4.1.

CHAPTER 4

BACKGROUND ANALYSIS

GLOBAL ECONOMY AND AIR TRAFFIC TREND

From the Boeing Market Outlook (2003), the world GDP is forecasted to grow by
3.2% over the next 20 years. In mature economies, GDP growth will average
between 2% and just over 3% per, year. By contrast, GDP growth in developing
regions may average over 4%. »if
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Flgure 4.1. GDP and RPK growth varies by domicile
Source: Boeing Market Outlook (2003)

Note: RPK = Revenue Passenger Kilometres
GDP = Growth Domestic Product

Boeing (2003) predicts the world air traffic will continue to grow. World air traffic
measured in RPKs will grow 5.1% annually over the next 20 years, approximately
two percentage points more than GDP.
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Northeast Asia, South America, and Europe have the largest growth of air traffic in
excess of GDP. Europe will experience the continuing positive effects of liberalisation.
South America will recover from present economic slowdowns and will increase air
traffic through liberalisation, international trade, and tourist development. Japan and
Korea currently generate less air travel than their wealth would indicate and in the
long term should show more robust air travel rates.

Southwest Asia and Africa GDP and traffic have historically lagged the world. Both
regions are forecast to grow above the world average over the next 20 years, as
their economies and airline industries further develop.

AIRLINE INDUSTRY TREND N "\\ '////
The trends for the alrlmes‘%gvelosed / e following phenomena could be

observed.

Deregulation: most : the WG\[B‘BG discussing, if not already
declared, a less degr f nforcement in.the airlines industries. This

would result in a more % ‘__ Rt The‘} will be a numbers of new
airlines make their ' : ." L ble to.astay in business due to
incompetence.
N
Liberalisation: the incre
batter services or trades a

Privatisation: most of state o_w‘ﬂ:?‘trhn associated MRO would be privatised.
The airlines maintenance and ¢ éngmee : 'pa;tment would be spun off or
restructured as S %trateglc busme ffective and more dynamics

management. Yy ’
=

Alliance: the airlines M,II adopt the concept to estabhshgrateglc alliances with others
in order to expand theif networks and obtain economies of scale. The establishment
could be in %EHI:JB ﬁtﬂ%ﬁ:ﬂﬁrﬁl g?nd maintenance and
engineering ri ari re alliances, but also the
OEM and the MRO due to the same reason. New mergers and @dgqmsmon will take
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However, from the terrorist attacks in many developed countries and Bird-Flu Virus
in SE-Asia might cause the flying-scare. The following uncertainties could be
predicated:

e Approximately 15-20% global average flights reduction.

» Approximately 250 aircraft have been put on ground in the US and in Europe.

e Certain amount of decreasing air travel due to fear of terrorism and downturn

of global economy.
e Approximately 200% increase in insurance premium.
e Unpredictable increase in fuel price.
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4.3. AIRCRAFT-MRO MARKET OUTLOOKS
Three competitive forces in maintenance repair and service market are investigated:

Barriers to entry:
e Large volume of production in required in order to obtain the economies of
scale and sufficient revenues to cover operating expenses.
e High initial investment costs.
e Limited numbers of skilled labour are available in the industry.
e Lack of specialists in the new generation aircraft computerised system
complements and avionics.

Customers:
e Airlines fleet d
e Tougher com

Suppliers: { i \ \

e Increasing numb ]df“,@ ures’ac ions and mergers. Most of the
major airlines, merge with the regional and
local MRO. f |

e The only firms with strong-and ef ictive management would be able to stay
in business. _ SELTONA

e By the year, 2010, there would be only less t 1an) then MRO exists as the
global MROs all, lean and specialised

service provudﬁ
The world fleet is expécted to more thamnsdouble by 2022, with total fleet size
growing to 3 uz;rg%&tmﬁ wﬁﬂpﬂﬁ 5,889 aircraft will be
retired from cial An additional 18,387
aircraft will be needed to fill capacity demand (B ing, 2003).
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The World Fleet Will More Than Double Over the Next 20 Years
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Short-haul markets domin { 7 ‘Worldwide, more than 4,300 small and
intermediate regional jet iVt 2. Short-haul markets dominate

the world’s departures, represent 0
and North America alone wiﬂ';ébﬁséé Ga of the world’s added ASKs and

