AIRPORTS OFFER GOOD BUSINESS OPPORTUNITIES

                                                                                          Vivek Pattanayak

Introduction

With the commencement of aviation in the world, need for airport and  air traffic services became inevitable. In the early stages of aviation development, the airport and air traffic services remained under the control of the State. In some of the countries, even airlines were under the state control.. In Europe and USA , some of the airports were owned by the municipal governments and by other local authorities. This was the beginning of the concept of airport autonomy free from governmental control whether national or provincial. Nevertheless, air traffic services    remained invariably under the State .With passage of time the airports with or without air traffic services got corporatised and became autonomous for financial, economic, political and administrative reasons. With the wind of privatization blowing strong particularly after the demise of the socialist bloc, there was emergence of airports which were under the private management. 

Privatization

With  corporatization and then with privatisation increasingly the issue of running the airports commercially was raised. This also led to the concept of profit and loss. How profitable the business of airport operation is? That was the question  in the mind of the private entrepreneurs. Increasingly, in the last two decades many airports have sprung up in North America and Europe which are privately managed. The corporatized airports whether in public and private management had to be run commercially  based on sound economic principle. The economic and financial viability and profit and loss became the primary objectives of these entities. As long as the airports remained under the government management and received budgetary support, the question of profit and loss and commercial consideration never arose. 

Now, the entrepreneurs and owners, however, had to ensure that  the airports remained profitable which gave reasonable financial return as they were answerable to shareholders. At the same time the profit could not be the sole motive of aircraft operation as there were many other stake-holders like passengers, airlines, traders, businessmen and shop keepers in the terminal buildings, and over above there was  considerations like security, safety and efficiency of handling passengers, cargo, baggage and mail. 

In this context Airport Council International in an article Understanding Airport Business has brought out that “airports are vital gateways for developing local business, and as such key component of local, national and regional infrastructure. At the same time, airports are much more than regulated public service providers. They are complex commercial entities that must meet well-defined business objectives in terms of day- to-day operations, financial performance and planning for future growth. Although each airport has its local characteristics, all airports are subject to the standards and recommended practices prescribed by the International Civil Aviation Organization

 Negotiations of traffic rights

For the airport to be profitable, it is necessary that it attracts more airlines, passengers, cargo etc. Airports themselves did not have any role in matters like exchange of traffic rights which determined the flow of airlines, when they were under the Government control or otherwise. The exchange of  traffic rights came  solely under the jurisdiction of the Ministries of Transport or Civil Aviation. In some States like USA, and Canada Department of State and   the Ministry of Foreign Affairs dealt with the subject in association with Department of Transport and Civil Aviation.. In some countries , the Directors General of Civil Aviation negotiated traffic rights. While airlines were invariably  consulted for grant of traffic rights as they affected them vitally.. airport were never in the consultative process in the earlier phase of development of international civil aviation. With management of airport slot becoming a problem with increasing traffic, Ministries and Directors General had to consult airport management before granting traffic rights. When the air traffic services were separated from the airports, both had to be consulted as handling of flights had its impact on runway, taxi way, parking bay  and terminal building in addition to airspace on approach. With corporatization and then after privatization, airports remained more at a distance from the Ministries and DGCAs. Therefore, grant of traffic rights was not usually getting influenced by the airports unless airports could lobby with Ministries. More liberal was the regime with regard to grant of traffic rights, more opportunities came to the airports for making income and doing better business.There was a conflict between the interest of national airlines and the interest of airports The national carriers, particularly when they were under the state control opposed the liberal grant of traffic rights, and came on the way of open sky policy as they feared competition. Even some private national airlines could also influence the governments  not to grant traffic rights to foreign airlines.. Right up to mid-nineties of the last century  the national airlines all over the world had overwhelming influence over their national governments whether or not to adopt open sky policy. As a result of this, airports particularly those which were corporatised or privatized came in conflicts with their national airlines. 

Role of ACI

With emergence of good number of  private airports, they could also  lobby with their governments to increase their commercial viability, and their approach was mostly for more liberal regime of exchange  of traffic rights. Airport Council International a body consisting of airports of the world has significantly influenced the national policy. It has been a strong advocate of liberalism in air transport. It recommends that airport capacity issues be addressed during negotiations of traffic rights.. The best way to ensure this outcome is to have airport representatives participate in national or multi-national negotiating teams.

Foreign airlines are for liberalism and domestic airlines recommend cautious approach almost verging on restrictions. In such circumstances, there is always good cooperation between  airports and foreign airlines. With increased access of foreign airlines the airport profits augment. Each autonomous airport likes more airlines to operate.

