the airline
business that impact on profitability and corpor@titure. Areas to be discussed here
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include decision relating to Fleet mix, Route Stuwe, Labour Productivity, Fuel
management and Marketing.

2.0.OBJECTIVES
After going through this unit, you should be alde t

e Explain the nature and purpose of strategies ahdig®

¢ |dentity the major characteristics of an airlinetestructure.

e Contribute to management strategic fleet decisions.

e Appreciate the motive of achieving fuel efficiency.

e Appreciate the importance of industrial harmongammercial airline
business.

3.0. MAIN CONTENT
3.1. DEFINITION OF STRATEGY AND POLICIES.

Strategy refers to the determination of the purgosenission) and the basic longterm
objective of an enterprise, and the adoption ofreesl of action and allocation of
resources necessary to achieve these aims. Patid®e hand are general statements
or undertakings than guide managers’ thinking icisilen making. They ensure that
decisions fall within certain boundaries. They Uilsudo not require action but are
intended to guide managers in their commitmentéodecision they ultimately make.

The essence of policy is discretion. Strategy,henather hand, concerns the direction
in which human and material resources will be agaplnh order to increase the chance
of achieving selected objectives.

3.2. PURPOSE OF STRATEGY.

In the airline business, strategies are aimed giraming profitability and good
corporate culture. They unify and give directiorptans in the following areas:

1. Fleer Mix

2.  Route Structure

3. Labour Productivity

4 Fuel Management

5 Marketing.

3.2.1 FLEET MIX

All airlines pursue corporate strategies by evaijvolicies that improve the size and
composition of its fleet. There are short-term, medterm and long-term strategic
fleet decisions. Decisions as to how many aircr#fis types of aircraft and their sizes
will have to be taken in the short-term. Eliminatiof old and small aircrafts in its

fleet and the maintenance of aircraft equipments al major part of short-term

decisions. The airline plans for competent pershramel provides for updated
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overhaul facilities, taking account of maintenaneeds and planning for maintenance
programmes to schedule requirements.

In deciding the model of aircraft fmrchase, management must undertake a survey to
select ananufacturer that presents realistic specifications such as:
e Arrealisticprice
e A schedule ohdvance payments andeposits
Penalty data
Operating cost
A completeevaluation exercise
e  Theseating density of the aircraft.

The long-term problems which require the attenttdrmanagement in this aircraft
purchase decision are:

o The control and regulation abise pollution
. Fuel efficiency for the airline’s fleet of aircrafts
o The aircraft modeverhead costs.

3.2.2. ROUTE STRUCTURE

Aircraft fly along designated route in the air. T¢w@porate strategies of any particular
airline must be formulated around route structi@licies must take into account a
number of coordinated service links in the airlmgeration programmes. Areas of
interest are:

a) Market concentration

b) Market structure

c) Route length or distance

d) Long Haul or non-stop flight.

3.2.2.1. MARKET CONCENTRATION

The number of competing airline in a route is atidation of the potential size of the
market. This level of concentration of airlinescmmpetition in a particular city-pair
market is determined by its total revenue passengkes. In Nigeria, for instance,
there is a high concentration of commuting airlimethe following routes.

1. Lagos -Port Harcourt
2. Lagos -Abuja

3. Lagos -Kano, and

4. Lagos — Kaduna.

It follows therefore that the bigger the markeg tireater the number of airlines, or
the concentration of sellers of airline serviceslidles must be geared towards
achieving total combined frequencies of flights ahé deployment of the right
aircrafts mix that will maximize seating capacitydaherefore revenue
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3.2.2.2. MARKET STRUCTURE

The airline industry has something close to Olidgtic market structure that IS
characterized with substantial economies of scalgual dependence, price rigidity
and non-price competition. Few airlines of varigumes characterize the market. This
may explain the reason why of the over 150 reg@stexirlines in Nigeria, not more
than twenty-one are active at any point in time.tédsarying sizes, it is also typified
by the industry in Nigeria. There are those aidingth between 10 and 20 aircrafts,
others between 5 and 10 and others between ondianaircrafts. The scale of
operation and route network of an airline is ugualfunction of its size.

3.2.2.3. THE FLY ROUTE LENGTH OR DISTANCE

The air length of the airline’s flight has a greapact in the cost structure in the
sense that the longer the distance the lower isdbe This is because airline costs are
calculated by passenger miles flown.

The distance between two cities and the numbeas$gngers moving between them
are major factors, which influence the number ofiregs providing service on the
route. However, if the number of passenger milearmntwo routes is equal, the route
with shorter distance will have more aircraft segvit than the other. The reason is
simply because, the distance factor is nearer.

Performance = No. of passengers x Miles flown.

It follows from the above that where the perform@aoa the two routes are the same,
but one route has a shorter distance, then it mbanbshe number of passenger on the
other has to be more for the product of performancke equal. This explains why
more airlines, will tend to provide service on gh®rter route distance.

WORKED EXAMPLE

An airline, with the same Route performance, fhesween two City-pairs (Route A
and Route B).

1. Lagos — Port Harcourt i.e. Route A
2. Lagos - Kano i.e. Route B.

The distance of Route A = 304 miles and Route =m86s. If both routes record the
same performance, i.e. passenger miles, hypothgtteen as 2,000,000, calculate
the number of passengers on each route and theatiph on airline costs.

Answer:
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Route performance =No. of passenger x Miles flown.
Route A: 2, 000,000 per miles = 304 miles x paseengarried on Route A.

2,000, 000=304xP
2, 000,000 =304 P

:.P=2,00000 =6,578.9 pa

304
Route B: 2,000,000 =480xP
2,000, 000 =480p
.. P =2,000, 000 =4, 166.6 pax
480

In the above situation, Route A has 6, 578 passsrageagainst 4, 166 passengers on
Route B. Since airline costs are calculated by eragsr miles flown, there is
economic sense to fly the route with shorter distarDistance factor in this case
favour Route A given that performance or passengédes on both route are
equivalent.

3.2.2.4. LONG HAUL OR NONSTOP FLIGHT

Airlines tend to greatly favour or have preferefmelong haul, non-stop flights. The
following reasons make this so:-

(@) Attractiveness to the customer.

When compared to other modes of transportation tib&d, rail and water, air

transport is more attractive the traveler or pusehaf air service especially if the
distance is long. It is also more profitable toséleby air over long distance than to do
so using other modes.

(b) Average passenger trip length:

The distance between extreme terminal points odidime route is called thetage
length. The distance a passenger makes on the routeel@iiher disembarkation is
the passenger trip length. When a route has intermediate stops, the avelistgnce
travelled on that route by passengers before diadmbon is calledaverage
passenger trip length. If the average disembarkation point on this patér route
constitutes a much smaller distance compared tadta route length, the airline
comes empty with seats for most of the route. Tdrsates production but not
sufficient sales or performance. It is for thissea that airlines are desirous for long
haul, non-stop flights. By this, airlines are atdeachieve thaaverage passenger trip
length that equals to thieute length.
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(c) Operational Costs.

Another cogent reason that airlines desire lond bad non-stop flight stems from
operational costs. For instance:
(1) The costs of take-off and landing are the samerdéggss of
trip distance.

(i) The longer the trip, the longer the cruise. Airtsatre more fuel
efficient at cruise altitudes than at take-off damading. Thus the
longer the cruise, the more fuel savings from fuefficient cruise
operations.

(i)  Also the cost of producing an airline ticket is Hane regardless of
trip length. In this respect, the longer trip ldngtsults from greater sales than short
trips. Thus the cost per mile on cost of ticketduation is less on longer trips than
shorter trip length. The same is true for all fixaxsbts.

3.2.3. FUEL EFFICIENCY.

Fuel costs are a significant component of the tdimperating expenses of airline
operations. Indeed it contributes over 50% of diogerating expense. When we
consider fuel costs as a percentage of both darettindirect airlines operating cost
we are likely to come up with a figure of about 30Phis is why fuel usage and
management is a major decision policy in fleet daheeand operation.

3.2.3.1. COMPARATIVE USE OF AVIATION FUEL

This is the policy of using fuel in relation to thetate of competition and in relation
to the extent to which other airlines use fuel. &oy airline to survive, it must adopt
the system of comparative fuel use or fuel efficienThe individual airline has no
control over the price at which aviation fuel iddsdHence it has to use aviation fuel
according to comparative price and reflection ahparative use.

Comparative use of aviation fuel is synonymous Withl efficiency as the airline
must institute programmes and policies to addresscsg decisions. To start with,
reputable suppliers of aviation fuel must be idesdiwith a view to concluding fuel
purchase contracts. This will enable the airlinengeost advantages in purchase
contracts which will not only allow it to withstarmbmpetition but also to complete
planned route schedule. However, where price-régailsources of aviation fuel exist,
it is always better for the airline to have acdesthem.

3.2.3.2. METHODS OF ADDRESSING FUEL CONSUMPTION
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Key areas requiring attention in order to influenaeiation fuel efficiency or
comparative use exist. Hence adequate policies @mmgramme should guide
management decisions in the following areas.

I Aircraft Type
ii.  Aircraft Weight and
iii.  Flying Conditions

i Aircraft type
The recognized plan is to go for fuel efficientcaatfts preferably medium- range

types with fewer engines. The airline pursues furthe implementation of this policy
by increasing the number of these aircraft typeatsifieet.

ii. Aircraft weight.

