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Executive Summary
Introduction

The Network Manager for the Single European Sky (SES) was established under Commission
Regulation (EU) No 677/2011, as amended by Commission Implementing Regulation (EU) No
970/2014 (together referred to here as the Implementing Rules). Its role, which is defined in
Article 3 of the Implementing Rules, includes design of the European aviation route network,
the management of scarce resources (notably radio frequencies with frequency bands for
general aviation and secondary surveillance radar (SSR) transponder codes) and air traffic flow
management (ATFM). This role is supported by a number of tasks defined in Article 4.

The delivery of the Network Manager functions has made a positive contribution to the
ongoing development of the SES, and the role can be expected to become increasingly
important in supporting performance improvements and other aspects of SES policy, for
example Single European Sky ATM Research (SESAR) deployment. However, the Network
Management Board (NMB), the body responsible for oversight of the Network Manager under
Article 16 of the Implementing Rules, has expressed a number of concerns about the
associated governance and financial framework. These culminated in challenges to the draft
budgets presented in 2014 and 2015, leading to revisions as well as amendments to the
Implementing Rules.

Against this background and taking account of its duty to oversee the Network Manager, the
Commission initiated a study to provide it with an independent assessment of the
effectiveness of the Network Manager and an evaluation of the way in which it has been
established. This included a review of its cost base, financial arrangements, cost effectiveness
and governance framework. Steer Davies Gleave was commissioned to undertake the study
and began work in December 2015.

Overview of methodology

Our methodology was designed to ensure coverage of the four tasks described in the Terms of
Reference, recognising the interrelationship between them. It included the following
elements:

e areview of existing documentation, in particular the key legislation, Network Manager
documentation, NMB minutes and previous audits carried out by the European Aviation
Safety Agency (EASA);

e engagement with Head of Eurocontrol’s Network Management Directorate (NMD) as well
as other Network Manager staff, members of the NMB, members of the Single Sky
Committee (SSC) and representatives of other key stakeholders;

*  mapping of the activities and costs of the NMD to the functions and tasks defined in
legislation to distinguish as far as possible between the cost base of the Network Manager
and the costs of other activities performed within the NMD;

e areview of current financing arrangements, including an examination of how the
financing of the Network Manager relates to the financing of Eurocontrol as a whole and
of how the arrangements for budget approval operate in practice;

e benchmarking of the Network Manager’s costs against those of air navigation service
providers (ANSPs) employing staff with similar skills and undertaking comparable
activities;
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¢ a RACI analysis of decision making in relation to the Network Manager functions and
tasks, identifying bodies that are Responsible, Accountable, Consulted and Informed in
each area of decision making; and

e comparison of the Network Manager governance framework against the frameworks in
place for organisations with a similar role in terms of the planning or coordination of
activities at a pan-European level, in particular EASA, the Innovation and Networks Agency
(INEA) and the European Rail Agency (ERA).

Based on the results of this work, we identified a number of key findings and developed
recommendations to address specific issues and concerns, including actions to be taken over
next 18 months and longer term measures for implementation through the next designation
of the Network Manager in 2019. These findings and recommendations were shared at a
workshop of NMB members held on 11 April 2016 and subsequently refined to reflect the
comments received.

In the remainder of this summary we set out our findings and recommendations under each
element of the study. Proposed recommendations should be implemented either swiftly (from
the start of 2017) or should be considered as part of the preparation for the designation of the
Network Manager to undertake the role after 2019.

Governance

Article 3 of Commission Regulation (EU) No 677/2011 provides for “an impartial and
competent body” to undertake the functions previously set out in Regulation (EC) No
551/2004. The same Article states that “the nomination of the Network Manager shall take
the form of a Commission Decision after consultation of the Single Sky Committee”, and that
the term of the nomination “shall coincide with the reference periods for the [SES]
performance scheme”. Accordingly, under a Commission Decision of 7 July 2011 (the
Nomination Decision), the Commission nominated Eurocontrol as the Network Manager until
31 December 2019. The effect of the decision was to designate Eurocontrol as a whole to carry
out the role (much of which was already being undertaken by the organisation) rather than
the creation of a body specifically designed for the purpose.

The Implementing Rules also define the governance framework for the Network Manager,
which includes two principal bodies, the NMB and the SSC. Since the framework is defined
independently of the organisation nominated to undertake the Network Manager role, it does
not take account of potential interaction with any governance arrangements already in place
for the organisation in question. Rather, Articles 16 and 17 set out extensive responsibilities
for, respectively, the NMB and SSC, providing for a wide range of approval and monitoring
activities.

The process for establishing the Network Manager differed significantly from that applied in
the case of other pan-European organisations established to undertake a role under legislation
such as EASA, INEA and ERA. These bodies have a distinct legal status and a substantial degree
of management independence, allowing them to make decisions that support achievement of
the objectives in their respective policy areas within the framework of bespoke governance
arrangements. By contrast the Network Manager, operating as part of a unit within
Eurocontrol, does not enjoy such autonomy, either in principle or in practice. More
specifically, it cannot:

e recruit and dismiss staff on terms and conditions that differ from those in place for the
rest of Eurocontrol’s organisation;
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¢ make applications on its own account for support from the Connecting Europe Facility
(CEF), a key source of funding for the development of trans-European infrastructure
including the European route network;

¢ make investment and other proposals to the NMB without reference to Eurocontrol’s
internal approval procedures;

¢ conclude contractual agreements with third parties such as the SESAR Deployment
Manager; or

e secure support services of various kinds (e.g. facilities and general IT services).

