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he oulgoing year in Ukraine
was nch in aviation events.
Ryanair's altempt to enter the
Ukrainian markel was unsuc-
cessful. however, several Eu-
rapaan and Asian airlines announced and
launched flights to Ukraine, low-cost and
hiybrid models were actively evolving, and
transfer passenger trafic flow has signifi-
cantly increasad.

It would, however, be an exaggeration
to say thal all these developmenls are to
any extent caused by consistent efforts of
the regulatory authority, Not a single im-
portant regulatory document was adopted
during the year. All state regulation activi-
ties were mostly imited to public speech-
es and publications on social media. Such
passive behaviour of the state authori-
ties does not imply that problems do not
exist — quite the opposite. regulatory work
is crucial at this stage of the industry's de-
velopment, and it cannol be replaced with
self-regulation or active civil position of the
market players. Over the year, the indus-
try's stakeholders were mainly focused on
five documents.

STRATEGY FOR
DEVELOPMENT OF
UKRAINIAN AIR TRANSPORT
AND AIRPORTS

Work on this document commenced
at least two years ago. However, even after
quite lengthy debales and consullations
the presented Draft Strategy still does not
offer the regulatory authority's market vi-
sion and lacks clearly defined develop-
ment priorities

Today, any industry, including avia-
tion. must seek to create or develop its
national product (e.qg. budget filling, new
jobs and promotion of Ukrainian products
on foreign markets). Aviation should also
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pursue a secondary social goal of boost -
ing public mobility and improving trans-
port accessibility of the Ukrainian regions,
Instead, the proposed Drafl Strategy Is
focused on purely formal secondary is-
sues. For instance, it refers lo signing the
EU-Ukraine Agreement on Common Avia-
tion Area (CAA) as to one of the key goals
for the industry as a whole, This agree-
ment is, however, not a strategic goal,
but rather an instrument for the sustain-
able development of the Ukrainian avia-
tion. Presence of low-cost airlines is also
another tool to reach the goal and not
in itself a goal thal would underpin the
whole industry's strategy. Integrating the
Strategy for Development of Air Transport
and Airports inlo the National Transport
Strategy remains one of the major issues
to address.

An effective strategy should be tailored
to pros and cons of the existing situation
on the Ukrainian aviation markel. Is the in-
dustry sector's future being planned with
regard to such considerations as Ukraine's
advantageous geopolitical position at the
crossroads of transit flows, Boryspil Inter-
national Airport being a major airline hub
that handles 40% of transil passengers
and already competing with the largest re-
gional hubs in Eastern Europe; significant
transit flows; presence of a national airline
that is operating based on the low-cosl
carrnier model? Does it address fierce com-
petition with the neighbouring hubs such
as alrports of Warsaw and Istanbul; lack
of mechanisms for corporate governance
and economic regulation of monopolists
that result in inflated fees. and inefficient
organisation of the airport and air naviga-
tion operations, and poor condition of air-
port infrastructure?

The Strategy should give clear answers
to all these questions.

ROUTE ALLOCATION
PROCEDURE

The route alloc ation procedure is regu-
lated by the Aviation Rules The Procedure
for Granting and Revocation of Air Routes
Operating Permits approved by the Order of
the State Aviation Administration of Ukraine
in 2014 In the heal of conflict between the
Ministry of Infrastructure of Ukraine and
the State Aviation Administration in 2015 for
allocation of powers, the Procedure was
included in the list of matters pending re-
view, allegedly because of corruption risks,
In fact. a certain sustainable application
practice has evolved over a few years this
document has been in use. and now the
route allocation procedure runs smoothly
without any scandal or dispute. The Pro-
cedure contains an almost arithmetical
decision-making algorithm, which makes
discretion of public offictals — and, there-
fore, corruption — almost impossible, How-
ever, corruption-fighting civil organisations
initiated a lengthy process to improve an
already eficient document As expected,
the authors were not able to offer any solu-
tions that would be more efficient than the
existing document, so the process has not
ended in anything, and review of the Pro-
cedure was postponed until the adoption
of the new Aviation Strategy.