A policy of weight reduction should be pursueduélf efficiency in the fleet mix is to
be achieved. Certain procedural changes or renmafefi some aircrafts could affect
weight reduction. The achievement of a desiredirsgatensity which is comparable
with efficient fuel use is the principal aim of aight reduction policy.

ii. Flying condition.

An airline wishing to survive competition will ingite plans to improve flying

conditions for its aircraft crew and pilots. Imphog pilot procedures, for example,
could produce large amount of savings. To achiéve @bjective, it is proper to

initiate conservation-oriented flight training fquilots and aircraft crew. Cost —
controlled flight programmes can also be put incelby adopting a Computerized
Flight Planning (CEP).

3.2.4.LABOUR PRODUCTIVITY
Every airline strives to increase the productivily its workforce by putting an
appropriate corporate strategy in place. The majeas in which strategies should be
adopted are:-

a. Head - count control

b. Restrictive work rules of the airlines unions
a. Head - count control
Every airline tends to watch the rate of growthtefemployees because of its impact
on improving productivity. Growth in employee levsloften directly related to the

Available Seat Mile (ASM) growth. Therefore theliae must strive to optimize on
ASM/employee growth level. The measure of averagigms on ASM is in
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comparison with the level of employee growth in tdoenpany. Their ratio should be
brought to a manageable level.

b. The airline labour Unions.

An effective airline management team must includés productivity strategy, ways
of controlling the various unions. Approximately%0f any airline’s work force is
unionized. For instance, workers in the store, memance, flight instruction and
dispatch belong to the transport workers union (T\WRJlots are organized under the
Allied Pilot Association (ALPA) while the Flight Eneers International
Association (FEIA) takes care of Flight Engined@rsese unions work towards better
compensation and negotiate more favourable worksrir their members. This is
why challenges arising from faulty labour contractsist be addressed well in
advance.

3.2.5. CORPORATE CULTURE
A culture cannot be precisely defined because tbedwulture has many meanings
and connotations. There are several factors tleatbath a source of culture and a

manifestation of it. We will take British Airway @ example:

Source/means Example

e Organization Mission “To be the best and most ss&fcé
company in the airline industry”

e Corporate aims “To provide overall superior service
and good value for money in every
market segment in which we

compete”

If we cannot define corporate culture, we at léastwn what can promote it. It is the
development of a reputation for market and top iuaustomer service. For British

Airways or any airline for that matter to realizeetabove mission statement and
corporate aims, it must monitor its performancéhimfollowing areas of its culture:-

I Offering asuperior service

ii.  Scheduling flights on time and minimifléeght cancellation

iii.  Having a higher theadverage load factor of say 80%.

iv.  Concentrate ofewer cities with higher market share.

v. Attainingimproved profitability relative to other airlines.

vi. Havingmanageable staff content with high employee moral.
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3.2.6.STRATEGIC MARKET POLICY

Strategic market policy should be formulated aroumtical areas of operations
impinging on market share, traffic generation an@npotion, airline yield and
corporate culture.

Areas of management emphasis should include butmibed to.

a. Development programmes towards yield improvement
b. Pricing innovations

C. Charging economic fares to attract principal bussngavelers through
careful yield management.

d. Minimize problems of revenue dilution

e. Introduce fully automated systems.

f Make more use of customer database

4.0. CONCLUSION

The above discussion leads to the conclusion hieafriajor purpose of strategies in an
airline business is to unify and give direction gtans in the basic areas of its
operations. These plans and programmes, if welrdioated would lead to the
attainment of the airline corporate objective oftdaminated by yield improvement,
and the provision of superior service in its segnodroperation. Policies formulated
by management help to ensure that decision taklewithin certain boundaries

5.0. SUMMARY

In determining how the aims and objectives of alina may be achieved, policies on
appropriate actions in the following areas of opers have to be agreed and
implemented.

I. Fleet mix management

i Route Structure

iii.  Aviation fuel efficiency

iv.  Labour productivity management
V. Corporate culture and

vi.  Marketing policy.

6.0 TUTOR-MARKED ASSIGNMENT

How would Arik Air Nigeria Ltd. promote its corpdeaculture? List six ways it
can monitor its performance in this regard.
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1.0 INTRODUCTION
In this unit, we shall examine thariable andfixed costs involved in airline
operations and the management efforts aimed atailimg these costs in order
to maximize revenue and profits. It will also expdbe student to the social
cost of noise pollution and measures against noise.

2.0 OBJECTIVES
At the end of this study, students should be aile t

¢ Identify the main categories of cost of airline Gim®ns.

e Appreciate the influence of distance or route langttotal operating costs.
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e Calculate the breakeven load factor of an air@afa two city-pair market.
e State the importance of fleer improvement prograsime

¢ |dentify the measures against noise pollution it around the airports.

3.0 MAIN CONTENT
3.1 COST CATEGORIES

In strictly economic terms, the cost involved inaansport operations is divided into
two main categories. These are:-

1. Fixed Costs.
2. Variable Costs.

It follow that Total Cost = Fixed Cost + Variable€t.

3.1.1FIXED COSTS

There are costs which the airline must incur ireesipe whether it's aircrafts fly or
not. For purposes of costing the calculation oédi>xcost will be based on per annum
or per month as compared to variable cost whiclbased on per aircraft hour.
Examples of an airline’8xed costs are:-

1. Pilots salaries

Salaries of other workers

Insurance premium

Cost of advertisement

Capital depreciation on aircraft fleet

Depreciation of flight equipments

N o o M Db

Ground and indirect maintenance

It is important to note that airlines have no mdjped cost burden. Therefore if flight
is not operated, 80% of the production cost ofstaevice can be avoided.

3.1.2VARIABLE COSTS

Variable costs at times called operational coststlanse costs that vary directly with
the level of operations. Whereas fixed cost iddog term costing, variable cost is for
day-to-day operations since it is based on perradtrchour. Variable costs are

involved only when the aircraft is operating. Thigrefore depend on the number of
hours flown by each aircraft. The greater the nunatb@ours flown the higher the
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operating variable costs and the lower the numlienoairs flown, the lower the
operating cost. Major variable cost elements are:

a) aviation fuel

b) landing fees

C) enroute and over flight charges

a. Aviation Fuel

The longer the distance, the longer the hour flotha,greater the quantity of aviation
fuel consumed. It accounts for over 50% of dirgquerating expenses of an airline.
However, when we consider both direct and indicgetrating costs, we are likely to
come up with a figure of about 30%.

b. Landing Fees

These are costs involved at each take-off and hanadli aircrafts. These costs are very
important, most especially where distances coversz short because a higher
proportion of the aircraft time is spent on takof§and landing.

C. En-route and Over-flight Charges

Over-flight charges are paid to States or Governgneach time foreign aircrafts over
fly a territory whether it lands or not. En-routieacges are fees paid when an aircraft
flies through a route as it moves from one airporanother. In some countries, local
airlines are also charged for en-route flights.rgaa are calculated on the basis of:

a) Type of aircraft

b) Number of souls on board

C) The weight of the aircratft.

3.1.3 FIXED AND VARIABLE COSTS

Sometimes it is difficult to categorize costs ifitced or variable as some costs may
possess elements of both. Two examples are:

a) the pilot salary

b) maintenance and repair cost

a. Pilot Salary

Since the pilot’s salary is normally calculatedamannual basis, it is regarded as a
fixed cost. However if the pilot is given a bonus the basis of hours flowrthe
bonus is a variable cost. This is because the bonus depends on the opermattithe
aircraft whereas the pilot salary is paid irrespectof whether the aircraft is
operational or not.
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b. Repair and Maintenance Costs

This also constitute big items normally consideneder variable cost but it must be
noted that some maintenance is necessary whetheirttraft flies or not because of
the legal requirement of the air worthiness whiod tegulatory Authorities normally
insist must be fulfilled. This aspect of maintenamcfixed.

3.2 MEASURING PROFITABILITY

3.2.1Economic viability of routes

The economic viability of a route is dependent upeweral factors such as:
1. The route length or distance
2. Route traffic density
3. Average passengers trip distance or length.

> Airline production costs are based on seat milesamsuch, the longer
the route distances, the less/lower per unit nukd.c

> Traffic refers to people or other traffic items Buas cargoes and the
more the traffic the more viable the route. A digass combination to
route viability is a long route with poor or lovaffic density.

> The longer the average passenger trip distancesronte, the higher the
level of profit. This is more so because the meastiairline
performance can be well determined by passengenskea

For an airline to be profitable, viable or succektfie factors of route length, traffic
density and average passenger trip distance mtestplay. Any two of the three
factors must be present for the route to be viablereak-even. However, the degree
of viability will be determined by the degree ofakeess of the missing factor.

Reversing the factor for viable route, may bringatban unviable condition. The
determinants of unprofitable or unviable routes are

@ Low load factor.

(b) Low traffic density

(c) Excessive competition on the route.
3.2.2.BREAKEVEN LOAD FACTOR
It is of little use to operate aircrafts to regionkere there are no market for such
services. In measuring the profitability or non{fedility of operating aircrafts in
certain segment, it is important to take what itedaheload factor.

Load Factor:
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The load factor is defined as the proportion ot sedreight capacity actually sold to
the maximum capacity offered by the aircratft.

