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Air Safety Standards

The industry achieved a remarkable milestone in air safety standards in 2010 when
it received a Category One air safety rating from the United States of America.
The rating, usually determined through the assessment of the US Federal Aviation
Administration, confirmed that Nigeria has complied with air safety regulations
set by International Civil Aviation Organization (ICAO) safety and security stan-
dards. As a result of the rating, Nigerian-registered flights have direct permits to
the US with the benefit of reduced premium charges and preferences for leasing.

To maintain Nigeria’s air safety rating, certain initiatives and safety monitoring
measures have been set up by industry regulators. NAMA seeks to make air travel
safer by installing Total Radar Coverage of Nigeria (TRACON), and also acquir-
ing very high frequency radios. NCAA has also begun regular audits of various
airlines. These audits involve a comprehensive total system check as well as an
audit of operations, personnel, insurance and maintenance.

Setbacks

Though the industry has made considerable progress in passenger activity and
safety, the rising cost of aviation fuel continues to stifle airline revenues. Local
carriers also face challenges such as excessive taxes and charges, high aircraft
maintenance costs, inadequate training and capacity building, and the access of
international airlines to domestic routes through the Multiple Destination scheme.

Rising Cost of Aviation Fuel

The high cost of aviation fuel is a challenge for airline operators around the world.
In 2011 the unrest in the Middle East, especially in oil-producing Libya, pushed
up global oil prices to levels not seen since their peak in 2008. Aviation fuel spiked
even higher. The catastrophic earthquake and tsunami in Japan, which caused
outages at three major refineries, also took some aviation fuel off the market. As a
result, the price of aviation fuel has risen by nearly 50 percent above 2010 prices
and by 30 percent above prices at the start of 2011.

In Nigeria, although aviation fuel accounted for 15 percent of airline costs in 2000,
it accounts for 40 percent today. Within a 12-month period (from September 2010
to September 2011) aviation fuel prices rose by over 88 percent (from N8O per litre
to over N150 per litre) leading to a corresponding increase in air fares. Though the
global industry spends 29 percent of its costs on aviation fuel, Nigerian carriers
incur extra costs (which amount to an additional 11 percent) on the importation of
aviation fuel. Consequently, local operators have recorded significant losses and
falling profits despite increased passenger revenue. This situation has pushed
many Nigerian carriers into a distressed financial position. While some have gone
bankrupt, others have incurred huge debts.
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Chart 6:

Jet Fuel Prices
versus Air Fares

Fuel prices and average fares
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Excessive Taxes and Charges

Not only do local operators grapple with high aviation fuel costs, they are also
inundated by excessive taxes and levies. A recent IATA report states that the Ni-
gerian aviation sector has the highest number of charges in the world - the ICAO
confirms this fact. Airlines in Nigeria continue to battle with the cost of landing,
parking and navigation charges. This situation needs to be addressed to save the
industry from the current death rate of domestic carriers.

High Cost of Aircraft Maintenance

Aircraft maintenance services required by local operators are limited. While air-
craft typically require Category A to D maintenance services to keep them efficient,
only Category A and B services are available in Nigeria. Airlines cannot access
Category C and D services, which involve overhaul and turn-around maintenance,
in Nigeria. As a result, local operators have become heavily dependent on other
countries to meet this need.

Since foreign services are provided at a much higher cost, local operators are forced
to spend more on aircraft maintenance services than they would if services were
available locally.
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Dwindling Human Resources

Besides being faced with financial pressures, the Nigerian aviation industry is
also confronted with the challenge of dwindling human resources. With an aging
workforce and inadequate training facilities to develop new talent, the industry
has become heavily dependent on expatriate pilots and engineers to operate its
aircraft. According to the NCAA, less than 200 of the 700 pilots currently in the
industry are Nigerians. This small pool of local professionals is being depleted as
they accept higher paying jobs in other countries.

With its dependence on foreign experts, the industry spends over N10 billion an-
nually on salaries. This expense is a major contributor to the high operating costs
incurred by local operators.

Multiple Destinations Scheme of International Airlines

Through the Fifth Freedom of Air Act, the Multiple Destinations scheme allows
airlines to land at more than one airport in a specified country. Though it helps
countries to reduce airport traffic to a particular airport and creates additional
routes, the scheme could inhibit the growth of a country’s domestic industry if it is
not managed well. Typically, smaller countries limit international airlines to one
or two entry airports to ensure that local airlines benefit from guaranteed routes
for incoming international travelers.

In Nigeria, however, international airlines seem to have access to too many air-
ports. Some international airlines fly into Lagos, Abuja, Port Harcourt and Kano.
With such access to the country’s four international airports, foreign airlines hold
undue advantage over the domestic airlines by gaining all the domestic traffic.
Under such unfavorable competitive conditions, domestic airlines will continue to
struggle to generate revenues.

Regulators need to support local carriers by developing aviation policies that favor
the domestic air travel business.

Strategies and Solutions

Though the challenges confronting the Nigerian Aviation Industry are multi-
faceted, they can be resolved through the strategic and collaborative moves of all
industry players.