We consider that the Network Manager must have discretion to make decisions in all of these
areas if it is to pursue the aims of the SES effectively and efficiently. In the absence of such
independence, there is a clear risk that the organisation will be required to balance SES
objectives with those of Eurocontrol, giving rise to tensions and ongoing disagreement with
the NMB and stakeholders. Such tensions have already arisen, notably in respect of budget
issues, applications for CEF funding or the treatment of third countries.

The NMB is comprised of all operational stakeholder representatives (including the military),
and its role is therefore different from that of a conventional corporate board. Its specific
responsibilities nevertheless reflect to some degree those typically allocated to supervisory
boards of different kinds. These include endorsing or approving key plans (notably the
Network Strategy Plan and the Network Operations Plan) as well as monitoring their
implementation, approval of the annual report and assessing if the Network Manager has the
appropriate competencies, resources and impartiality to carry out the tasks assigned to it. Key
responsibilities normally allocated to a board that are not within the role of the NMB, as
defined in the Implementing Rules, are as follows:

e selection and performance review of the senior management team (who report to
Eurocontrol);

e ensuring long term financial stability;

* monitoring expenditure against the budget (although it could be argued that this role is
implicit in a number of the tasks covered by Article 4 of the Implementing Rules, for
example “monitoring activities related to the management of the network functions”);

e influencing and approving changes in organisational structure;

e ensuring the adequacy of internal control procedures (with the Network Manager relying
on Eurocontrol’s procedures); and

e engaging external advisers.

We also note that the NMB'’s role in relation to budget approval is unusual and has been the
subject of discussion and dispute.

Moreover, the NMB'’s responsibilities differ significantly from those of comparable boards
charged with oversight of pan-European organisations such as those mentioned above. In
addition to having independent legal status, these organisations are overseen by boards with
powers to appoint their respective Directors and which are fully accountable for their budgets.
In all cases, the supervisory bodies undertake extensive monitoring activities, including regular
review of expenditure against the budget and KPIs.

In our view, the accountability of the NMB would be enhanced, and its role in overseeing the
activities of the Network Manager considerably strengthened, if a governance model similar to
that of the decentralised agencies were adopted. Subject to legal advice, we suggest that this
would not necessarily require major changes to the relevant legislation, but would be
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conditional on the Network Manager having a “legal personality” equivalent to that of the
other organisations reviewed.

In the light of these findings, we make the following recommendations.
Recommendation — to take effect from the start of 2017

Eurocontrol should define internal procedures providing the Network Manager with greater
management autonomy, to be approved by the NMB. These should allow the Network
Manager to seek approval for new initiatives from the NMB without first securing the
approval of Eurocontrol management and be incorporate into the CDM document.

Recommendation — to be implemented as part of the preparation for the designation of the
Network Manager in 2019

The Network Manager should be established as a separate legal entity, able to manage its
activities and make decisions and agreements on its own behalf. It should prepare its own
financial accounts, which should be subject to independent audit.

The NMB should have full powers to:

e approve the appointment of the Director of the Network Manager;

e approve the annual accounts as well as the budget and investment proposals and
applications for CEF funding;

e approve the Network Strategy Plan and Operations Plans (as now);

e undertake ongoing monitoring of both operational and financial performance; and

e ensure performance of the tasks as laid down in the Implementing Rules.

Recommendation — to take effect in 2016/2017

The Network Manager should prepare and make available to the NMB information to
support its oversight role (as discussed further below in relation to financial arrangements).

Recommendation — to be implemented as part of the preparation for the designation of the
Network Manager in 2019

Transparency and reporting requirements should be documented and be included as a
requirement of the designation in 2019.

In the course of our engagement with the Network Manager, it has raised concerns about the
potential for members of the NMB to face conflicts of interest. In particular, it has indicated
that members with access to detailed financial and other information would have an unfair
advantage if they were to participate in any future consortium or other organisation bidding to
undertake the role of Network Manager in competition with Eurocontrol. We recognise the
general need to consider the potential for conflicts of interest when disseminating
information, but note that bidding organisations are typically provided with extensive
historical financial and other information as part of the procurement process in order to
ensure a level playing field in the preparation of bids. Such historical information must be
distinguished from the forward looking plans, initiatives and associated financial projections
developed by individual bidders at the time of the procurement that are properly subject to
confidentiality.

At the same time, we consider that the effective and transparent management of potential
conflicts of interest is important in establishing trust and a productive working relationship
between the Network Manager and the NMB. Further, we note that Article 13 of the NMB’s
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rules of procedure require it to prepare a Data and Confidentiality Policy Statement and that
this has not yet been produced. In our view, this could provide a mechanism for responding to
the Network Manager’s concerns and therefore make the following additional
recommendation in relation to governance.

Recommendation — to take effect in 2016/ 2017:

In accordance with Article 13 of its Rules of Procedure, the NMB should prepare a Data and
Confidentiality Policy Statement. The statement should define the procedures to be followed
in a range of potential conflict situations, including the participation of a member of the
NMB in any organisation established to participate in a competitive procurement of the
Network Manager functions and tasks. All members of the NMB and their alternates should
be required to confirm that they understand and will abide by the terms of the Statement.