Load factor = Total Seat sold X 100
Total capacity of aircraft 1

WORKED EXAMPLE

An aircraft B 747 has a total seat capacity of p&8sengers but on a particular trip
from Lagos to Kaduna it sold tickets to only 10Ggengers who all boarded the
flight. (a) Calculate the achieved load factor lné wircraft. (b) If the breakeven load
factor of this aircraft is 70% comment on your aesw ().

Solution:

(@  Achieved load factor = Total seat sold X 100
Total capacity 1

= X 20100=  40%
25G 1

(b) The achieved load factor is lower that the breakdwad factor
of 70%. Hence it is not viable to use this typaiofraft on this
route. Perhaps a much smaller aircraft will do. fri@mum
average load that this aircraft must carry to be &b
breakeven is: 70 X 258 175 passengers.

100

Breakeven Load Factor

For a service to be profitable, breakeven loadofactust be available. The factor is
the percentage of that particular aircraft operpatire service that must be filled with
passengers for the operating cost of the servibe twovered.

Thus a load factor below the break-even point leéadsloss situation.

3.2.3.LOW TRAFFIC DENSITY

If the population at any two city-pair market oomd) a route with intermediate stops
do not patronize air travel or is too small to pdevsufficient traffic, a situation of
poor performance will result.

3.2.4.EXCESSIVE COMPETITION
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Excessive competitive on a profitable route caml lealosses. Similarly, a relatively

viable route can easily become unviable by excessivnpetition. This is caution for

Lagos — Abuja route. Competition eats up profit amdessive competition thins out
any probable profitability. Thus, the competitioma route must not exceed the traffic
which that rout can support.

3.2.5ENHANCING PROFITABILITY
To enhance the profitability of airline operatiananagement will need to:-
1. Have a thorough knowledge and grip of economic leggun of the

regulatory Agency as they affect mergers, competjti rates,
equipment and routes.

2. Have a thorough understanding of restrictive ecanoragulations
and their impact on the airline and the industry.
3. Recognition of the business cycle of the industnd anational

economy. This will guide the necessary strategiegmprove sales
when there is a lull or down turn in the economy.

To ensure continued success, management mussabklie following three basic
guestions on actions to be taken and strategipslmies to be adopted.

. Will it improve or guarantee solving the problem?
o Will it improve or guarantee financial stability?
o Will it improve or guarantee profitability?

Competitive Advantage

A competition advantage in management efficiencyn dae achieved if the
management of a particular airline does the folfayw

Can determine or measure its revenue generatids. cos

Be futuristic and develop its plans accordingly.

Periodically determine its operational and finaheféiciency.
Measure its performance and profitability

Maintain performance and evaluation review process.

Imbibe accountability. Thus management must begtjceconomic,
efficient and draw an established decision makiracgss for sound
decisions.

~poooTw

3.2.6 CAPACITY COST CONTROL
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Fleet Improvement Programmes

The capacity cost control of an airline involves formulation of policies aimed at
the approval of the implementation of fleet impnment programmes. The airline
management will certainly make decisions on the, age and composition of its
fleet in order to boost profit, yield and corporatdture of the airline. The following
actions by management can bring about a rewartieg improvement.

a. The retirement of less-efficient aircrafts and the purchase of new
versions of aircrafts to reinforce the fleet mix.
b. The appreciatereplacement of smaller types of aircraft in the

company’s fleet with new aircraft types which més requirement
of the current route structure.

C. Generatingexternal funding to finance additional aircrafts purchase.

d. The review of previous aircraft orders to meet with current
operational requirement and efficient operation.

e. Pursuingncreases in seating density to improve customer service.

o

Alteration in unsatisfactoryroute structure and imitate more
appropriate route assignments.

3.2.7SOCIAL COST OF AIR TRANSPORT

Aircraft noise is a major social problem which aillines must address. As with other
social costs, the problem is the one, which inclsmigal costs of noise.

The take-off and landing of aircraft emits loud sein and around the airports. For
people living close to airports, this noise pothatican be unbearable.

In theory, it would be possible to give everyonlegal right to peace and tranquility,
so that they could insist on a payment from whoewvehes to disturb them. In
practice, however, social costs tend to be expdesseughpolitical pressure.

Measures against noise include:-

I. Careful routing of incoming and outgoing aircraftaway from
residential areas.

ii. Sound proofing in areas of existing airports.

iii. Restriction in the number of aircrafts using airports at night.

2 Night flight concessions for airline using quieter aircraft.
V. Location ofnew airports
Vi. The development of jet planes with shorter take-offs to augment the

capacity of existing airports.

4.0 CONCLUSION
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In this unit, we have been able to expose the studehe main categories of costs
involved in an airline operation as well as that&gies and policies to be adopted to
ensure the airline’s continued success in a higbigpetitive aviation market.

5.0 SUMMARY

As it obtains in all profit oriented businesseg tlosts of an airline operation can be
grouped into fixed and variable components or corioon of both. Examples difked
costs are:-

u Salaries of workers

u Insurance premium

u Capital depreciation of airline fleet of aircsaft
u Cost of advertisement etc

Fixed costs are incurred whether or not an operatiairline company flies its
aircrafts. Variable costs, on the other hand, astscthat vary directly with the level of
operations. They therefore depend on the numbleowfs flown by each aircratft.
Examples ovariable costs are:-

u Cost of Aviation fuel.

u Landing and take-off fees.

u Enroute and over flight charges.
Examples cost element that can have Hficdtl andvariable component are:-

u Pilot Salary - fixed

Pilot bonuses - Variable.

u Repairs and maintenance.

The economic viability of any airline route depeidsthe following factors.

1. The route length or distance
2. Route traffic density
3. Average passenger trip distance or length.

Finally it is important that &reakeven load factor is calculated for all the airline
routes in order to ensure the profitability of &fts in the fleet. Fleet Improvement
Programmes must also be implemented by the company.

6.0 TUTOR MARKED ASSIGNMENT

a. What do you understand by the term ‘fleet mix'?
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b. Discuss the importance of a Fleet Improvemeogiimme to an airline
company.

7.0.REFERENCES/LIST FOR FURTHER READING.
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UNITS 11: THE AIRLINE YIELD
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7.0 REFERENCES/FURTHER READING

1.0.INTRODUCTION

The principal objectives of any business concearaluding an airline company, is to
maximize profits whilst ensuring efficient servidelivery that guarantees comfort,
safety and security of passengers and cargoeseisgdacial case of airline service.
The ability to generateevenue is crucial to the enhancement of profit. So alsa is
clear understanding of costs control and costs catemu techniques which airline
managers must continually learn and apply.

In the airline business, revenue is expressed g&ggnger mile and the term Revenue
Passenger MildRPM) is used to express the revenue an airline genevdies it
carries a passenger over a distance. The abiligndirline to maximize revenue per
passenger mile determines it survival rating. Thdirke Yield recognizes that while
great emphasis may place on increasing the revease of the airline, no less
attention must be placed on Costs Control and QRestliction techniques. Managers,
in the airline business as well as students, mestnl the basic sources that can
improve yield in carrying out the business of eansportation.

For efficient management of revenue to take placan airline, a clear and proper
control of both it generation, allocation and plaagnis essential. In this unit, ways of

86



managing revenue development plans with a viewchie&ing targeted yield will be
discussed.

2.0.0BJECTIVES

At the end of the unit, you should be able to:
e Explain the meaning of Revenue Passenger Mile (RPM)

e Understand some principal sources of improvingiélYield

e Appreciate the use of Computer Reservation Syst@RS]) and
Internet Based System in the distribution of ag$irservices.

e Explain what an Airline Share Gap is.

3.0. MAIN CONTENT.
3.1.MEANING OF AIRLINE YIELD

Yield as it relates to the airline business referthe ability of the airline tgenerate
revenue that will enhanceprofit margins per Revenue Passenger Mile (RPM). This
means that there must be conscious efforts at megleost of operations on the part
of management as revenue rises. This will ensatepttofit margins are enhanced.
In order to improve on its yield therefore, aniagl must focus on some principal
areas of its operations such as:

e Route Structure

e Traffic Growth

e Profitability

3.1.1.ROUTE STRUCTURE

There should be a regular review of route structarecasts. Such forecasts could be
based on the inclusion of more flexible medium rgeaircrafts and the enlargement
of these ranges of aircraft types in the fleet.afgpropriate route structure should take
into consideration the following:

7.1 Modern engine technology for the aircraftshia fieet,
7.2 Appropriate assignments of aircrafts in thetfle
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7.3 Average length of the airline’s flight,

7.4 A more coordinated link system,
7.5 Avoidance of complicated scheduling of flightws and aircraft
7.6 More efficient utilization of ground crews agibund facilities.

3.1.2.TRAFFIC GROWTH

An airline should be able forecast the future gropatterns of traffic revealing traffic
size and composition. This may require an airlioguiring additional fleet of aircraft
in order to attain projected revenue and profit

3.1.3.PROFITABILITY

It is essential that forecast level of profitalyilinust ensure that the airline maintains
stable growth and improved Revenue per Mile (RPM).

3.2.YIELD IMPROVEMENT METHODS.