Competition
There can be competition between airports. Vienna and Bratislava are close to each other..They are both close to city centres with well connected highways, and rail   services to airport. Bratislava can  offer more competitive terms like lower landing charges to attract airlines. Passengers traveling from Vienna can easily travel by road to Bratislava and passengers from Bratislava can travel to Vienna by road. In the early eighties, there was a competition between Abu Dhabi and Dubai  although Abu Dhabi and Dubai are both under UAE.. Since Dubai was a separate sheikhdom, the administration of Dubai was always encouraging foreign airlines to fly to Dubai. In mid-eighties Sarjah grew up as an international airport. The local administration was trying its best to promote its airports for foreign airlines. The Fujairah airport was completed towards the end of eighties. That airport was being promoted to foreign airlines to increase its business. Indian Airlines was offered to fly to Fujairah without corresponding concession in traffic rights to Gulf Air and Emirates both the airlines of UAE. Similarly, Calcutta was offered by India to foreign airlines to increase its viability. Singapore Airlines and Jat were the beneficiaries of this approach. When Mirabel Airport was constructed at Montreal, the government of Canada in order to promote the airport made it a pre-condition that new airlines can fly to Toronto only if they flew to Montreal. Air India could have access to Toronto only by flying to Montreal.. All these things will show airports, sometimes, are promoted by the governments to make them profitable. 

To quote ACI, airports compete now more than at any time in the history of aviation. They compete for new air services, for low-cost carrier traffic, for transit traffic and for cargo services. Indeed, some 550 airports congregated last year in Copenhagen to talk to the carriers about new routes and route development.

Dubai, while geographically distant from the Asian hubs, also compete for transit traffic between Europe and Oceania and was recently estimated to be a transit hub for approximately one-sixth of all passengers traveling between Europe and Australia. In addition a number of the world’s urban areas have strong competition amongst local airports. In the San Francisco area where there are three airports compete with each other for domestic traffic. The same is true in case of Washington D.C. which has three airports serving the area. Another competitive situation exists between smaller airports near city centres and the established airport operators. London, Luton and City Airport come within this category.

.

Environmental issues

The traffic to the airports is sometimes affected on the grounds of environments. The airports in Europe and East Asia are sensitive to movement against noise pollution. Night curfews leave the airports unutilized for substantial period of time leading to congestion in the morning and diversion of flights do take place to other airports which affects profits of the airports. Because of night curfews both in the West as well as in the East, sub-continent of India experiences congestion in the night. This has considerably increased the revenue receipts of the international airports of the sub-continents. At the same time, during the day airports are empty. With rising consciousness among the middle class Indians and Pakistanis for better quality of life, the sub-continental airports may be affected by the night curfews.

The above paragraphs will show to what extent the traffic right, environmental concerns will affect the revenue of the airports and their profitability. 

Revenues

Landing charges, parking service charges, security charges, noise related charges  and other charges on the air traffic operations  are the sources of revenue of the airport. In addition  there are income from ground handling charges. ICAO’s Policies on Charges is the guidance that provides  for determining the charges. Article 15 of the Chicago Convention and Document 9082 regulate the provisions relating to airport and route navigational charges.

Non-aeronautical activities

Aviation fuel and oil concessions including throughput charges, restaurant bars cafeterias and catering services, duty free shops, rentals constitute non-aeronautical revenues.

Traffic growth generates higher aeronautical revenues through an increase in aircraft movements .It also drives non-aeronautical income  higher with more passengers spending on airport products and services. Chapter VI of the Airport Economic Manual, (Document 9562) identifies the types of non-aeronautical business in the airports those  have been promoting to increase in the profitability .Data from ICAO in 1990 indicates that  only about 30% of airport revenues were from non-aeronautical sources. ACI survey has confirmed that the global figure is now closer to 50%..A number of airports have income to the tune of 60% through this source which includes retail concession, auto-parking,  rental car concessions and property income from leasing of airport land. 

 Tourist traffic

 The flow of tourist traffic to airport can be a major source of income with increase in 

arrival of passengers and scheduled and non-scheduled flights. This will depend upon the infrastructure that  exists to facilitate  the tourists    in the hinter land of the airports. The efficiency of the airports starting from immigration ,customs clearance and baggage handling etc will affect the marketability of the airport. Facilitation at the airport will constitute an important factor. Annex 9 of ICAO gives the guidance with regard to facilitation.. Security  is guided by Annex 17 which is equally important. .Facilitation and security are mutually complementary

