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MISSION STATEMENT

TO PROMOTE A COMMERCIALLY VIABLE,
CONSUMER-ORIENTED AND RESILIENT AVIATION INDUSTRY
WHICH SUPPORTS THE NATION'S ECONOMIC GROWTH




MAVCOM'S FUNCTIONS

The Malaysian Aviation Commission Act 2015 [Act 771] is an Act to establish the Malaysian Aviation
Commission to regulate economic matters relating to the civil aviation industry and to provide for its functions
and powers and related matters. MAVCOM'’s functions as envisaged in Act 771 include, but are not limited to
the following:

MAVCOM'’s functions as stipulated in Act 771

ESTABLISH A COMPETITIVE FRAMEWORK WHICH PROMOTES
A HEALTHY, STABLE AND SUSTAINABLE COMMERCIAL ENVIRONMENT

Oversee and Promote timely Maximise the Provide a
encourage effective investments in the economic value of mechanism for
competition matters civil aviation industry any financial support dispute resolution
in the aviation industry by the Federal between aviation
Government to the service providers

civil aviation industry

DRIVE AWARENESS OF CONSUMER RIGHTS
AND PROVIDE A PLATFORM FOR COMPLAINTS RESOLUTION

Provide a mechanism Consult the industry, Promote an environment which allows aviation
for the resolution of government and consumers to have access and information
consumer other consumer in a transparent manner to choices of products
complaints groups on matters of and services of high quality and at fair prices

interest to consumers
Receive and disseminate information on
matters of interest to consumers or services
provided by licencees and permit holders

TO PROMOTE DOMESTIC AND INTERNATIONAL CONNECTIVITY
TO DRIVE ECONOMIC GROWTH AND NATION BUILDING

Improve Malaysia’s Facilitate and Advise the government, administer and
connectivity, both coordinate matters manage routes under public service obligations
globally and locally of interest to the (such as the Rural Air Services in East Malaysia)
as well as to promote Malaysian civil
economic ties, aviation industry Administer, allocate and manage Air Traffic Rights
integration, growth, between the providers
trade, investment and of aviation services Monitor slot allocation for airlines or other
tourism and government aircraft operators

agencies, locally and

internationally To perform any other functions that are incidental

or consequential to the functions under Act 771

The role of MAVCOM differs from those of the Ministry of Transport (MoT) and the Civil Aviation Authority of
Malaysia (CAAM). The MoT is responsible for industry policy-making and government-to-government
discussions (including to spearhead bilateral or multilateral negotiations on Air Traffic Rights), while the
CAAM regulates technical and safety matters for Malaysia’s civil aviation industry.
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EXECUTIVE CHAIRMAN'S

MESSAGE

Nungsari
Ahmad
Radhi

| have been a Commissioner since MAVCOM'’s
inception in 2016 and | am fully conversant with the
reasons for why the Malaysian Aviation Commission
Act 2015 [Act 771 or the MAVCOM Act] was enacted
in March 2016. The Act is an indication that the
aviation industry in Malaysia, once fully dominated
by the public sector — from airlines to airports — is
ready to move towards a more liberalised
environment that will attract private investments.
There is now more than one airline and one airport
operator and the ground handling sector is fully
liberalised.

The government’s role will be that of a policy maker
whose primary intervention is via legislation, the
MAVCOM Act being one of them, and the regulatory
role — economic regulation specifically — resides with
MAVCOM. Provisions related to aviation in the
Competition Act 2010 and Consumer Protection Act
1999 were included in the MAVCOM Act thereby
defining the Commission’s raison d’etre. The
Commission is also independent of government's
funding as it is passengers that fully fund its
operations via the Regulatory Services Charge.

In many regards, the MAVCOM Act is a novelty in
Malaysia’s legislative landscape and governance
framework which have always endowed the
executive branch with wide powers combining the
roles of policy making, legislating, regulating and
even enforcement. The MAVYCOM Act is unique in
that it has independent powers to regulate the
industry subject to, of course, the policy of the day
and parliamentary oversight. The institutional
reforms called for by the incoming government will
hopefully see MAVCOM’s regulatory independence
as a model to emulate and not an anomaly to be
streamlined.