So far we have discussed the sources of the aolpeeations that can improve vyield.
Student of airline management must understand ththads for yield improved
improvement which can be discussed under the faligweadings:

1. Reduction in capital expenditure,

2. ldentification of external sources of finance,

3. Creation of new sources of capital, and

4. Improvement on profitability.

(@) Reduction in capital Expenditure:

Conscious effort should be geared towards purchamsity new aircrafts that will add
value to the fleet mix. Hence a detailed finandevesies forprojected fleet plan must
be a major periodic exercise. Similarly estimatexpital investment in ground
facilities must guide any successful airline opers.

(b) Identification of external sources of capital.

An airline with good fundamentals in terms of higdvenue generation, improved
profitability, adequate fleet mix of aircrafts, gbananagement staff, fuel-efficient
aircrafts, will always find it easy to source capitfrom the Capital Market,
International Finance Agencies such as the WorldkBghe African Development
Bank, the International Finance Corporation (IFGJ a host of others.

(c) Creation of new sources of Capital:
The airline’s require debt level should be deteedirand consequently the airline

debt capacity. This debt capacity is the qualif@matof the company’s average
operating profit margin to support the necessarydwangs. It is when an airline has
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excess debt capacity that creation of new sourteapital can be undertaken. Also
identification of cheaper sources of capacity céo aesult in the drive for new
sources.

(d) Improvement on profitability:

An effective management team must focus on all abdes that impinge on
profitability some of which are:

0] Fuel efficiency or comparative fuel use
(i) Fares determine by competitive forces, and somdiyriaternational
Agreements.

(i) Aircraft fleet mix determined by cost and fare pis.

(iv)  Maximizing market advantages of volume and increédssguency.
(v) Reducing overhead costs.

(vi)  Labour cost control.

(vii)  Increase in revenue per passenger miles.

(viii) Do away with inefficient costing system.

3.3.YIELD DETERMINATION

The determination of yield is rooted on airlineimsited total revenue and on stable
growth and improved Revenue Per Mile (RPM). Foldyi® be positive an airline
must achieve a high breakeven level as a resuattaining a higher than averalgad
factor in its major operations.

In measuring the profitability or non-profitabilitas well as the yield of operating
aircrafts in certain segments, it is importantaket cognizance of theOAD FACTOR.
The load factor is defined as the proportion of seats or freight capacity actually sold to
the maximum capacity offered by the aircraft.

E.g. Total capacity of aircraft = 300 passengers
Total seat sold = 150 seats / passenger
Achieved load factor = 150/300 =50%

For calculating costs of operation, there will benmnimum average load that an
aircraft must carry to be able to breakeven. Eachnadt in a pool must bear part of the
total fixed cost as well aperation expenses.

Costs of operating an aircraft are related to hflaven by the aircraft and on the other
hand, the revenue handing capacity of the airavdftdepend on the distance it can
cover. Therefore, the faster the aircraft and tlogenkilometers flown, the greater is
the revenue yielding capacity.

The utilization rate of aircraft: How often an aircraft is utilized is very impantaand
hence the emphasis placed on increase in the fhiccugsing speed. The more work
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the aircraft does, the more it will be possiblespoead the cost of operation over time
and geographical space.

3.4.PRODUCT DISTRIBUTION

The drive for revenue growth and improved yielduiegs that all airlines embrace
innovations in production distribution.

The term product distribution refers to the salesl anarketing of air transport
services. It encompasses the development of infowman the market requirement
of service, the current and future strategies loéotompeting airlines.

Computer Reservation Systen{CRS): With the induction of Computer Reservation
system, airline gained a new and valuable tootHeir product distribution. CRS
provide travel agents, as intermediaries in thelpco claim, with up-to-date
information on:

Airline flight schedule

Fares

Seat availability range of travel and leisure ssvi
Making reservation and issuing ticket

Non-stop flight on dense market route

Interconnected service types for efficient prodimierage

Internet Based System:n recent years, airlines’ heavy reliance on tiaddl travel
agents outlets through CRSs has gradually dimidishe the internet has led to
alternative outlet, which is more cost-effective tioe carriers.

There is code of conduct and regulations for CRi&/iies and the use adhternet
based system in booking reservation. Countries, through theigulation bodies,
should ensure the need that the internet base@nsygrovide consumers with
comprehensive and nor-deceptive information abolines.

Although it is nor yet clear whether new regulasi@overing airline product
distribution through the internet should be adop&dtes have been actively
examining this issue under the existing CRS rudgsfiation, consumer protection
laws and competition laws.

3.5 THE AIRLINE SHARE GAP

The definition of theairline share gap is determined by two variables thus:
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(1) RPM Market share which represent the airline to#genue on per-
passenger basis over a determined duration and

(i) The ASM market share which is the amount derivéiole engaged
capacity of available seat mile over duration o€ thirline’s
schedule activity. This is commonly reflected i trline’s share
of seating capacity.

The difference between (i) and (ii) above represendirline share gap.

The Available Seat Mile (ASM) market share is comigaeflected in the airline’s
share of seating capacity from scheduled flights.

The airline Revenue Per Mile (RPM) market sharemtorthe basis for growth
measurement since it is achieved as a result ofist@mt improvements on revenue
from operation. The undertaken of profitability doast must be based on determined
stability in RPM growth and improvement

4.0 CONCLUSION

Airline yield relates to the generation of a laegeount of revenue with considerable
operating margins per revenue passenger mile. poowe yield airlines must

address theiroute structure, traffic growth and profitability. In ensuring growth in

revenue and therefore yield, airline must embra@e@ and valuable tools, like the
Computer Reservation System and thelnternet based system. Indeed, for an airline to

record a positive share gap, it must maintain atipesalance its share of traffic and
seating capacity.

5.0. SUMMARY
In this unit we have learnt the meaning of Airlivield and the sources of improving
it.. We have also learnt about yield improvementhuods, yield determination and

product distribution. A brief introduction of whabnstitutes an airline share gap forms
the concluding part of this unit.

6.0 TUTOR MARKED ASSIGNMENT

List and discuss the four main methods of Yield lovement.

7.0.REFERENCES/LIST FOR FURTHER READING.

Havey, G. (2008), “Management in the Airline Indyst Routledge.

91



Nwangby B. (2002), “The Economics of International Aviatibfmbix
Printers Nigeria, Imo Sate.

Onwumere, N.M. (2003) “Air Transport Operation &ddnagement.”
Transport Management Resear ch Bureau, Lagos.

Tokoph, G. (2002), “Challenges of Today’s PrivaidiAes in Africa’s

Evolving Air Transport Industry.Aviation and Allied
Business Journal.

92



UNIT 12: PERFORMANCE ANALYSIS

CONTENTS

1.0 INTRODUCTION
2.0 OBJECTIVE
3.0 MAIN CONTENTS
3.1 Basis of performance Analysis
3.1.1Aircraft interior arrangement
3.1.2 Passenger/Cargo Equipment Specificities
3.1.3 Technical Standard
3.1.4 Mission profile
3.1.5 Economic issues
3.1.5.1 Operating costs
3.1.5.2 Breakdown needs
3.1.5.3 Liquidity
3.1.5.4 Revenue development plans
3.1.5.5 Conventional investment criteria

3.1.5.6 Performance criteria to be approved by botimne and manufacturer.

4.0 CONCLUSION

5.0 SUMMARY

6.0 TUTOR MARKED ASSIGNMENT
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1.0INTRODUCTION

In this unit, we shall focus on the assessment@ferformance level of each aircraft
in the fleet and subsequently of the total airllmesiness. The student should be
familiar with the indices to look for in assessthg viability or otherwise of an airline
company.
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2.0 OBJECTIVES

After studying this unit, you should be able to:
e Explain the elements that form the basis of pertoroe analysis.

e Appreciate the importance of the major areas of dirine mission
statement.

e Understand the economic issues involved in perfagaanalysis.
e Know some technical standards which airlines muesttm
e Calculate some conventional investment

criteria.3.0. MAIN CONTENT

3.1. BASIS OF PERFORMANCE ANALYSIS

3.1.1. AIRCRAFT INTERIOR ARRANGEMENTS .

The interior part of the aircraft is divided intawd sections. They are the Cockpit
section and the Cabin section.

0] Cockpit Section

This is the front of the aircraft allocated to tight crew. The crew comprises the
pilot, co-pilot and in some cases flight enginesa the pilot observant.

Inside the cockpit are the flights instruments:like

Flight Data Records.

Cockpit Voice Records (Black Box)
Traffic Alert System

Collision Avoidance System and
Various Kinds of Avionics Equipment.

The pilot monitors all the components in the aificham the cockpit so as to have a
pre-knowledge of any fault that occurs. For safetthe air, all the flight instruments
in the cockpit must be functional.

(i)  Cabin Section
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The Cabin section is occupied by the passengeasssitb-divided into two sections as
well. These are the normal passenger’'s cabin aadexlecutive passengers’ cabin.
Depending on the configuration, some aircraftscéagfied as follows:

a) First Class Section,

b) Business Class Section and

C) Economic Class Section.
The Cabin has the galley where the cabin crew pespthe food/snacks for the
passengers. There are also conveniences in the foalpassenger’'s comfort.