Financial arrangements

As part of a directorate within Eurocontrol, the Network Manager is currently funded through
arrangements applying to the organisation as a whole. Hence, the Network Manager is initially
financed through a combination of contributions from Member States, an internal tax levied
on staff remuneration and contributions from other sources. Member State contributions are
subsequently recovered through en-route service charges paid by airspace users, and the
latter are therefore the ultimate primary funders of the Network Manager and of
Eurocontrol’s wider organisation.

Our Terms of Reference require us to identify options for alternative ways of funding the
Network Manager, in particular a unit rate similar to that applied to recover other air
navigation costs. The framework governing the calculation of the unit rates for ANSPs is set
out in Regulation (EU) No 391/2013 (the Charging Regulation) and, in principle, this framework
could be applied to the Network Manager. The Network Manager’s cost base would then be
recovered through a unit rate for en-route services calculated according to a formula
analogous to the unit rate calculation described in Annex IV of the Charging Regulation. Based
on the Network Manager’s cost base for 2015, as set out in the Agency Business Plan 2015 —
2019, and the corresponding total number of service units for the SES in the same year, this
would result in a unit rate of €1.96.

However, while the application of the calculation would be straightforward, further thought
must be given to the treatment of the Network Manager Unit Rate for the purposes of the
Charging Regulation. In particular, the Network Manager could be treated in the same way as
Eurocontrol’s Central Route Charges Office (CRCO), with the unit rate simply added to the
determined unit cost for each charging zone set by individual Member States, or as a charging
zone and subject to a separate unit rate. Under the second option, it would be required to
submit detailed reporting tables, similar to those submitted by ANSPs in accordance with
Annexes VI and VIl of the Charging Regulation. This would have particular advantages in that it
would provide stronger incentives to control costs and secure efficiencies while enabling
greater scrutiny of the cost base by a range of stakeholders, but would also have significant
legislative implications.

In the light of these considerations we make the following recommendation.
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Recommendation — to be implemented as part of the preparation for the designation of the
Network Manager in 2019

In 2016/2017 the Commission should establish an approach to the application of a unit rate
for Network Manager services. In particular it must decide:

e An appropriate calculation methodology for the unit rate;

*  Whether it should be subject to cost risk-sharing under Regulation (EU) No 391/2013;
and

*  Whether this should be charged as an administrative unit rate analogous to that
covering the costs of the CRCO or through classification of the Network Manager as a
Charging Zone with determined costs.

The Network Manager should calculate and publish this unit rate in parallel with the
operation of current financial processes prior to its full introduction in 2019. The unit rate
should be the financing mechanism for the Network Manager from the beginning of the new
designation.

We have also investigated whether the Network Manager’s current financial arrangements,
broadly defined, are sufficiently clear and transparent, and assessed the effectiveness the ring-
fencing of the Network Manager’s budget. This required an examination of the relationship
between the Network Manager’s budget and that of Eurocontrol as a whole, based primarily
on a review of data for 2015.

The Network Manager’s budget is presented separately as Part IX of the overall Eurocontrol
budget, and represents some 33% of the total. The corresponding cost base charged to
airspace users is shown in the table below.

Eurocontrol’s Part IX (Network Manager) cost base charged to airspace users

€000, 2015 Description/Comments

Staff 91,194 Staff costs, net of staff receipts

Other Operating Costs 42,903 Ot.he.r Operating Costs net of revenues under the user pays
principle (UPP)

Depreciation 3,587

Cost of Capital 251

Indirect costs 41,864 Apporm.)nment.of Eurocontrol overheads, allocated as a
proportion of direct costs

Costs of the Past 37,012 Allocated on basis of number of FTEs

Total 216,811

Source: Agency Business Plan 2015 - 2019

The structure of the Network Manager budget is comparable to that of Eurocontrol as a whole
in a number of ways, not least the fact that it is dominated by staff costs (including pension
costs). In addition, some 35% of the cost base is represented by the allocation of indirect and
pension costs from the general budget. As a result, the NMB cannot influence, and hence
cannot challenge, a significant proportion of Network Manager costs. By way of example, we
note that the overall reduction in full time equivalents (FTEs) over the period 2015 — 2019
projected in the 2015 Work Programme is expected to be offset by an increase in the cost per
FTE, a cost determined by the terms of remuneration applied within Eurocontrol as a whole.
Overall, the NMB estimates that some 70% of the Network Manager’s costs are of this kind.
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The NMB’s role in relation to financial oversight is also constrained in other respects. In
particular:

e itsrole in monitoring of investment expenditure, in particular as it relates to that of
Eurocontrol’s Expenditure Review Panel (ERP), is unclear, and it has not been provided
with thorough business case analysis prior to reviewing specific proposals; and

¢ the Network Manager has not sought approval from the NMB on applications for CEF
funding (under the first two calls) which, as already noted, currently cannot be made
directly by the Network Manager on its own behalf.

More generally, the NMB does not receive regular financial reports of the kind required to
track expenditure against expenditure through the year. The Network Manager has provided
us with an example of a quarterly Network Manager Directorate Budget Checkpoint for the
third quarter of 2015, which demonstrates that such information is readily available, although
in our view it could usefully include more disaggregated information of the kind reported by
European Commission Agencies such as ERA and EASA. The provision of such information
would enable the NMB to discharge its responsibilities more effectively and help to build
confidence in the effectiveness of the Network Manager’s organisation and resourcing.