Despite the headwinds and uncertainties during this
transitional time, the Commission continues to
perform its roles to provide regulatory clarity and

History will record 2018 as a watershed year — a year of historic change for Malaysia,
where for the first time in 60 years, Malaysia changed the ruling party helming the
government. Such a change entails a re-examination of policies and institutions to affect
the policies of the new government which were themselves being formed. It was in the
midst of this change that | was tasked to chair the Commission.

certainty to promote a commercially viable industry
that is attractive to investors while also promoting a
consumer-oriented air services industry. The
Commission has issued legislation on consumer
protection and airport quality of services. Further,
we have also issued seven guidelines covering
topics such as definition of the aviation service
market, anti-competitive agreements, abuse of
dominant position, mergers, financial penalties and
leniency regime.

The challenge is to balance the need to provide an
empowering environment that facilitates
investments and growth of the aviation sector and
the protection of consumer welfare.

The consumer education and protection roles have
resulted in better consumer awareness which
hopefully will raise the overall standards of services
offered by aviation service providers. The
establishment of FlySmart as a dedicated platform
for this purpose has begun to show signs of
achieving the desired impact.

The airline business, however, has remain a
challenging one. There is a glut of capacity which will
worsen as airlines take delivery of new planes in the
coming years. The increase in capacity that exceeds
passenger growth will put further pressure on the
already low and falling yields which makes airlines
vulnerable to cost shocks such as fuel price hikes or
adverse foreign exchange movements.

As we review the local aviation industry’s
performance for the calendar year, we must also
take into account the global economic backdrop
which has impacted the sector. In 2018, the global
economy expanded by 3.6 per cent year-on-year
(YoY), marking a marginally lower growth rate
compared with the 3.8 per cent YoY growth reported
in 2017.




The slower growth in 2018 was due in part to weaker
economic activities in large economies — the
intfroduction of new fuel emission standards in
Germany that strongly affected automotive sales,
severe flooding in Western Japan that slowed
industrial production, as well as, the prolonged tariff
dispute between the United States of America and
China. These are just some of the events that
occurred in 2018 that affected global economic
growth. Given that these nations also have a
sizeable manufacturing base, global trade was also
affected, slowing down to a 3.0 per cent YoY growth
rate (2017: 4.6 per cent YoY).

On the home front, the Malaysian economy grew by
4.7 per centYoY in 2018 (2017: 5.9 per cent YoY), as
sentiments were coloured by supply shocks and
policy uncertainties. Household spending however
was positively impacted by temporary measures
including the tax holiday period in the third quarter of
the year, as well as, the stabilisation of fuel prices. In
addition to this and as a result of the anticipation
surrounding the prolonged trade dispute between
the United States and China, export growth for
Malaysia grew with the front-loading of orders.

In the commodities market, crude oil prices
continued to rise over the last two years, averaging
USD55 per barrel in 2017 to USD72 per barrel in
2018. Correspondingly, jet fuel prices increased by
28.8 per cent YoY in 2018 to USD85 per barrel
(2017: USD65 per barrel) which naturally had an
impact on the aviation sector’s profit margins.

After three consecutive years of weakening, the
depreciation of the Malaysian Ringgit against the
greenback halted in 2018 with the Ringgit averaging
at RM4.04/USD1 in 2018 (2017: RM4.30/USD1).
The Ringgit’s appreciation was predominately driven
by the rise in crude oil prices in 2017 and 2018, as
well as, the liberalisation of the bond market and
foreign exchange hedging requirements in 2017.

In 2018, Malaysian aviation achieved another
historic milestone when the country’'s total
passenger traffic surpassed the 100 million mark for
the first time. Malaysia’s total passenger traffic grew
by 2.7 per cent YoY in 2018 to 102.5 million (2017:
99.8 million). While 2018’s passenger traffic growth
was also the weakest reported since 2015 (when
passenger traffic grew only by 0.8 per cent YoY), it
was still above MAVCOM'’s forecast of between 1.1
per cent and 2.0 per cent YoY.