3.1.2 PASSENGER /CARGO EQUIPMENT SPECIFICATION

It is important that the passenger seats meet mithimum specification as required
by the International Civil Aviation OrganizationQAO). This is more so for long
haul, non-stop, fights, which require seats thktwafor passengers’ relaxation. Seat
comfort is of utmost concern to passengers. Sityjléor cargo aircraft, there must be
in-built equipments to allow for easy loading ariffoading.

3.1.3 TECHNICAL STANDARDS

The aircraft must meet basic technical standarasasbe determined from:
(1) Size of the aircraft
(i) Speed capability
(i)  Range
(iv)  Propulsion
(v) Comfort
(vi)  Accommodation
(vi)  Weight and balance
(viii)  Specification
(ix)  Maintainability

The manufacturers must keep strictly to technigac#gications that add value to
safety and comfort.

3.14 MISSION PROFILES
The corporate objectives of the airline must besped with vigour by the airline
management in line with the Mission Statement. Misprofiles involve the process
of cataloguing and identifying, in their gradesimiportance, the attainment of the
airline’s corporate objectives. These can be hyigtit in 3 (three) major areas thus:
a) Reduction in Capital Spending
b) Improvement in Profitability
C) The establishment of New Source of Capital fordinkne.
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3.1.5 ECONOMIC ISSUES

Some economic issues also form a major aspecegigiformance analysis of airline.
There economic issues embrace the following atiedu

3.15.1 Operating Costs

The ability of the airline operatives to avoid waist of available resources and institute
programmes that enhances the yield of operatingadis will go a long way in
minimizing the operating costs. Some of the ways eofsuring an efficient
management of operating costs are:

a) Labour costs control

b) Fuel efficiency

C) Aircraft fleet-mix management determined by cost tare polices.

d) Reducing overhead costs

e) Doing away with inefficient costing system.

3.1.5.2 Breakdown Needs.

There must be appropriate stock of spares partsniioor repairs in times of
breakdown.

3.1.5.3 Liquidity

An airline must at all times be liquid and liquiditatio which measures the value of
Current Assets to Current Liabilities should be ainimum of about 1:1. Indeed the
airline must be able to pay its current liabilites they fall due. Without an adequate
flow of liquidity, an otherwise efficient and prtdble airline may be severely
hampered it its activities. It is possible for enfito expand so rapidly that its whole
financial solvency is brought into question becatisere is insufficient current
circulating capital to pay for the expansion.

3.154 Revenue Development Plans

The revenue development plans are aimed at gemgiatproved aggregate Revenue
Per Mile (RPM) from which allocation of capital expditure for new company

venture such as the purchase of new aircrafts aedréplacement of existing

inefficient fleet can be met.

Large sum of revenue has to be set aside for gjabm company on growth paths. To
grow the business, the airline should:

a) Make its products more reasonably competitive

b) Present product prices within acceptable markegegan

C) Adjust to competitive trends in the environment.
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In carrying out a proper performance analysis ieaar of revenue generation,
allocation and planning, an airline must adopt profinancial control in the
following manner:
o Establish an organised and efficient budgetaryroont
Do away with inefficient costing system
Guard against incremental cash flow problems.
Ensure optimal fleer utilization and modernization.
Regular prices of its services

Finally revenue plans may include other elementh sas issues of fare level and
freight rate for passenger aircrafts and air-fregghrespectively.

3.155 Conventional Investment Criteria
a) Payback period (PBP)

The pay back period refers to how long it will tede airline to recover all the money
invested on a project. In using the pay back pemmiphasis is paced on those items
that actually involve the flow of cash for purposé establishing the period
income/profit. The PBP is also known as the caslowery period or the pay-off-
period. It can be calculated as follows:

PBP =lo
At where:
lo = Initial cash outlay (protect cost)
At= constant period income/net cash inflow

Worked Example I:
An aircraft cost N2, 000,000. It has a useful Wfie20 years after which it will be

scrapped. The airline uses a straight line methodepreciation. The annual profit
after charging Depreciation is N100, 000. Deterntireeaircraft pay back period.

Solution: N
Profit after depreciatic 100,00(
Add depreciation 2,000,000 100,000
2C
Annual cash income 200,000
Pay back peric = 2,000,001
200,000
= 10 years.
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Worked Example Il

If Y airlines Ltd is to execute a project which vée initial cash outlay of N1,
000,000 with the following cash income over itsfukife

Years 1 2 3 4 5 6 7 8 9
Cash | 250000/ 200000| 150000] 100000| 95000{ 90000| 80000| 70000| 50000
income

Determine the project payback.
Solution:

Using project cost amortization schedule

Years Cash flow Cum. Cash flo\
O (1,000,00C (1,000,000
1 250,000 ( 750,000)
2 200,000 ( 550,000)
3 150,000 ( 400,000
4 100,000 ( 300,000)
5 95,000 ( 205,00C
6 90,000 ( 115,00C
7 80,000 ( 35,000
8 70,000 35,000
PBP =7 yrs 35,00Cx 12 month
80,000 1 =7 years 5 months

8.0 Accounting Rate of Return (ARR)

This is the ratio average profit generated througlioe life of the project to the
average investment value. The ARR can be calculsget) the following formula.

ARR = Average profit x 100
Average investment 1
Average investment = initial outlay + residual \&alu
2

Worked Example 111
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You are given the following cash income concerrangarticular project:

Year: 1 2 3 4 5
Cash Income 20,000 40,000 30,000 20,000 20,000

The Initial Cost of the Project is N80, 000 and skeapped proceed expected at the
end of the 5th year is N5, 000. Depreciation is/jgled on a straight line basis.
Determine the Project Accounting Rate of Return.

Solution:

Depreciation per year =__ =N=30,000-- =N=5,066N=15,000

5 years
Annual profit and total profit
Year(s) 1 2 3 4 5 TOTAL
Cash incom 20,00C 40,00 30,00C 20,00C 20,00C 130,00(
Less: depreciation. 15,000 15,000 15,000 15,005,000 75,000
Profit = 5,000 25,000 15,00( 5,000 5,000 55,000
Average profit = N80,000 — N5, 000 = N42, 500
S year:

Average investment N11, 000 X 100

N42, 50( 1
= 25.88Y

C. Return On Capital Employed (ROCE)

This is the ratio of Return On Capital Employed aittmpts to measure
profitability in terms of resources invested. Ityrize calculated for the airline
company as a whole using:

(1) Total Assets, which equal Total Long-term and Shemin Funds;

(2) Total long-term Loans, and

(3) Ordinary Shareholders’ Fund only.

ROCE = Net Profit before Interest and Tax or
Total Assets
Net Profit before Interest and Tawr
Long-term Capital

Net profit before Interest and Tax or
Ordinary Shareholders’ Fund

3.1.5.6 Performance Criteria For The Purchase Of Acraft.
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Because they influence purchase decisions, som®rmpance criteria must be
negotiated and approved by both the airline compamy the manufacturer of the
aircraft type. They include:

a)
a)

b)

d)

e)

Lower prices.
Easier financing

Better aircraft performance, in terms of air-fieltsd en-route,
winds and temperature.

Higher payloads.

Better galleys.

9.0CONCLUSION

In this unit, we have been able to expose the stueelements that
form the basis of performance analysis includirgattribute of major
economic issues.

10.0SUMMARY

Our discussion in this unit centered on how to yaout a

performance analysis of an airline company. Weestlaby looking at
the internal part of the aircraft which is dividénto the cockpit

section and carbine section. We listed the fligidgtiruments in the
cockpit and stated that they must all be functioé went further to
the passengers and cabin crew. We went furtheretaildthose

features of an aircraft that must meet basic texcstandards for an
airline to rated highly.

Because of the competitive nature of the aviatiesiress, each airline
must develop strategies and policies around threpmareas if the
targeted profitability and yield are to be achievEldese are:

a) Reduction in capital spending

b) Improvement in profitability, and

C) The establishment of new sources of capital.

We concluded the unit by examining some econonsiges that form
a major aspect of performance analysis of airlissues examined
include:

I Operating costs

il. Liquidity

ii. Breakdown needs

V. Revenue development plans and
V. Conventional investment criteria
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11.0 TUTOR MARKED ASSIGNMENT

List and discuss any five basis of performanceamabf airline
operations.

12.0 REFERENCES/LIST FOR FURTHER READING.
Havey, G. (2008), “Management in the Airline Indyst Routledge.
Nwangby B. (2002), “The Economics of International Aviatitimbix

Printers Nigeria, Imo State.

Onwumere, N.M. (2003) “Air Transport Operation amdanagement.”
Transport Management Research Bureau, Lagos.

Tokoph, G. (2002), “Challenges of Today’s PrivaidiAes in Africa’s

Evolving Air Transport Industry.Aviation and Allied
Business Journal.
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1.0 INTRODUCTION

Air transportation is now a major undertaking onlaternational Scale. It is vital to
all aspect, of the world’s affair. It has been asfethe most important factors
sharpening the economic and demographic patterthefworld. It affects living

standards, life styles and where people live andkwAir transportation affects
foreign policy and trade relationships as well ammunication with other nations
and cultures.

2.0 OBJECTIVES:
e To explain in detail the importance of air moddrahsportation

e Appreciate the advantages of air transport mode aer modes like
road, rail and water.

e Appreciate the special role of air transportationthte oil sector of the
Nigeria economy.