Accordingly, we make the following recommendation in relation to financial arrangements.
Recommendation — to take effect in 2016/ 2017
The Network Manager should prepare and make available to the NMB on a quarterly basis:

e management accounts providing information at the general ledger level; and
e acomparison of actual and budgeted expenditure by quarter, disaggregated to the
general ledger level, and a comparison of KPIs against targets.

Requests for approval of investment expenditure made to the NMB should be supported by a
business case prepared according to a template and methodology agreed by the NMB.
Business cases should include:

e an explanation of the strategic case for the investment;

e an assessment of the financial impact based on discounted cash flow analysis;
e arecord of assumptions underpinning the analysis; and

e qualitative and quantitative risk analysis.

The NMB’s role in approving investment expenditure in relation to that of ERP should be
defined and documented. The NMB should be consulted on all applications for CEF funding.

Cost base
In responding to the Terms of Reference, we have sought to:

* map the activities of the Network Manager set out in the Work Programme to the
functions and tasks defined in legislation; and

*  map the same activities to specific units within the NMD’s organisational structure and
the resources allocated to those units.

In practice, both exercises proved challenging, notwithstanding extensive engagement with,
and considerable assistance from, the Network Manager itself.

At an early stage in the study, we asked the Network Manager to explain the relationship
between the functions and tasks in the legislation and the activities described in the Work
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Programme. It provided us with a compliance matrix showing, for each function and task, the
responsible NMD unit and a description of the work to be undertaken to ensure compliance.
We used this, together with the Work Programme and a diagram of the organisational
structure of the NMD to undertake our own mapping exercise. In addition, we sought to relate
the staff numbers against each activity reported in the Work Programme to specific tasks
defined in the legislation and to the various units within the NMD. We then shared the results
with the Network Manager to test our understanding, and were provided with a response in
the form of an amended mapping.

However, we have been unable to undertake a precise mapping and consequently we are not
in a position to either validate the cost base reported above or propose adjustments to it.
More specifically, while we are confident that the majority of the activity described in the
Network Manager Work Programme is required to undertake the functions and tasks defined
in the legislation, we have not been able to confirm that:

e all of the activity described is necessary;

e the work described is efficiently resourced; or

e that the distinction between the activities included in the Work Programme and those
undertaken by Network Services, which is also located in the NMD, is sufficiently clear.

This suggests a need for a fuller description of the tasks and functions of the Network Manager
set out in the legislation that is independent of the Work Programme itself. In principle, such a
document would provide an objective benchmark against which the scope of activity in the
Work Programme could be compared. In our view, this would allow a more thorough
assessment of the cost base than we have been able to undertake, and support the NMB in
testing and challenging the Network Manager’s plans, investment projects and resourcing of
activities. It would also give the Commission greater confidence that the functions and tasks
were being undertaken efficiently.

Our recommendations in relation to the determination of the cost base are as follows.
Recommendation — to take effect in 2016/ 2017

The European Commission should initiate the preparation of a more precise description of
the required activities of Network Manager (a detailed specification), providing more precise
information on the scope of work needed to deliver the functions and tasks defined in
legislation. This should be completed during 2016/ 2017.

The preparation of the specification should draw on the expertise of the Network Manager
as necessary, but should be led by the Commission with guidance from the NMB and
stakeholders, as appropriate. The specification should also take account of the findings of
the current study on the definition of the network.

Recommendation — to take effect in 2016/ 2017

Following completion of the specification, the Network Manager should prepare a bottom-
up resource plan for delivering the activity defined in the specification for each remaining
year of RP2. For each activity, the resources and associated costs should be identified,
distinguishing between relevant staff grades and skills.

The specification should provide the basis for the preparation of all Network Manager
documentation and the budget from 2018. The Work Programme and the budget should
align with the elements of the specification.
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We began this element of the study by considering the impact on the Network Manager’s cost
base of changes in traffic levels and the geographical scope of the its role. We have concluded
that, overall, the cost base is relatively insensitive to traffic levels, a finding consistent with the
assumption made by the Network Manager in preparing budget forecasts that the elasticity of
its cost base to traffic is 0.25 (indicating that a 1% increase in traffic increases the cost base by
0.25%). Against this background, and given STATFOR forecasts of traffic growth during RP2,
the planned reduction in the real value of the Network Manager’s budget indicates significant
expected cost savings, although in itself this does not demonstrate that the organisation’s
plans for improving cost efficiency are sufficiently challenging.

A number of stakeholders have expressed concern that the Network Manager is incurring
significant costs in undertaking work in relation to third countries not required by the
legislation. In practice, defining the geographical scope of the area for which the Network
Manager is responsible is complex given the status of different countries in relation to the SES.
This is illustrated in the table below.