Growth of autonomous airports in India

The history of aviation in India traced back to the early part of the last century with  law relating to aviation coming  into book in the thirties envisioned at that stage that airports, air traffic control services, licensing and regulatory system would all come under the umbrella of Director General of Civil Aviation. There were civil airports and military airports. It was quite common for  civil aircraft operating from the military airports. With the growth of international traffic, Bombay, Calcutta, Madras and Delhi were identified as international airports and were brought under the banner of the International Airport Authority of India under the law of Parliament This authority had control over these four  airport but air traffic services remained under the DGCA. In the  mid-eighties of the  last century,  National Airport Authority was created, having been being carved out of the establishment of DGCA. It became an autonomous, statutory body for all domestic airports. In addition, it retained the air traffic services under its control. In the next stage of development in India, Airport Authority of India was established which controlled all airports both domestic and international and also looked after air traffic services.
Private airports

 Concept of private airport also came in the nineties. First attempt was made at Bangalore. Meanwhile, at Cochin with public and private participation, an airport has come up giving considerable opening to the traffic from and out of Gulf. In the last couple of years, Delhi airport has been privatized. .This is in the area of restructuring and modernization. Trend towards private airports has taken root in India. Bangalore is a Greenfield airport .The De;hi Airport under GMR is under the  concept operate and manage.

In India there are 450 airports managed by Government agencies such as defense services, State Governments and Airport Authority of India .Scope for privatization of airports is large. Opportunities to make these entities run on  commercial basis do exist as has been seen in many parts of the world. London. Amsterdam, Singapore, Hong Kong and Paris show how booming business activities do take place in the airport and around them

Conclusion

The Annual Report of ICAO states the following: “the strong growth on the autonomous airports and air navigation services providers worldwide continued. The involvement   of private interests also accelerated but principally in the airport sector. This occurred not so much through outright purchases of airports, but rather through various forms of private involvement such as partial ownership and management contracts.”

From the beginning of civil aviation hundred years ago, safety has been the primary concern of the governments, airlines and passengers. With evolution of commercial aviation with growth of passenger traffic across national borders the need for international body to prescribe standards of safety was  felt from the early years of the twentieth century fructifying after the First World War with the establishment of the CINA(Commission   for International Air Navigation )  supported by the League of Nations. Progress of work to prepare international regulation of aviation safety was halted by the collapse of the League and out break of the Second World War. The effort restarted after the Chicago Convention was adopted and ICAO was created. In few years due to global effort and consensus , standards and recommended practices of safety were prescribed by ICAO and they were designated as Annexes to the Convention covering issues relating to licensing, rules of air, meteorology, charts and maps, aircraft marking, aircraft operations, airworthiness, facilitation, communication, air traffic services, search and rescue, accident investigation, airports, aeronautical information, environment, aviation security and carriage of dangerous goods. In addition to these Annexes, ICAO produced Procedures of Air Navigation Services(PANS),Supplementary Procedures(SUPPS),Regional Procedures and Circulars, Manuals, Digests and organised seminars and workshops to disseminate the host of technical information among the States for the benefits of pilots, air traffic controllers, aircraft maintenance engineers, flight engineers and radio operators and flight crew. For less developed States ICAO promoted a large scale technical cooperation program to ensure that safety in aviation is given the highest priority

The States unless they filed their differences to ICAO Annexes are obliged to follow them. It was expected that they would have to make their regulations compliant to international standards and recommended practices(SARPS). The cornerstone of the Chicago Convention was the State sovereignty. Notwithstanding the provisions in the  Convention under Article 48 read with  Article 54(k) to report on  a sovereign member State of the Organisation(ICAO) for failure to adhere to the Convention, for non-compliance to Annexes no explicit action was envisaged either by way of sanction or embargo etc. At the same time there existed provisions between Articles 69 and  72 for the Council of ICAO to rectify defects in the air navigation facilities which were  safety related in a State ,of course with its consent .Till such time such defects were either not rectified by the State itself or by the Council of ICAO, it could advise other States from desisting  use of such facilities.

In spite of these provisions, principle of sovereignty insulated States from their deficiencies. Assembly Resolutions although had political significance could not irrevocably bind the States down to safety obligations without any action through international organization like ICAO. 