3.0 MAIN CONTENT
3.1. Advantages of Air Transport to a Nation
The advantages of air transportation to a natieh si$ Nigeria are many. From being

the mode of transportation of tourists into and ofitthe country, it creates
employment opportunities for youths, serves as anwef cultural, technical,
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educational and social exchanges among nationgagdlation distribution, revenue
generation and defense of the territorial integrity a nation. Some of these
advantages are discussed in detail below.

3.1.1 Tourism

Air transport is essential for world business aodrism as it constitutes the
most important means for foreign visitors to anyroy of the world. For
example federal office of statistics of Nigerialeeted on its annual abstract of
statistics 1996 edition, that there were 2, 54& Biovements by foreign
nationals in Nigeria between 1987 through 1990. tk¥se, 2, 241, 639
representing 87.8% were by air. In fact almost Q@WVisitors to Nigeria do so
by air. Road transport and sea transport accountlh9% and 1.3%
respectively. The import of air transportation tee tNigerian economy are
tremendous be it tourism business, finance, cdltumt@rchange and other
industrial commercial activities.

3.1.2. Employment

Air transport industry has increased the employnogmortunities and career
prospects of Nigerians. Aviation careers span freservation and engineering
through flying, aviation service jobs, governmemhanufacturing, oil,
electronics/avionics, etc. These careers are demgrathd challenging. The
defunct Nigeria Airways at its prime had 10,634 &@ypes in 1982. Aviation
in Nigeria is one of he largest employer of labaAir. transport providers 28
million direct, indirect and induced jobs worldwidEhis figure is expected to
rise to 31 million by 2010.

3.1.3. Cultural, Educational and Social Exchanges
Air transport forms a unique global transport netwdinking people,
countries and cultures safely. It provides the omwlgrldwide transport
network without a commercially viable alternativae fnedium and long haul
travel. It has made possible educational exchamggrammes and studies
outside one’s home country.

3.1.4. Fast, Reliable and Safe

Technological developments and consistent congiderdor safety have
made air travel not only the most reliable meangrafsport but also the
safest means of travel. Industry developments immpderization,
sophistication of ground facilities, aircraft syst® and designs have all
increased air transport reliability and safety ow#drer modes of transports.
Based on the study of accidents between 1990 ar®dl, 18ir transport
compared to road transport recorded 39 accident34ratalities while road
transport recorded 106, 883 accidents and 431faalities.

3.1.5. Population Distribution and Re-Distribution
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Cities with airports have replaced cities with s&ép or on trade routes of
other countries as centre of civilization and depelent. The same is true in
Nigeria. The cities in Nigeria where the major aitg are located constitute
the largest centre of population, commercial andustrial activities.
Examples of such cities are Lagos, Kano, Abujat Parcourt, Kaduna and
Maiduguri. In the same token, easy accessibilityl availability of air
transport has also influenced the re-distributibpapulation around or in the
vicinity of airports cities. Air transport has maitean surpassed the effects of
seaports and cities on trade routes of earlier ucst in influencing
population distribution and re-distribution.

3.1.6. Absence of Physical Barriers
Air transport has no physical barriers and thuseased time saving. This has
made dramatic changes in our preparation and resslifor global events.
Nigeria relies on air transport to move membertaf national football team
based abroad to be assembled for crucial encourfbes sky is seamless
without obstructions or physical barriers. Thisars advantage over road and
rail modes of transportation.

3.1.7. Oil Industry Activities
The Oil Industry’s rapid response to emergencietheir operational areas,
especially in the Niger Delta and offshore locasiois made possible by air
transport. In this regard, the air transport systemmgs about swift and
efficient responses to emergencies and rescue taperan areas that are
otherwise in accessible.

The oil sector relies heavily on air transport aggirother transport modes for
its global movement of human resources and equipnitealso depends on it
for exploration of both on-shore and off-shoreregources. The choice means
of travel by the industry that sustains the nati@eanomy is the air mode.

3.1.8. Defense

The euro-space industries of Europe started withh mmanufacturing of
airplanes for purposes of defense and the prosecofiwars. It was later that
planes were manufactured for commercial use imtbheement of passengers,
mails and cargoes. Today, planes play a major iroléhe prosecution of
modern warfare. The Nigerian government's massivestment in airports
and airspace infrastructure was informed by thelnedave a verile, safe and
secure military and civil aviation industry. The ttea of defence forms a
major policy objective of emerging national airknend therefore could
influence their aircraft utilization decisions. ng the Nigerian civil war for
instance, the Nigerian Airways aircrafts were otwmaaly used to transport
food. Defence plays a dominant operations objedie@use of the set aims of
government who provide what the National carrieedse to remain in
business. In most living cases, a national ailbndisposed to combine roles
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between attaining defence objective, and profitgbiHowever, the private
airlines are commercial in nature and aim at pabflity enhancement and
yield maximization, Other National defense valueawtraft use include pilot
training capability, civil air patrol, surveillancg the airspace, etc.

3.1.9. International Trade

Between 1987 and 1991, there was a net exporZah8lion liters of aviation
fuel. The Nigerian airports handled =N=21.5 billiomport and export
between 1988 and1992 with exports accounting forER billion . The
=N=21.5 million was combined contribution of aiatisport to our
International trade for the period under review.

3.1.10. Contribution to GDP

Air transport contributes greatly to the nation'so& Domestic Product
(GDP). The Naira value aggregate contribution efAlir Transport to the
GDP of Nigeria for the period 1991 to 1992 was =22 billion.

4.0 CONCLUSION

The mode of Transportation by Air, because of thigue absence of physical
barriers, has contributed immensely to the devetygnof the Nigerian
economy. Nations have gained in the areas of iatemal trade, tourism
business, finance, cultural interchange, sportk,erplorations, population
distribution, employment generation, defense aterindustrial/commercial
activities.

5.0 SUMMARY

6.0

In this unit we learnt about the importance ofatesregular and economic, air
transportation system to all nations. We also lealpout its uniqueness over
other modes of transport like road, rail, water svat, especially the

absence of physical barriers.

TUTOR MARKED ASSIGNMENT

List and explain 8 advantages of Air Transportatma developing nation like
Nigeria?

7.0.REFERENCES/LIST FOR FURTHER READING.
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Onwumere, N.M. (2003) “Air Transport Operation daidnagement.”
Transport Management Research Bureau, Lagos.
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1.0INTRODUCTION

In this unit, we will be discussing airport safetiyd security issues which are
of great important to airline operators. There laasic facilities that must be
provided at both the airport and the airspace iftina business to thrive in an
atmosphere of safety and security. The unit wilicto on all those areas
requiring utmost attention of management of theai; airspace and the
airlines in order to put in place adequate safetgl aecurity measures to
protect and cargoes.

2.0 OBJECTIVES
At the end of this unit, students should be able to
=1 Appreciate the overall security environment withihich the airline business
operates.
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+ Discuss safety issues of any Airport.
+ Assess the safety health of an airline
+ Understand the major problems facing aircraft opena

+ Know the airport facilities that must be providedensure adequate security
and safety.

3.0 MAIN CONTENTS

3.1 SAFETY ISSUES
The operation of Airport is faced with a lot of @&tnts, incidents and
security. It is for this reason that managemenbath the airport and the
airlines must take adequate measure to protecepgsss. Adequate safety
measures can be in place by addressing the foltpasieas:-

i Fire

il Accident
il Attack

v Bird strike

3.1.1FIRE
An airport must have fire service available whemeaiecraft is flying. This is
part of the conditions given by ICAO and indeedstprovision is clearly
stated in the Airport license issued by NCAA. Apstated number of firemen,
fire appliances including quantity of extinguishingiedia and rescue
equipment are required by each airport accordinthéolevel of operation it
handles. Airport fire service must have heavy-diatys tender, light rescue
unit and heavy-duty air crash trucks.

3.1.2ACCIDENT
The Airport Authority or management is responsilite the plans and
provision of facility to cover emergency situatiespecially aircraft accident,
that may be caused by engine malfunctions or ay&iems. Rescue personnel
and police to cope with cases of accidents covegmgrgencies for both on
and off the airport should be available at theairp

In controlling cases of accidents, the Airport ngeraent should co-ordinate
the rescue operation and makes all necessary amamg for handling light
injured persons and survivors who will be sufferirgm shock.

3.1.3 ATTACK
One of the major problems of Air transportationhis attack of the Aircraft
and the captain/pilot by:
+ Terrorists
+ Hijackers
+ Criminal
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+ People with unsound mind or mental disorder

+ Unruly passengers.

+ Under the influence of alcohol, smoking, illegaligs etc
+ Use of laptop and mobile phone.

The Airport Authority or management is responsibdeplan and prepare
people by drilling them to combat case of hijackargl terrorism. There is
need to review strategies at regular intervals ieuee that hijackers and
terrorists can be identified in good time. This t@nachieved if management
to make adequate arrangement for inquiries fronpleeaho would wish to
get information on the incidence including relasvef the victims and the
public.

3.1.4 BIRD STRIKE

This is a major problem which airplanes face winlghe air or on ground.
Bird strikes occur when a bird or birds fly intoetlircraft engine causing
major damage to the engine. Bird strikes are commdroth developing and
developed countries and apart from the engine shialise damage on the
wing or tail plane. If a plane is in the air duriadird strike, it could result to
a crash and loss of lives.