HANDLING SERVICES IN
UKRAINIAN AIRPORTS

It is also worth mentioning issues re-
garding the ground handling market.
The conflict point is that any airport, be-
ing a natural monopolist and owner of
airport infrastructure facilities, has market
powers towards ground handling entities
that need an access to its infrastructure to
be able to operate al the airport. Airports,
therefore, can allow/ban certain players
on the market. The applicable certification
rules for airport operators envisage that a
provider must sign an agreement with the
airport (which, in fact, is its competitor) to
gel access o the market

Addressing this issue requires un-
bundling of alrports, ie. channelling the
ground handling operations into a sepa-
rate legal structure, and adopting ground
handling rules on the basis of European
regulations. No changes in ground han-
dling have been observed recenlly, only
an unsuccessful attempt of the Slate
Aviation Administration to incorporate EU
Directive 96767 and the 2013 regulation
replacing it. As a result, the requlator re-
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ceived additional powers, whilst the key
principles of the Directive (such as trans-
parency and non-discrimination) have nol
been incorporated into Ukrainian legisla-
tion.

STATE AVIATION CHARGE

The state aviation charge currently
applicable in Ukraine is not targeted and
contains elements of tax, fee and ad-
ministrative fee. Whilst Europe tends to
gradually reduce or phase out the avia-
tion charge, Ukraine is still trying to in-
troduce and increase It Another problem
is that there is no independent authority
competent for the aviation charge's es-
tablishment and it is not regulated at the
legislative level

The issues related to taxes and charges
must be governed at legislative level, The
amount of aviation charge, application pro-
cedure and whom it applies to should be
governed by a separate law rather than a
by-law,

The Draft Law presented by the State
Aviation Administration of Ukraine fails to
address the major issue, as the regula-
tory authority proposed to include a refer-
ence to this kind of a charge into the Law,
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though the responsibility to establish the
rates and the payment procedure would
be given to the Ministry of Infrastructure,
To solve these issues, It 15 necessary to
adopt a law on the state aviation charge
that would also govern establishment of
an independent authority responsible for
the aviation charge procedure and Intro-
duction of the state aviation charge for a
clearly defined period of time with an op-
tion to revoke it in future, It is also impor-
tant to outline the targeted purpose of this
charge and to remove elements of tax and
administrative fee from it. The Law should
contain provisions envisaging the relevant
amendments in the Tax Code and the Ar
Code.

PASSENGER AND BAGGAGE
CARRIAGE RULES

The principal provisions regarding pas-
senger and baggage carriage are con-
tained in the Aviation Rules of Ukraine en-
titled The Rules of Passenger and Baggage
Carrfage. Public debates about this docu-
ment were caused by the need to verify
whether the Draft Carriage Rules pre-
parad in 2015 are in line with the Air Code
of Ukraine, EU requirements, principles of

state regulatory policy, and needs and cur-
rent challenges of the aviation market that
is actively evolving in the area of passen-
ger handling due to introduction of new
technologies. The debates were joined by
air carriers, Antimonopoly Committee of
Ukraine, aviation lawyers and other market
experts,

The Draft Aviation Rules have certain
drawbacks and should be revised, as cur-
rently they do not address new business
models of air carriers such as low-costand
long-haul low-cost flights, do not account
for actual operational patterns of Global
Distribution Systems, and in an imperative
way define the list of services to be provid-
ed by an air carmier, which, in turn, is not In
line with the leading European and interna-
tiomal practice,

CONCLUSIONS

The Ukrainian aviation industry is de-
veloping at a rapid pace with new players
entering the market, This means that the
requlatory authority — the State Aviation
Administration — should promptly respond
to all the challenges and actively work on
the documents regulating the aviation in-
dustry of Ukraine,
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