Many developed States in particular the United States  took bilateral action for compliance of safety measures. Sometimes FAA inspectors visited other States to asses the safety and security  measures. They advised the States to rectify the defects noticed during their visit. At later stage they advised their own air lines about lack of safety requirement in the States they were flying  into. Further due to Congressional pressure particularly after the Avianca crash they published the list of States who were non-compliant and suggested that their airlines would not be given access to US airports notwithstanding bilateral agreements for traffic rights. This unilateral  action produced international reaction from the developing States. Even the European States protested against the US decision on aviation security which authorized the FAA inspectors to  have access to the European airports to give  clearance. At this stage ,the European regulatory bodies insisted on ramp inspection of airlines from Africa, Middle East and Latin America and Asia -Pacific.  Since there was global concern about safety of aviation,  ICAO convened a conference of DGCAs under the initiative of France where the idea of international audit came up. This was supported by an Assembly Resolution. It envisaged universal, neutral, independent and mandatory oversight audit  under ICAO(IUSOAP). To make it legal and consistent with the principle of State sovereignty each State was urged to sign a Memorandum of Understanding with ICAO allowing audit by a team of experts chosen by the Organization. It was envisaged that the audit should remain confidential till finalization. Certain time was given to the States to rectify defects. Initially audit covered Annex 1,2 and 8 but afterwards it was extended to  Annex 11,13,14,and 17.Now the scope of audit covers all Annexes except Annex 9 which relates to facilitation. This also takes into account all the regulatory materials developed by ICAO under different Annexes. After 9/11 the security audit became universal and  mandatory under ICAO. Thus Annex 17 was embraced under IUSOAP although it is called Universal Security Audit Programme(USAP).

In the last several years the safety audit programme has evolved to take into account the principles of universality, transparency, objectivity, consistency, fairness ,timeliness, all inclusiveness and quality. The transparency now includes full disclosure of the final audit reports after the period available for rectification has elapsed in order to make States aware of the state of oversight that exists in other States. The scope of audit covers regulatory legislation, training of oversight officials, licensing ,certification of technical personnel, and continuous surveillance.

India’s civil aviation  has developed since early part of the last century. Legislation came into being since mid-thirties. After independence there was nationalization of airlines. The airports, air navigation services, aero-meteorology and regulation all remained within the ambit of the direct control of the central government. As years passed gradual autonomy in the sector came into being with International Airport Authority of India, National Airport Authority, and now there is Airport Authority of India. The DGCA has remained as a regulatory body. After economic liberalization,  the private airlines have emerged in a big way. Private airports have come up. In the light of this development in the last few years, the importance of oversight has become all the more relevant. Since India as a member of ICAO is under obligation to follow  IUSOAP, in the present liberalized background it must also improve audit and inspection programme. Although the aircraft legislation is supported by rules and executive instructions which are in tune with development of aviation in India, it is worthwhile making a review as to whether there is any regulatory gap in the light of the regulatory materials which have developed over period of last several years by ICAO.

With creation of National Airport Authority and subsequently Airport Authority of India the expertise on airport and air navigation services have moved out of DGCA. Airports and air navigation services provided by AAI and other private sector airports need to be inspected and audited from the safety point. It will not be correct to leave auditing and inspection of these facilities to Airport Authority of India as it cannot be neutral and objective. While AAI can audit private airports, it will be appropriate to give this responsibility to DGCA. The Government must review the expertise available in DGCA and buttress it not only in respect of airworthiness, licensing, accident investigation and but also in  areas of airports and air navigation services.

With increase in number of private airlines responsibility of DGCA has expanded. Internal safety audit system of these air lines has to be in place. While Air India has gathered institutional expertise over many decades the small low cost airlines have to acquire their experience. These airline companies have be  nurtured carefully under protective eyes of the of the government and regulator. It cannot be simply left to market forces. These companies have acquired a large number of aircraft and other equipment at considerable cost  with heavy outgo of foreign of exchange. Any mishap can make them bankrupt. If Pan Am after Lockerbie and TWA after B747 fuel tank explosion could fold up after years of institutional experience and goodwill, these fledgling low cost carriers can go into oblivion. Safety is crucial to growth  civil aviation  and cannot be left to market forces and remain unregulated.

What is true of safety audit is equally good for  security audit. Now increased threat levels owing to cross border terrorism, ultra-leftist extremism and ethnic militant secessionism have made aviation security audit  all the more important. The Commissioner of Civil Aviation Security is the regulator, whose  authority should be supported by statute and he should be given a fixity of tenure. In addition to vigilance at airports, there is need for vigilance of airlines. The regulator should ensure that airlines and airports have their internal security audit system in position. Verification of antecedents of personnel at the time of recruitment should be made obligatory. Indoctrinated persons in the cadre of airlines and airports can be great hazard to  aviation security. Surveillance system should remain in place to continuously monitor any slippage. 

What can elude everybody is the absence identification, inspection and vigilance of unused and derelict airports and airstrips now under State governments constructed by them or by the British during the Second World War particularly in the Eastern India and also such facilities by  erstwhile ruling princes before the merger of their States. Terrorist organizations after assembling a light aircraft, even single engine aircraft,  with loaded explosives can convert it into a weapon of  incalculable destruction. One should not rule out the possibility of terrorists even entering sanitized airport from these airstrips and hijacking  a parked aircraft.

Aviation audit is a preventive measure for safety and security, the crucial elements in growth of  civil aviation must be given the priority it deserves for a growing economy. India can ill afford to ignore.
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