In addition to passenger traffic, Malaysia saw growth
in both aircraft and cargo movements during the
year

which resulted in aerodrome operators

reporting a 4.7 per cent YoY revenue increase to
RM4.9 billion (2017: RMA4.7 billion). Given that
Malaysia Airports Holdings Berhad (MAHB) makes
up 98.8 per cent of the total revenue and operating
profit of all aerodrome operators in the country, the
aggregate financial performance of Malaysian
aerodrome operators is heavily skewed by MAHB’s
performance.

Cargo traffic only increased by 1.3 per cent YoY in
2018 compared with 11.8 per cent YoY in 2017.
Approximately 97.2 per cent of Malaysia’s cargo
traffic was attributable to freight, with the remainder
resulting from mail cargo. Slower growth in air cargo
movement for the calendar year was not unique to
Malaysia as total global air cargo tonnage grew by
only 3.5 per cent YoY in 2018 (2017: 9.3 per cent
YoY) as a result of weakened global economic
activity.
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The trade dispute between the United States and
China continues to have a negative effect on the
global economy. Economic growth is expected to
stand at 3.3 per cent YoY for 2019 according to the
International Monetary Fund, lower than the
previously forecasted 3.5 per cent YoY. The spillover
from the United States-China trade disputes on
emerging economies in Asia and weaker domestic
demand in other leading global economies such as
Germany are expected to persist.

The Malaysian economy is projected to grow by
between 4.3 per cent and 4.8 per cent in 2019, but it
is expected to face headwinds including high global
financial market volatility, elevated policy
uncertainty, volatile commodity prices as well as
slower manufacturing growth. Passenger demand
will have to depend on both regional and
international markets.

The rise of e-commerce and a growing Asian
middle-class population are expected to support
global air cargo growth in 2019. However, the
International Air Transport Association (IATA) still
expects an overall slower growth of 2.0 per cent
(2018: 3.5 per cent YoY).

We also expect Malaysian carriers to add capacity
by operating higher frequencies on domestic routes




and to short-haul international destinations as
evidenced by the divergence of growth rates of
capacity in terms of available seat kilometres (ASKs)
and number of seats.

A consequence of local airlines adjusting their
business models in these challenging times is that
their network footprints have shrunk which has then
contributed towards domesticating Malaysia’s
aviation industry, something the Commission is
concerned about.

The international connectivity of Malaysia's main
airports — KL International Airport (both KLIA and
klia2 terminals), Kota Kinabalu International Airport
and Penang International Airport — needs to improve
for the Malaysian aviation market to grow. Quality of
service offered at our airports as well the
attractiveness of Malaysia as a destination have to
improve. At the time of publication, the Commission
completed the Economic Masterplan for Malaysia’s
aviation industry and has been working on an airport
funding model using the Regulatory Asset Base
Framework. These will hopefully provide a
transparent mechanism on capital expenditures that
will be included in the determination of aviation
services charges. Airport operators will then be
properly incentivised to maximise the returns on
their investments by optimising their assets which
will, in turn, improve the connectivity of the airports.

We estimate that the output multiplier for the
Malaysian aviation sector to be at two times. This
means that every RM1 of output produced in the
sector generates RM2 in the economy. While
encouraging, this suggests that the industry needs
to be further deepened and be linked to more parts
of the economy to generate a higher multiplier and
the key to that ambition is the development of our
main airports as part of the international aviation
network.