Asia-Pacific requires a@a} » : . Or 80% of the world’s added
ASKs on large aircrafé’ will serve travel within, to, and“from the Asia-Pacific region.
Because of long routes @nd,the high numbepof seats on these aircraft, relatively few

large aurcraftﬁe ﬁﬂ: (gpﬂ ﬂﬂ%sﬂﬂﬂeﬁ%aeristm require.
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Growth in Regional Traffic Shapes Fleet Requirements
ASKs in billions
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‘ ectmg MRO market growth. The
ropr)rtion with the aircraft population.

— ﬂ;}' Year ZOM ; Year 2023

\F (Billion | 'US Dollar] ) «(E illion US Dollar)

Line and light maintenance. B0 — 32.00
Heavy maintenanceﬁa 18.50 u 43.00
Engine shop visit 8.40 20.00
A/C compon 29.00
Major modlfﬂu&l ’g 1,] EJ w tj w HO.] ﬂ j 3.50
19.00

A/C and engm parts supply o 8 10

Table 4.2: World MRO Market and Outsourcing Trends

Services , Total Outsourcing

(Billion US Dollar) (Billion US Dollar)
Line 6.4 0.6
Heavy maintenance 5l 1.2
Engine 7.9 3.6
Component 70 4.1
Modification 4.5 2.0
Total 30.90 11.50

Source: MRO Today (1999)
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MAJOR COMPETITORS IN MRO-MARKET

The top 10 MRO service providers can be ranked as follows (MRO Today, 1999):

Global Ranks: Asia Pacific:

1. TIMCO 1. HAECO

2. Lufthansa Technik 2. SIA Engineering
3. HAECO 3. Air New Zealand Engineering
4. Goodrich MRO 4. AMECO Beijing
5. SIA Engineering (subsidiary of Singapore Airlines) 5. Aviation

6. KLM Engineering (subsidiary of K irlines) 6. Qantas

7. Alitalia Tech. / 7. GAMECO

8. Bedek // 8. Japan Airlines
9. SR Technique __,_/_- 9. Orean Airlines
10. FLS Aerospace 10, TAECO

The case organisation pr wide range ( vices, these services can be
analysed to identify which Sepvi ﬁ ‘ i otential and which one are
the drains on the resourges. Tt QECL atrix ' which there are four strategic
business areas: '

STAR JESTION MARK
e CF6-50 / CF6-80 En . eighter Conversion
e Tools & Equipmen e Land and Marine Engine
T fauls
CASH cCOw
« Major Madification ent Aircraft Support and
 Line Maintenance e.g. technical mother General Aviation
‘ JAKHEN1INEIaE
AWARIARDUUN1INE
Leasing
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SWOT ANALYSIS

Internal analysis is performed in order to identify the strengths, weaknesses in all
areas of the operations. External analysis is performed in order to identify and
evaluate opportunities and threats interfacing with the case organisation. :

Major areas to be concerned, they are:
e Global and regional economy
e Social, cultural and demographic trends
e Political, governmental and legal conditions
e Technological innovation

. =
e

4.6.1. Strengths

Case organisation ha
its main airline, the i

Aircraft Line Maintenancef Cdse’d g '
servicing line maintenance the.fnﬁln
are approximately 200 d

maintenance centred since 1985. Thg centi ssigned to serve the heavy
maintenance for malg n fle ﬁ external customers with a
wide rage of aircraft types, such as A300 A330, B777,8737, B747, ATR42, ATR 72,
MD-11, DC-10. In 2000} the second centre.at Utapao has been established to serve
the Increasmﬂemﬂg ﬁﬂﬁi?‘!ﬁm’j ﬂﬁ heavy maintenance
for all type ec ck. Both centres are
certified and rewarded by many authorities, such.as, FAA, JAA, DOA, JCAB. >4

Engineqqowh’alla S f\l:;)m luw ll‘l’:g( uﬂ;l @ggnlsation has an

expertise in serving CF6-50, -80 under cooperation between KLM, KSSU and Thai
Airways. Case organisation has gained experience in CF6 overhaul for its main airline
and external customers’ engines. The shop is available to expand for engine overhaul
market.