3.1.4.1BIRD STRIKES CONTROL MEASURES

3.2

The Airport Authority has a primary duty to insteéumeasure for “Bird

Control” in all the airports in Nigeria and else avd in the world. Such

measure includes:

a) Obtaining proper equipment for bird control based @vil Aviation
Authority (CAA) advice.

b) Appoint somebody to be in charge with the taskardinating the bird
scanning effort.

c) Ensuring that bird controls are properly coordidadad supervised.

d) Issuing a comprehensive set of instructions setimghow bird control
should be carried out and the techniques to beegpplhen necessary.

e) Report any incident of bird strike to the Civil Afions Authority.

SECURITY ISSUES

Enhancing Security surveillance and facilitationaisprimary duty of the
Federal Airport Authority of Nigeria (FAAN). Aviath security is very
important in this modern time and airport managemeffort is directed
towards arresting the prevalent of the following:

i. Thieves and pilferers

ii. lllegal immigrants

iii. Drug traffickers

iv. Smugglers of all kinds.
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3.2.1 There are some other agencies, at the agpbat provide essential and
complimentary services for airport operations aedusity. Some of these
organizations are:

+ Nigerian Custom Service

+ Immigration Service

+ Nigerian Drug Law Enforcement Agency
+ State Security Service

+ Nigerian Police.

3.2.2 MOVEMENT WITHIN THE AIRPORTS.
Free movement of passengers and their companioafioised within the
unrestricted areas. Restricted areas are usualliyechavith warning signs for
passengers and for companions. For escorts whon@esty passengers to the
departure halls, they are usually not allowed bdydme relevant lines’
ticketing desks. Similarly contact with them aftiee final custom checks.

3.2.3 SECURITY FACILITIES
To ensure security at the airports, managementldipyavide the following
facilities:

a)

b)

f)

Perimeter Fencing: - There should be a fence whithideally have a
ten-foot clear area in either side. Where installediicrowave fence has
the ability to flash a warning of intruders stiime distance away.

Identity Cards are issued to Airport workers aneoiied by security
guards.

Cargo terminals are installed with closed circu¥ With zoom lens
cameras, videotape recording twin-lock system figh hvalue articles,
with one key held by security guards and the othwgra document
acceptance officer.

Airports and Airlines may install X-ray machineshave all cargoes x-
rayed. A portable explosive detector gives an dadilarm.

Airports and Airlines may routinely decompress eomérized cargoes
cargoes for 12 hours to reduce the possibility ombs exploding in
aircraft cargo hold. Airport and Airlines have nietigtective gateways
which have electromagnetic field between framegdsimetal columns.
Each door gives an alarm for any metallic objecasMmodern airports
now screen passengers through electro-magnetid-dedttors.

Hand baggage is visually searched using low dogagg equipment, and
the contents are displayed on a high definitionstxéen. In recent times,
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3.3

a combined check-in desk and electronic weigh witi digital read out
and x-ray security screening points are used byn&s.

g) Crew Training and Licensing
The operation of aircraft is very delicate and yisks a single case of
accident may cause a lot in term of lives and Jakigroperties. To ensure
safety at air, all safety requirements by ICAO firport Operators and
Airlines must be met. Crew Training and licensingistn be seriously
considered.

FACTORS IN ASSESSING THE SAFETY HEALTH OF AN
AIRLINE

There are safety factors that determine the hedlém Airline which top
management must address. These are:

I. Proper coordination of ramp safety

ii. Quality of aircraft maintenance

lii. Pilot competence: training and Re-training

Iv. Management attitude towards safety.

3.3.1 Ramp safety

This is the avoidance of risk around the airchafhen we talk of ramp safety,
it is imperative to consider such factors as: -egigmce, adequate training,
correct tools, consultation, vigilance, will, carefess and other related human
factors that interfere to ensure the concept aétgabData of airline operation
are usually recorded, stored and analyzed. Thdtseste used to determine
the safety limits for the future.

Classification of Ramp safety.
This can be classified into:

I Safety of equipment

il. Safety of personnel.

Safety of Equipment.
This can be sub-divided into:-

Safety of aircraft, gland handling Equipment,
Spare parts and Engineering tools etc.
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Ii. Safety of Personnel

Factors which pose high danger to personnel oreting includes:-

a.
b.
C.

d.
e.

Airport noise and air pollution due to air jet el

Accidents to personnel while at work.

Exposure to ‘S’ ‘C’ and ‘X’ microwaves of aircrathdar during grand
testing.

Ingestion of personnel to engine air intake.

Effect of exhaust jet blast on personnel.

3.4.AVIATION SAFETY COMMITTEE

3.4.1.Management Safety Committee consists of:-

iv.

V.

Vi.
Vil.

Airline safety co-coordinator — Chairman

Head of safety.

Chief Air Safety Investigator.

Senior Manager, Safety.

Snr. Air Safety Investigators.

Air safety Investigator

Departmental Safety Officers representing Marketirigedical,
Catering, Engineering and maintenance, Ground Bogemp,
Properties, Division, Personnel and Carbin SeryiEgs and Security
Units.

3.4.2.FUNCTIONS OF SAFETY COMMITTEE.

These are:-
a. Help communicate safety programmes to everyone.
b. Makes sure inspections are carried out regulartiraports of

safety hazards sent to the appropriate authority.

C. Handles complains and emergency cases.

d. meets twice a month.

e. organizes safety drills regularly.

f. Organize Ramp safety week.

g. Make recommendations to improve safety programmes.

3.5 WHY PROMOTE SAFETY

3.5.1.Personnel Level

e To save ourselves from pain.

e To save our lives and limbs

e To save us from loss of income and unnecessarynsgge
e To save us and our loved ones from sorrow.

3.5.2.Company Level
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Cost of an accident cannot fully be quantified Whien an aircraft crashes
following the neglect of safety regulations, thieefs on the airline are:-
e Damage to the Aircraft and other equipment.
Loss of production e.g. accident mishap due tovoeather.
Reduces productivity.
Lower morale.
Cost of recruitment, training or replacement.
Hospital costs — may be borne by the Airline.
Compensation cost can be very high.
e Displeasure of the Government.

4.0.CONCLUSION
It must be remembered that issues of security afetysin air transportation
are the responsibility of everybody. However thiengry responsibility is that
of the Government. In Nigeria, the Federal MinistfyAviation is saddled
with improved safety regulation in it safety overdi functions. The
government also ensures improved Airport and Aeragecurity Management
as well as improved airspace management.

5.0 SUMMARY

The aviation industry cannot exist if issues bartgon security and safety are
not handled adequately by government agenciesAittine canopies and the
general public. Safety issues at the airports are:-

o Fire.

e Accidents and rescue operations.

e Attack.

e Bird strike.

Security issues include:-
e Thieves and pilferers.
e lllegal immigrant
Drug traffickers.
Smugglers.

Security Agencies at the Airports are:-
e The Nigerian Custom Service.
e Immigration Service.
e Nigerian Drug Law Enforcement Agency
e State Security Service.
e Nigerian Police.

In assessing the health of an Airline, the follogvfactors are important.
I. Proper coordination of ramp safety.

il. Quantity of Aircraft Maintenance.

iii. Pilot competence
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\Y2 Management's attitude towards safety.

Finally, an Aviation Safety committee must make oramendations to
improve safety programmes and communicate the ivgglo safety
programmes to every one.

6.0. TUTOR MARKED ASSIGNMENT

How would you address the issues involved in thesyit of safety and
security of passengers in the air transport ingustr
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1.0INTRODUCTION

In the previous unit, we discussed the need to hdeguate safety and security in the
aviation industry. There are international orgatiwes responsible for setting
standards and practices that enhances safety andtgeln this unit we shall discuss
these organizations and let the students knowdleetiney play in the industry in

order to bring about safe, orderly and efficiemtteansportation... First we shall learn
about the role of the International Civil Aviati@rganization (ICAQO) that sets
Standards and Recommended Practices (SARPS) fenthie aviation industry
before discussing briefly, The International Aiamsport Association (IATA) which
deals on regulatory, unfair competition and enforest of established fares, rates
and charges among airlines.

2.00BJECTIVES
After going through this unit, the student shoudddble to:
e Appreciate the international nature of aviationusitdy.
e Know the administrative structure of ICAO.
e Explain the functions of ICAO.
e Appreciate the role of IATA, as an associatiorthia establishment of fares
and rate-tariff regulation of airlines. .
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e Identify the differences between IATA and ICAO.
3.0MAIN CONTENT

International bodies and associations in Air Tramigiion are organizations involved
in issues of international nature in the provissupply, control and use of air
transport facilities and equipment. We shall disd@AO and IATA in detail.

3.1 International Civil Aviation Organization (ICAO)

The International Civil Aviation Organization-ICA® an assembly of sovereign
States and an agent of the United Nations charggcie responsibilities of
standardizing uniform procedure and facilitiesifdernational air transport. It
was formed in 1944 after the Chicago Conventioth ws headquarters in
Montreal-Chicago. ICAO deals directly with govermiteeof member nations.