For an international sector such as aviation, the
standards and benchmarks are international, be it
service levels or regulatory regimes. The
attractiveness of the Malaysian aviation market
depends on maintaining these standards. The
aviation eco-system and value chain too need to be
further developed. There is a need to view things in
its entirety, as the sector does not only consist of
commercial carriers and airports, but also the
non-scheduled carriers, private jets, charter

operators and service providers such as ground
handlers and maintenance, repair and overhaul
(MRO) operators. In order for us to raise our
standards as the aviation destination of choice, we
would need to ensure that our quality of services is

at par with international standards. Indeed, in the
longer-term, the industry must see greater
liberalisation once the regulatory regime s
sufficiently matured for this to happen.

The Commission’s ability to undertake its duties
effectively depends on the quality of our staff. We
recognise the importance of having the right balance
of industry knowledge, skills, experience,
professional qualifications, gender and background
to build an effective and cohesive team. Today, our
B61-member staff is from a diversified range of
backgrounds and 62 per cent of our team members
are women.

Institution building and resiliency takes time, but | am
heartened by the professionalism, competency and
integrity of the team that has been assembled in the
Commission — a team of passionate professionals,
comprising of aviation specialists, financial analysts,
economists, lawyers and consumer professionals
amongst others, who are as keen as | am about
developing the sector and in creating meaningful
change. Having a diverse team with these
capabilities allows for the Commission to function
effectively as an economic regulator looking after
the entire civil aviation industry and consumers.

The longer-term vision is for MAVCOM to become a
centre of excellence and a repository of aviation
knowledge and skills. To achieve this, the
Commission places high importance in providing our
staff with various opportunities for learning and
growth in their respective fields, providing avenues
for industry exposure and as well as other key areas
of personal development such as capability
management, leadership development, succession
planning, and employee engagement.

Finally, | would like to acknowledge the contributions
of the Commissioners specifically the former
Executive Chairman of MAVCOM, General Tan Sri
Dato' Sri Abdullah Ahmad (R); Secretary-General of
the Ministry of Transport, Datuk Seri Haji Saripuddin
Haji Kasim and the Director General of the
Economic Planning Unit, Dato’ Nik Azman Nik Abdul
Majid. | would also like to record my appreciation to
independent members who brought to the
Commission a wealth of experience and knowledge
about the industry and the workings of both the
public and private sectors — Tan Sri Dato’ Seri Chor
Chee Heung and Dato’ Ir. Dr. Shaik Hussein Mydin,
among the inaugural group of Commissioners who
laid the foundation for the Commission.

Nungsari Ahmad Radhi
Executive Chairman




CHIEF OPERATING OFFICER'S

REVIEW

Against the backdrop of continued industry growth and Malaysia’s political landscape in 2018,

Azmir
Zain

| am happy to report that MAVCOM'’s third year of operations saw the Commission staying its
course, focused on playing its statutory role as an economic regulator for the aviation industry
in Malaysia and was largely successful. Many activities were performed, with each intended

to elevate standards for the benefit of the industry and consumers. These activities included
both long-term initiatives and the Commission’s day-to-day functions.

The Commission continued to perform its core
regulatory activities such as commercial licensing,
Air Traffic Rights (ATR) allocation, filing of flight
operations and consumer complaints resolution,
while making improvements in these processes
where there is an opportunity to do so.

A primary example of such an improvement was the
introduction of AeroFile, an automated filing system
for all landing permit applications for commercial
flights operating to or from Malaysia. Spearheaded
by MAVCOM and developed in collaboration with the
Civil Aviation Authority of Malaysia and National Slot
Coordination Malaysia, this automated system
replaces a manual process that predates the
Commission’s establishment, and has resulted in
the period taken for landing permit applications to
reduce from 30 days to seven days for scheduled
operations, and from 14 days to only three days for
non-scheduled operations such as for chartered
flights. AeroFile has attracted interests from other
aviation regulators internationally, who now wish to
learn from the Commission on the design of this
automated system.

AeroFile

T8 HOME FLGHTAPPLICATIONS FLIGHTSEARCH ATR GROUNDHANDLERS FAQ  MORE

ALERT: Asof 1t July 2019, 2l 1 Time (UTCH

AeroFile User Manual now available (k)

WELCOME!