Categories of country with an interest in the work of the Network Manager

Countries committed to These Member States have a binding agreement towards the
e —— the SES: EU28 + 3 achievement of the SES objectives. They must comply with
gory EFTA/EEA countries + 6 European legislation including all legislation related to the Network
ECAA countries Manager.
These countries are not committed to the SES and may not seek to
Eurocontrol Member benefit from all the tasks provided, and powers exercised, by the
Category 2 States not committed to Network Manager. Their ANSPs are not part of the Performance
gory the SES: Turkey, Georgia, Scheme and cannot be expected to comply with its performance
Armenia and Ukraine targets, meaning that the impact of the Network Manager on their
airspace is likely to be more limited than for Category 1 countries.
Other countries outside
Category 1: with whom
i
Category 3 cooperative As for Category 2 countries. Under investigation at NMB level.

arrangements at
operational level (ANSPs)
are needed.

Source: SDG assessment of the Implementing Rules

In our view, the definition of “third countries” in the legislation (Article 2 (21) of the
Implementing Rules) would benefit from clarification, since it combines some Category 1
countries with those in Category 2. In any event, the Network Manager has not provided any
analysis of the costs of providing services to third countries, however defined. We accept that
the legislation provides for extensive cooperation with such countries where this improves the
performance of the network, but consider that there would be benefit in demonstrating, on an
incremental basis, the net benefit of undertaking network functions and tasks on behalf of
countries in Categories 2 and 3 above.

Given the importance of this issue, and the associated concerns among a number
stakeholders, we make the following recommendations.
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Recommendation - to be implemented as part of the preparation for the designation of the
Network Manager in 2019

The Commission should give consideration to clarifying the provisions of the Implementing
Rules relating to the third countries, in particular to address the ambiguities highlighted in
Chapter 7. It should also consider amending the legislation to require the Network Manager
to demonstrate impacts on the network arising from cooperative arrangements with third
countries.

Recommendation — to take effect in 2016/ 2017

Following completion of the current study on the definition of the network, the Network
Manager should undertake a full cost benefit analysis of arrangements with those third
countries that have not concluded agreements with the EU on the implementation of the
SES.

As required, we have also investigated the Network Manager’s contribution to the
achievement of SES objectives, defined by reference to various targets set for RP1. The Annual
Network Operations Report for 2014 records a reduction of 1.23 million minutes of ATFM
delay on 40,651 flights as a result of action taken by the NMOC. 74% of this delay was
accounted for by savings in en-route delay. These represented 13.3% of en-route ATFM delays
for the year as a whole, indicating that the Network Manager delivered better-than-target
performance. Its contribution to reducing airport ATFM delay was equivalent to 7.3% of the
total for the year. A number of stakeholders have also stated that the day-to-day performance
of the Network Manager is good, although some have noted that its contribution to delay
reduction must be seen against the background of the decline in traffic levels since 2008.

Finally, we have subjected the Network Manager’s unit and staff costs to benchmarking,
notwithstanding the difficulties of identifying suitable comparator organisations for the
purposes of analysis. Echoing the results of recent analysis by the PRB, we note that the
Network Manager’s unit costs are expected to fall by 4.4% per year between 2012 and 2019,
ahead of the best performing ANSP. However, a comparison of its unit staff costs for 2012
with unit costs for a number of ANSPs (the latter obtained from ATM Cost-effectiveness
Reports for 2013 and expressed gross of tax and inclusive of benefits) indicates that:

e the average value of unit staff costs for the Network Manager exceeds the average across
six ANSPs by some 56%; and

e the same value is higher than the average Air Traffic Controller (ATCO) cost for the same
group of ANSPs (and comparable with the ATCO cost of the highest ranking ANSPs among
the group).

In our view, this suggests significant scope for efficiency gains not captured by the anticipated
fall in unit costs during RP2 reported above. Our recommendations reflect the need to test the
efficiency of the Network Manager in the absence of any competitive market discipline on
resourcing and costs.
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Recommendation - to be implemented as part of the preparation for the designation of the
Network Manager in 2019

Regardless of whether the designation is subject to competitive tender, re-designation of
Eurocontrol or nomination of another body should be subject to the organisation preparing
and submitting a proposal to undertake the role in response to an invitation and
accompanying contract.

The European Commission should lead the preparation of the contract requirements,
drawing on the detailed specification of the Network Manager role prepared in 2016/ 2017
and relevant industry expertise. The requirements should include:

e the detailed specification of functions and tasks over the next [two] RPs;
e a service level agreement, defining a series of financial and operational KPIs; and
e performance incentives linked to the KPIs, as appropriate.

In submitting a response, Eurocontrol or other bodies should be required to prepare:

e a proposed unit rate sufficient to cover the expected costs of delivery;

e adelivery plan, explaining how it intends to deliver the contract requirements efficiently
and effectively for the unit rate indicated; and

e aresource plan and financial model supporting the unit rate and delivery plan.

The NMB should have delegated authority to oversee the delivery of the contract on behalf
of the Commission.

Note that implementation of this recommendation is not conditional on the Commission
introducing a competitive procurement process. Rather, its purpose is ensure that Eurocontrol
is required to submit a costed proposal to undertake the role of Network Manager and agree
to contractual terms even if it is the only candidate for designation in 2019. There may
nevertheless be merit in a competitive procurement exercise, as this would subject any bid
submitted by Eurocontrol to full competition. The practical implications of such an exercise
would, however, require careful consideration given the need to ensure that potential bidders
were capable of undertaking the role competently, impartially and in accordance with the
other criteria applied under the terms of the current Nomination Decision. Our
recommendation therefore reflects the need for further work on this issue.