Government Intervention: Power and Aviation
Intervention Fund (PAIF)

In September 2010 the Federal Government of Nigeria, through the Central Bank
of Nigeria (CBN) and the Bank of Industry (BOI), extended a N300bn bailout pack-
age to the aviation industry under a Power and Aviation Industry Fund (PAIF).

While the PAIF has been offered to fast track the development of power and avia-
tion industries and improve the credit terms of operators, it would also provide
leverage for additional private sector investments in both industries.
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The PAIF is accessible to local airline operators duly incorporated under the Company
and Allied Matters Act. Besides the Bank of Industry, all Deposit Money Banks
and Development Finance Institutions (DFIs) are participating in the disburse-
ment of the Fund. Beneficiaries are expected to repay loans at an interest rate of
7 percent over a 15 year period.

The Fund is expected to cushion the effects of rising prices of aviation fuel and to
facilitate the development of aircraft maintenance facilities in Nigeria.

Mergers and Cooperative Models

By adopting more cooperative models, local carriers will expand their operations
and share costs and risks. Through mergers and other strategic alliances, many
American and European airlines have gained competitive advantage and reaped
major benefits.

In 2010, the merger between United Airlines and Continental Airlines formed the
largest airline in the United States. The new carrier has the capacity to serve 144
million passengers, to fly to 370 destinations in 59 countries, and to generate $39
billion in revenue. Similarly, the acquisition of North American Airlines by Delta
Airlines in 2008 created the second largest airline.

In Europe, the British Airways-Iberia merger has outsized the KLM-Air France
merger and has made it one of the largest carriers in Europe.

As global industry players shift from sole entrepreneurship and embrace coop-
eration, Nigerian airlines can also increase their chances to succeed by adopting
cooperative models.

Regulatory Concessions and Support

By granting concessions and reducing the amount of charges and taxes on local
airlines, industry regulators will help to keep them in business. In the United
States, the Houston and New York airports give new market entrants free landing
for the first two years; in the third year they only pay 50 percent of the fees. Such
concessions and support provide a helpful cushion for airlines.

Regulators should develop and implement policies that favor local airlines. Regu-
lators can protect the revenues of local airlines by controlling the access that
international airlines have to domestic airports and restraining them from flying
domestic routes.

Human Capacity Building

There 1s an urgent need to revive aviation training services in Nigeria. For about
four decades, the Nigerian College of Aviation Technology (NCAT), Zaria was the
only aviation training institution in Nigeria. Established in 1964, NCAT has been
wholly responsible for producing aviation professionals in Nigeria. In May 2011
the International Aviation College, Ilorin was commissioned by the Kwara State
Government as the second aviation training institution in the country.
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With more public and private investments promoting the establishment of aviation
training institutions, the industry will experience a much-needed boost in human
resource capacity.

Industry Outlook and Forecasts

The International Air Transport Association (IATA) predicts a gloomy picture
for the global aviation industry. IATA states that because of the current global
economy, 2011 may be more productive than 2012. It forecasts a 29 percent fall in
2012 industry-wide profits due to a weak economy and high jet fuel prices. This
forecast is built around a global projected growth rate of 2.5 percent in 2011 falling
to 2.4 percent in 2012. The financial performance of the airline industry largely
depends on the performance of the global economy. It has been projected that GDP
growth might be below 2.0 percent in 2012 and this automatically implies a poor
performance for the airline industry.

While revenues of $632 billion are projected, global industry profits are expected
to fall to $4.9 billion, resulting in a net margin of 0.8 percent. Passenger yields are
projected to drop in 2012 to 1.7 percent closely approaching a 50 percent decline
between 2011 and 2012. While air cargo volumes are projected to grow by 4.2
percent, yields are not expected to witness any growth.

Airlines in the Asia Pacific region are projected to maintain 2012 profits close to
2011 levels at $2.3 billion. The rest of the industry is projected to witness declin-
ing profitability. The region most affected by the economic crisis is expected to
be Europe, where the industry is projected to return a profit of only $300 million.

In developing economies, the situation appears to be better even though the pros-
pects are restricted because of transport linkages with developed nations. The air
transport market is expected to be at its weakest point in the first half of 2012. The
industry has forecast a profit of $4.6 billion based on projected passenger market
growth of 4.6 percent. This is less than the 5.9 percent projected for 2011. The yield
growth falls to 1.7 percent in 2012, almost half of the 3 percent projected rate in
2011. Airline traffic in Africa is expected to rise by 4.9 percent in 2012 compared
to 2011 levels, but the African aviation industry is projected to lose $100 million.

Aviation fuel prices are projected to decrease slightly, based on crude oil prices of
$100 per barrel. This barrel price is less than the $110 price projected for 2011.
The fuel price is expected to account for 32 percent of airline costs with a total of
$201 billion industry costs. For the first time, costs will be above the $200 billion
level and are up from 30 percent in 2011.
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Conclusion

In the face of a weak global economy and rising costs of jet fuel in 2012, the Nige-
rian aviation industry and those in other developing economies have unharnessed
opportunities for growth and development.

While capital injection initiatives, like the PAIF, provide temporary relief from the
financial pressures, local airline operators need to consider long-term solutions.
Resource sharing and cooperative strategies are examples of approaches that can
create greater economic value.

In addition, the local production and supply of aviation fuel will lower costs for
Nigerian airlines and provide greater profitability.
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