NON-SCHEDULED SERVICES OVERFLIGHT

SCHEDULED SERVICES

APPROVED REJECTED

Screenshot of the AeroFile system

The Commission additionally pressed on with its
many longer-term initiatives which touched upon a
variety of important areas across the Malaysian
aviation industry, including airports service levels,
airport charges, domestic airfares, public service
obligations in Sabah and Sarawak as well as on
consumer education. MAVCOM'’s regulatory work in
the airports industry, in particular, is designed to be
transformative. The Commission’s Airports Quality
of Service Framework and Aeronautical Charges
Framework look to create long-term value for
consumers, industry and capital markets, and
involve the introduction of good international
practices in airports regulation into Malaysia.

The Commission’s study of domestic airfares during
festive seasons, requested by the Ministry of
Transport, was one of MAVCOM’s undertakings in
2018 that attracted some public and political
attention. In the process, MAVCOM resisted external
pressure for domestic airfare regulation and instead
proposed more practical and market-friendly
solutions to reduce the risk of escalating airfares
during Malaysia’s festive seasons. This study
represents one example of where there is conflict
between consumer and industry, and the
Commission looks to provide solutions which
balances the interest of multiple stakeholders.




The Commission’s work in relation to the Rural Air
Services (RAS), a Federal Government programme
for the benefit of rural communities in Sabah and
Sarawak, was similarly given priority due to the
importance of connectivity in both states. Pursuant
to this, the Commission had assisted the Federal
Government in crafting out a new RAS programme
for the 2019-2024 period. Moving forward, as an
indication of the Commission’s commitment towards
Sabah and Sarawak, MAVCOM has set up a unit
within the Commission that specialises in aviation
issues unique to both states.

Twin Otter Viking DHC6-400 aircraft

Short take-off and landing port (STOLport) in Ba'kelalan,
Sarawak

In light of the Commission’s goals and for the
purposes of creating a more defined shape for
MAVCOM's regulatory and developmental effort, the
Commission progressed in the development of a
long-term Economic Masterplan for Malaysia’s
aviation industry. The development of this
Masterplan, involving detailed research and
stakeholder engagements, would serve to identify
areas for further prioritised development across the
airline, airport and ground handling sectors over the
next 15-20 years, with the country’s connectivity,
airports industry and strength of Malaysia’s
institutional framework related to the aviation
industry all identified as anchors. While being a live
document, it feeds into MAVCOM'’s own planning for
its regulatory activities for the long-term.

With those long-term activities in mind, the
Commission also introduced a set of guidelines in
2018 for its competition evaluation work and
progressed in the development of various individual
sets of regulations related to subjects as commercial
licensing, ATR allocation and dispute resolution,
which are planned for gazettement in the near
future. The intent behind any of MAVCOM'’s
regulations would be to give more clarity and detalil
to its statutory powers under the Malaysian Aviation
Commission Act 2015, and it is with that objective in
mind that such regulations undergo a robust process
of challenge and drafting.

The Commission also progressed considerably in
strengthening the Malaysian Aviation Consumer
Protection Code 2016 (MACPC), that would look to
afford more protection and transparency for the
benefit of the consumer. This next iteration of the
MACPC is scheduled to take legal effect in 2019.
2018 did see MAVCOM imposing a financial penalty
on AirAsia Berhad and AirAsia X Berhad for
advertising misleading air ticket prices, and the
strengthening of the MACPC will seek to ensure
MAVCOM is adequately empowered to address
other forms of potential consumer grievances.

In 2018, we also introduced our consumer
sub-brand, FlySmart, as a platform to champion
consumer rights in the aviation sector in a more
current and consumer-friendly manner. The platform
makes content relatable by drawing on traveller
experiences and issues to ensure travellers make
the best of their air travel journeys, as well as
encourage consumers to exercise their rights. We
hope FlySmart will help to educate consumers more
effectively of their rights as a traveller, though
presence in social media and the FlySmart website,
and from 2019, a FlySmart mobile app.

































































































































































































































































































































































































































































