Recommendation - to be implemented as part of the preparation for the designation of the
Network Manager in 2019

The European Commission should investigate further the requirements of a competitive
procurement strategy covering the following issues:

*  market interest in providing the service;

e the timescales required to prepare a credible bid;

e key contractual requirements, for example relating to the handling of security and other
sensitive information;

e the mechanisms for ensuring that organisations other than Eurocontrol have access to
the required skills and assets as well as operational data; and

e therisks that potential bidders would be willing to accept.

We also consider that improvements in cost efficiency in the short term are more likely to be
achieved if the NMB is able to monitor financial as well as operational performance. This
would require supplementing the operational performance measures that the Network
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Manager already proposes to publish during RP2 with financial KPIs. Possible measures are
indicated in our final recommendation below.

Recommendation - to take effect in 2016/ 2017

The Network Manager should provide the NMB with quarterly reports comparing KPIs with
targets. KPIs should include all the operational KPIs currently tracked internally as well as
measures of cost efficiency, for example:

e cost per service unit/flight;

e indirect costs as a % of total costs;
e average cost per FTE; and

e flights per FTE.
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Introduction

Background

The Network Manager for the Single European Sky (SES) was established under Commission
Regulation (EU) No 677/2011, as amended by Commission Implementing Regulation (EU) No
970/2014 (together referred to here as the Implementing Rules). Its role, which is defined in
Article 3 of the Implementing Rules, includes design of the European aviation route network,
the management of scarce resources (notably radio frequencies with frequency bands for
general aviation and secondary surveillance radar (SSR) transponder codes) and air traffic flow
management (ATFM). In carrying out these functions, which are key to the improvement of
network operations in line with SES objectives, the Network Manager must also undertake a
number of specific tasks defined in Article 4 of the Implementing Rules, ranging from
development and implementation of a Network Strategy Plan, through management and
operation of the unit responsible for ATFM, to support for operational stakeholders and
cooperation with other regions and third countries.

While the Network Manager functions had not previously been defined in legislation, they
were already being performed to a certain extent by Eurocontrol at the time the Implementing
Rules were introduced. Accordingly, under Commission Decision C(2011), the Commission
designated Eurocontrol as the Network Manager until 31 December 2019. The Network
Manager organisation therefore operates within Eurocontrol’s broader organisation, which is
responsible for a range of other planning, coordination, service provision and supporting
regulatory activities. Hence, the overall costs of the Network Manager (some €217 million in
2015) form part of Eurocontrol’s wider cost base, recovered from airspace users through an
allocation of the unit rate for en-route air navigation services.

The delivery of the Network Manager functions has made a positive contribution to the
ongoing development of the SES, and the role can be expected to become increasingly
important in supporting performance improvements and other aspects of SES policy, for
example Single European Sky ATM Research (SESAR) deployment. However, the Network
Management Board (NMB), the body responsible for oversight of the Network Manager under
Article 16 of the Implementing Rules, has expressed a number of concerns about the
associated governance and financial framework. These culminated in challenges to the draft
budgets presented in 2014 and 2015, leading to revisions as well as amendments to the
Implementing Rules. In addition, the Performance Review Body’s (PRB’s) review of the
Network Performance Plan for Reference Period 2 covering 2015 — 2019 (RP2) raised
questions concerning how far the Network Manager is performing its functions cost efficiently,
providing value for money, and making the most effective contribution to the delivery of
Union-wide performance targets.
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Against this background, the Commission initiated a study to provide it with an independent
assessment of the effectiveness of the Network Manager and an evaluation of the way in
which it has been established. This included a review of its costs, structure, governance,
performance, legal framework and decision-making processes, taking account of its
relationship with the wider Eurocontrol organisation. Steer Davies Gleave was commissioned
to undertake the study and began work in December 2015.

Purpose of the report

This Draft Final Report describes our approach to, and findings from, the study. More
specifically, it sets out the methodology employed and results obtained under four tasks
defined in our Terms of Reference, namely:

e Task 1, an examination of the Network Manager’s cost base involving a review of the
activities currently undertaken against the functions and tasks defined in legislation, and
of the associated budgetary requirements;

e Task 2, an assessment of the financial arrangements for the Network Manager to
determine whether they are sufficiently clear and transparent to ensure accountability for
the budget and actual expenditure;

e Task 3, an investigation of the cost effectiveness of the Network Manager, with cost
effectiveness measured by reference to whether the Network Manager’s contribution to
the achievement of SES objectives has been delivered at reasonable cost; and

e Task 4, an assessment of the governance mechanisms and processes supporting Network
Manager decision making, in particular the ability of the NMB to discharge its
responsibilities under Article 16 of the Implementing Rules.

A full description of each individual task, drawn from the Terms of Reference, is provided at
the beginning of the relevant chapter. In each case, the report provides a detailed discussion
of the evidence reviewed. It also draws together a series of key findings and makes specific
recommendations, covering both short and medium term measures, to address the issues
identified.