Components Overhaul: Since the establishment, Case organisation has invested
extensively on the overhaul facilities of the aircraft components, especially for A300
and B747. The component overhauls on both types of aircraft should be considered
as one of the strength of the Department.
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Tools and Equipments Calibration: Case organisation has established a laboratory to
calibrate the tools and equipments as required by the airworthiness regulations. The
tools and equipments calibration are a major requirements of the commercial
factories according to ISO 9000 (Quality Management Standard). Technical Dement
has sufficient capability to perform these calibrations for most tools and equipments
used in factories.

4.6.2. Weaknesses

As the case organisation has been the SBU (strategic business unit) of its main
airline, the weaknesses have beei involved with the complex organisational
|

structure, changing government ,Jlack of both management and financial
flexibility. These kinds of wea%\‘_ y seen in the state enterprises.
— =

E___‘
ainte

Aircraft Line MaintenaWe M r@:n has been established for 43
years. The organisati pCidre V_Ned from time to time, the
yCait : ductivity i

method of manpower . Management has not been
asing onnel. Customer relationship

Heavy Maintenance Divi ange of services, which heavy
maintenance service are , perated by its main airline only
while the two centres arefa jiable fo : ansion. The assets are not fully

exchange scheme, ﬁichu.c_guld sustomers, is limited by the
government regulatioen regarding property and inventoﬂ control.

| ¢ a LY
Components e TT ﬁffj ?Wﬂmﬁapability for the repair
of the new! i irer S 30 ellinvestment for those

components repair and test equipn%ent is high. —

R ARSI AU URATLEIARE e s,

there afe some generic weaknesses in the organisation, which requires systematic
development.

= Bureaucratic and cumbersome management

= Silos of organisational structure

= Insufficient human resource management

= Lack of strategic planning

= Poor management information system

= Increasing personnel cost
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These generic weaknesses require an extensive and systematic development, which
must be implemented by Case organisation, e.g. re-structuring of the management
organisation, development of HR department.

4.6.3. Opportunities

Opportunities Common to all service Activities: Generic opportunities for Case
organisation are:

= Trend towards outsourcing most of the works, especially mechanical and

sheet metal works by most of the airlines regardless the size of their

fleets.

= Numbers of private a\ v have been established in the recent
years.

= Barriers to en e MRO ue to high investment

= Exchange Whe‘é ome attractive
Engine Overhauls: / of surplu: ces, i.e. tools and equipment,
spare parts, workshop : ' ) ained rsonnel available for market

expansion.

1*ommercial customers due to
and test equipment used in

Tools and Equipme
ISO 9000 requiremen

4.6.4. Threats
T LN
Threats common tolall services ctiv Mﬁl eat for MRO services are
listed below: y 7 - : ,

= Aging alr' & of service sooner. Therefore,
requirement for malntenéﬁce and repair will.be reduced.
* Trend for the OEM to establish the MRO firms on their own or on joint-

: ?J I&ﬁ?@lﬁﬂﬁ“ﬂ 2] )T deintanance componen

rep r and test eqmpm L.

q TS S ey e

per one heavy maintenance visit.

Aircraft Line Maintenance: In the near future, Local Airport Authority will establish
the ground handling company, which include the line maintenance activities at the
new Bangkok International Airport (Suvarnabhumni). The Line Maintenance is a
major revenue for the Case organisation which accounted for 65% of the total
revenues.
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