3.1.1.Aims and Objectives

The aims and objectives of ICAO are:-
“to develop the principles and techniques of ind¢ional air navigation and to foster
the planning and development of international raingport so as to:
(1) Ensure the and orderly growth of internationallcwviiation
throughout the world;
(i) Encourage the art of aircraft design and operdtopeaceful
purpose;
(i)  Encourage the development o airways, airports anthgigation
facilities for international civil aviation;
(iv)  Meet the needs of the people of the world for safgular, efficient
and economical air transport;
v) Prevent economic waste caused by unreasonable atompe
(vi)  Ensure that the rights of contracting states dhg fespected and that
every contracting state has a fair opportunitygerate international
airlines.
(vii)  Avoid discrimination between contracting states;
(viii)  Promote generally the development of all aspecistefnational civil
aeronautics.”

3.1.2.Functions of ICAO
1. Promotion and improvement of facilities for regudaud safe air
transportation, ensuring standard runways, stanglackdures,
supervision of airport construction, lighting, beas, various
navigational aids and air traffic control.
2. Deals with governments in order to ensure thatsahesolutions
and recommendations are practiced and complied.
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3. ICAO ensures that IATA members implement Annex 9ciitdeals
with standardization of forms used in passengedIliag of
international traffic such as general declaratpagsenger manifest,
cargo manifest etc.

4. It maintains a close liaison with the Universal tab&/nion for orderly
and systematic carriage of post office mails oarmmational routes.

3.1.3.ICAO Committees

For ICAO to achieve its functions, it establishikd following committees for
effective and efficient coordination:

a) Air Navigation Committee: To deal with licensing of crew, standardization
of airports, navigational aids and communicatiounigpent, etc.

b) Transport Committee: To meet with IATA for safe, economic and easy
handling.

c) Legal Committee: Making Aviation Laws and ensuring that they areeatld
in individual national laws and legal matters.dtords international legal
agreements and draws up the next future interretmonventions.

d) Joint Support of Air Navigation Services Committee.

e) Unlawful Interference Committee. To serve as a check on States against
any interference of airlines flying through thesrritory.

3.1.4.The Administrative Structure of ICAO

The structure of the International Civil Aviatiomr@anization-ICAO is as follows:
e The General Assembly

e The Councll

e The Secretariat.

3.1.4.1.The General Assembly

All the states that ratified the Chicago Conventoa in General Assembly. Those
states which were not sovereign states as at 1&44e& members by adherence. The
assembly meets and holds a full scale meeting dliezg years.

The general assembly does the following functions:

To elect the council

To vote the annual budget

To make amendment to the convention

To delegate the necessary powers to the coundhéodischarge of the duties
of the organization.

PwnpE

3.1.4.2.The Council of ICAO

The Council is composed of 33 contracting statestet by the Assembly.
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The council elects its own President, (Executivaybaf ICAO). It deals with the
problems which ICAO has come to solve and it is enaidthe committee as stated
above.

3.1.4.3.The Secretariat

The secretariat is the administrative centre ofofganization and it is headed by the
Secretary-General who is in charge of the secegtdrhe secretariat does all
functions within its power and any other dutiesgrssd to it by the assembly. It is
divided into five main divisions:

0] The air navigation bureau

(i) The air transport bureau

(i)  The Technical Assistance bureau

(iv)  The Legal Bureau and

(v) The Bureau of Administration and services.
The senior personnel of the secretariat are rechwh a broad geographical basis. In
addition to the regular staff, the services of etgare obtained from time to time by
loan or secondment from contracting states whaei@l or secretarial employees are
generally recruited locally in the areas wheredfganization has offices. ICAO has
7 regional offices.

3.1.5.How ICAO has tried to achieve the objectives.

The International Civil Aviation Organization hasdm successful in meeting the
objectives especially in the safety, operationstactnical aspects. Although it has
not fully achieved much in the economic points igfwdue to the problems of
multilateral agreements, it has succeeded in pnogid generally accepted;

e Safety standard of operations;

e Design of aircrafts and airports;

¢ Introduction of common practice and equipmentsughmut the world.
ICAO has achieved these by:

1. Passing orders through national aviation autberof different nations to

ensure:

a) The compliance with the national and internatigtahdard and
regulations including designs, construction andesance of
airports, liaison with aircraft manufacturers aimtirees.

b) Standard maintenance and regular servicing ofadtscand
equipments.

c) Training and licensing of operating crew.

d) Operation of aircraft and crew.

2. ICAO has ensured that the art of aircraft desigth operation are for peaceful
purpose.
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3. By meeting with IATA and other international bodi#SAO has tried to
needs of the people of the world for safe, reg@Hicient and economic air
transportation.

4. It has avoided economic waste among airlines affiereint nations by not
allowing unnecessary competition. It has achiehesiliy licensing.

5. By making rules and regulations, it has successtuthieved many of
its objectives. It provided a level playing grouiod airlines operating in
the aviation market.

3.2. THE INTERNATIONAL AIR TRANSPORT ASSOCIATION (IATA)

The International Air Transport Association-IATAasworld organization of
Scheduled Airlines. It is a private, democrati¢ernational, non-profit making
organization of world Airlines. IATA as a voluntamyon-political and democratic
association had its Articles of Association wasg€dd by the International Air
Transport Operators Conference at Havana, Cul#grih1945 at which the
Association was founded. It has its HeadquarteMantreal, Canada.

There are two kinds of membership into the assiocigictive and Associate.
Active members are Airlines that operate schedulnational or International
plus Domestic services. Associate members are thiolsees that operate
Scheduled Domestic services only.

3.2.1Basic Source of Authority.

The highest body in IATA is the Annual General Megt(AGM). In the AGM, all
members have equal vote. There are many committdd3 A and highest
committee is the Executive Committee (EXCO) wheldirectly responsible to the
Annual General Meeting (AGM). The year round poliisection is provided by the
Executive Committees.

Legal Committee

Financial Committee

Technical Committee

Traffic Advisory Committee

Medical Committee

agrwnE

There are also Sub Committees, Boards, Agencie®andls set up from
time to time to enhance the efficiency of IATA.

3.2.2.Aims and Objectives of IATA.
The aims and objectives of the associating are:

a) To promote safe, regular and economic air trarnsmwdies engaged
directly and indirectly in international air trargpservices.
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b) To provide means for calibration among the airgpamt bodies
engaged in international air transport services.

c) To foster air commerce.

d) To cooperate with ICAO and other international oigations.

3.2.3.Functions of IATA

The functions are:-

i. Organizes cooperation between airlines.

ii. Acts as spokesman for the air transport industrglation with
government and governmental organizations.

iii. Standardization of Traffic Procedures, includingriat for international
tickets, Miscellaneous Charges Order (MCO), Air \MiyPrepaid
Ticket Advice (PTA), Excess Baggage ticket, etc.

iv. Removing unfair competition and enforcement of l@gthed fares, rates
and charges.

v. Establishment of a clearing house in London fandeation of
financial business by members.

vi. Establishment of uniform procedures in the formlA0fFA Recommended
Practices and/or Resolutions.

3.2.4.Achievements of IATA.

|
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Contributions to Airlines and the people of the M@t large are:

Integrated global service air-netwotRTA developed co-operative efforts that
produced the basic operational and technical proesgdsystems, agreements
manuals that have aided the smooth the perforn@raidines globally.
Co-ordination of international rates and fares.

Helped the fashnd_economic carriagd passengers and cargoes.
Contributed to the development of international owarce.

Solving airlines_problems Problems arising from the differences between
languages, currencies, laws and measurements bawuesblved by IATA.

For the public interest, IATA has achieved a stad@ar transport operation,
with the lowest possible rates and fares.

Maintain_peace and co-operatiamth other international organizations
especially ICAO which is its direct associates.
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4.0 CONCLUSION

The Airline industry operates under internationalty standards and practices that
provide a level playing field for all operators. ifémm standards and procedures exist
for the construction of airports and facilitiespyision of navigational aids and
communication equipments, licensing of crew, aitatasign etc. ICAO has been
largely successful in providing a generally acces&fety standard of operations,
design of aircrafts and airports and introducingnomwn practice and equipments.
IATA serves as a cartel of airlines operators wisgpply the aircrafts on

international routes, monitor unfair competition@rg member airlines and serves as
a clearing house on financial transaction of aadin

5.0. SUMMARY

This unit which deals with the key internationagjanizations that regulate aviation
practice worldwide can be summarized as follows:

ICAO IATA
1. An organization of governments A body consistingharlines.
2. Financed by governments of Financed by Airlines wdre
sovereign States who are members. members.
3. Major objectives are to ensure safe Major objectsséor the
and orderly growth of civil aviation, airlines torm a “cartel” so

development of airports, airways etc. as to infageits market by
regulating competition.

4. Has responsibilities of promoting, Acts as spokesrfar the
improving and ensuring standards transport industiganizes
on airport constructions and cooperation betwedmes,
facilities, air traffic control etc. establish stimdization for

traffic procedures and a clearing
house on financial transactions.

5. Makes recommendations and sets Set standard forfoats
standards for crew licensing and internationaldiskand fixes
airline route licensing. minimum fares for schedule
passenger air services and
air freight.
6. Organized through the General Organized throughAhaual
Assembly, The Council and The General Assembly (AGMe
Secretariat. Executive Committee (EXCO),

and five standing committees.
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6.0 TUTOR MARKED ASSIGNMENT

How would you assess the contribution of the Iraéamal Air Transport
Association (IATA) to the development of Airlineadithe people of the

world at large?
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