Organisation of the report
The remainder of the report is organised as follows:

e Chapter 2 describes the methodology used, outlining the main tools and techniques and
setting out the stakeholders with whom we have engaged and the documents on which
we have drawn;

e Chapter 3 provides an overview of the role and organisation of the Network Manager,
describing the legislative framework, the bodies involved in governance and the current
structure and scope of work of the Network Manager Directorate (NMD) within
Eurocontrol;

e Chapter 4 discusses the governance arrangements in more detail and identifies a number
of issues that need to be addressed in order to improve the existing governance
framework;

e Chapter 5 discusses weaknesses in the current financial arrangements, in particular issues
relating to the method of financing the Network Manager and its implications for the
clarity and transparency of financial information available to the NMB and stakeholders;

e Chapter 6 sets out the results of our review of the Network Manager’s cost base, drawing
on an exercise to map the activities of the Network Manager to functions and tasks
described in the legislation;
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e Chapter 7 presents evidence on the cost effectiveness of the Network Manager and
describes options for improving the measurement and monitoring of cost effectiveness in
the future; and

e Chapter 8 describes our key findings and sets out our recommendations for change,
distinguishing between measures for implementation over the next 18 months and those
implemented through the next designation of the Network Manager in 2019.

The report also includes the following appendices:

*  Appendix A —a list of the documentation reviewed in the course of the study;

e Appendix B —a list of the stakeholders consulted in the course of the study

¢ Appendix C —the general stakeholder questionnaire used in the consultation;

e Appendix D —the results of an exercise to map the requirements of legislation to the
Network Manager Work Programme;

e Appendix E - the results of an exercise to map the Work Programme to the structure of
the Network Manager organisation;

e Appendix F —a list of organisations that provided comments on the draft findings and
recommendations presented at the Network Management Board workshop on 11 April
2016;

e Appendix G — our response to comments received from the Network Manager on our
draft findings and recommendations; and

¢ Appendix H—the Network Manager’s high level comments on our draft final report and
our response.
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Methodology

Overview

Our methodology was designed to ensure coverage of the four tasks described in the Terms of
Reference, recognising the interrelationship between them. It included the following
elements, as illustrated in Figure 2.1:

e areview of existing documentation, in particular the key legislation, Network Manager
documentation, NMB minutes and previous audits carried out by the European Aviation
Safety Agency (EASA);

e engagement with Head of the NMD as well as other Network Manager staff, members of
the NMB, members of the Single Sky Committee (SSC) and representatives of other key
stakeholders;

*  mapping of the activities and costs of the NMD to the functions and tasks defined in
legislation to distinguish as far as possible between the cost base of the Network Manager
and the costs of other activities performed within the NMD;

e areview of current financing arrangements, including an examination of how the
financing of the Network Manager relates to the financing of Eurocontrol as a whole and
of how the arrangements for budget approval operate in practice;

e benchmarking of the Network Manager’s costs against those of air navigation service
providers (ANSPs) employing staff with similar skills and undertaking comparable
activities;

e aRACI analysis of decision making in relation to the Network Manager functions and
tasks, identifying bodies that are Responsible, Accountable, Consulted and Informed in
each area of decision making; and

e comparison of the Network Manager governance framework against the frameworks in
place for organisations with a similar role in terms of the planning or coordination of
activities at a pan-European level, in particular EASA, the Innovation and Networks Agency
(INEA) and the European Rail Agency (ERA).

Based on the results of this work, we identified a number of key findings and developed
recommendations to address specific issues and concerns, including actions to be taken over
next 18 months and longer term measures for implementation through the next designation
of the Network Manager in 2019. These findings and recommendations were shared at a
workshop of NMB members held on 11 April 2016 and subsequently refined to reflect the
comments received.

Throughout the study, the application of the methodology has been overseen by a steering
group, set up by the European Commission with the participation of EASA, the Network
Management Board and the PRB. Four meetings of this committee were held on 2 December
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2015, 9 February 2016, 21 March 2016 and 18 May 2016. In preparing this final report, we
have taken account of comments received from both the steering group and the Network

Manager.

In the remainder of this chapter, we describe key elements of the methodology in more detail
in order to demonstrate the robustness of the evidence on which the findings and

recommendations are based.

Figure 2.1: Overview of methodology

Task 1: Task 2: assessment Task 3:
examination of of financial assessment of cost
cost base arrangements effectiveness

Review of Review of Review of
documentation documentation documentation

Stakeholder Stakeholder

Data collection
engagement engagement

Mapping of Review of Identification of
functions and budgeting/ KPIs
activities financial systems

Review of
Cost analysis business case
development

Benchmarking
analysis

Development of
unit rate option

Task 4: assessment
of governance
arrangements

Review of
documentation

Stakeholder
engagement

Benchmarking
against other EU
organisations

RACI analysis

Findings

Recommendations

Review of documentation

We have reviewed a wide range of documents to inform the stakeholder engagement as well
as the subsequent analysis of costs and review of the governance and financial arrangements.

The documentation examined included:
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¢ the main legislation defining the Network Manager’s role and governance;

e documents that the Network Manager is required to produce under legislation and/or
prepares and publishes on a regular basis, for example its annual reports and Strategy
Plan;

¢ internal documents prepared by the Network Manager, including records of budget
tracking produced regularly and one-off papers setting out ideas for changes in the
organisation’s role and governance;

e other Eurocontrol documents providing information about the organisation’s overall costs
as well as budgeting and investment processes;

¢ minutes of NMB meetings highlighting issues and concerns raised by NMB members in
recent years, and other documents commenting on various aspects the Network
Manager’s performance, for example the PRB’s review of the Network Performance Plan
for RP2, EASA’s audit reports and reports prepared by the NMB’s Budget Task Force; and

¢ documentation relating to other organisations used in the benchmarking of governance
and financial arrangements, for example budget and expenditure reports prepared by
EASA, INEA and ERA and the OECD Principles of Corporate Governance.

A full list of the documents and information sources used in the course of the study is provided
in Appendix A.

In order to further inform our work, at an early stage in the study we sought access to the
OneSky website, which includes documentation for Eurocontrol’s Standing Committee on
Finance. Eurocontrol was not prepared to provide access to this website, although the
Network Manager did provide us with a copy of a number of useful documents, as indicated in
Appendix A. Without access to the website, it is difficult to assess whether we have had access
to all of the relevant information it contains.

Stakeholder engagement

Similarly, we have sought to ensure that the programme of stakeholder engagement was as
comprehensive as possible given the budget and time available for the study. In agreement
with the Commission, we have engaged with the following organisations:

e the Head of the NMD and other Network Manager staff;

¢ members of the NMB, including the Chairman;

e officers within DG MOVE with responsibility for relevant aspects of SES policy;

e representatives of the ANSP community, including individual ANSPs as well as CANSO;

e representatives of airspace users;

¢ members of the SSC; and

e other stakeholders with an interest in the Network Manager, for example the Chairman of
the PRB and representatives of EASA.

A full list of stakeholder organisations and contacts with whom we have engaged is provided in
Appendix B.

In total, we held five meetings with the Network Manager, covering its role, organisation,
staffing and cost base, governance and future development. In the case of other organisations,
we used a questionnaire, submitted in advance, to undertake a structured interview covering
a wide range of issues. The general questionnaire, which was tailored for some interviews, is
included as Appendix C.
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Analytical methods

The study has been informed by the following key analytical exercises, the results of which are
reported in the relevant sections later in this report.

Mapping of functions and tasks to activities

The cost base for the delivery of the Network Manager functions and tasks defined in
legislation depends on the resources allocated to them. In order to identify and quantify these
resources, we have sought to map the functions and tasks to both the specific activities
required to perform them and the structure of the NMD. This exercise was based on a review
of:

e the legislation, primarily the relevant sections of the Implementing Rules;

e the organisational structure of the NMD, focusing as far as possible on the units within the
overall structure that are focused on the delivery of Network Manager functions and
tasks;

¢ the Network Manager Work Programme and budget.

Our aim was to investigate the relationship between legislative requirements, activities and
resource allocation and budget, as illustrated in the figure below. The preliminary results of
our analysis were shared with the Network Manager in order to test our understanding of this
relationship. However, notwithstanding further clarification received, we note that the nature
of some activities and the extent to which they underpin the role defined by the legislation
remain subject to uncertainty.

Figure 2.2: Investigating the relationship between Network Manager role in legislation and activities

Functions and
tasksin
legislation

Investigating

NMD Network

resource the Network RANacer

allocation and Ma nager's Work
budget Programme
cost base

NMD
organisational
structure

Cost benchmarking

The Network Manager is a unique entity undertaking a particular role within the European
Union air navigation sector, and it is difficult to identify organisations suitable for
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benchmarking. However, we note that European ANSPs employ staff with similar skills and
carry out operational and planning work closely linked to the activities of the Network
Manager. We therefore consider that ANSPs provide a useful comparison for the purposes of
benchmarking costs, in particular benchmarking of trends in unit costs and comparisons of
average staff costs.

We selected the following ANSPs for inclusion in the cost benchmarking exercise:

e Deutsche Flugsicherung GmbH (DFS);

¢ NATS En-route PLC (NERL);

e Direction des Services de la Navigation Aérienne (DSNA);
e ENAIRE;

e Ente Nazionale di Assistenza al Volo SpA (ENAV); and

e Belgocontrol.

These organisations include the five largest ANSPs (respectively the ANSPs for Germany, the
UK, France, Spain and Italy), which are comparable in size to the Network Manager. We have
also included Belgocontrol as it is based in the same Member State as the Network Manager
and can be expected to face labour market conditions influenced by similar economic factors.

Given the difficulties of making comparisons with the Network Manager, and notwithstanding
adjustments to take account of the different balance of skills and staff grades within the
organisation as compared with ANSPs, the results of this analysis must necessarily be
qualified. However, we consider that they are indicative of the potential for achieving greater
cost efficiency in the delivery of the Network Manager role.

We also consider it appropriate to benchmark the Network Manager against other pan-
European organisations with roles defined in Union legislation. We selected three agencies,
namely INEA (an Executive Agency), EASA and ERA (both decentralised agencies), and
reviewed published financial information on each in order to compare their unit staff costs.

Benchmarking of governance arrangements

In addition, we have sought to test the adequacy of the Network Manager’s governance
arrangements by benchmarking against the same three pan-European organisations. These
agencies carry out tasks that are not related to the work of the Network Manager but their
governance arrangements nonetheless provide a useful point of comparison. In particular, we
have compared the following elements of governance in each case:

e the nature, composition and responsibilities of the body responsible for the oversight of
the agency;

e the process for budget approval; and

e reporting requirements and practice, particularly with regard to the reporting of financial
data.

As part of the same benchmarking exercise, we have also reviewed the G20/OECD Principles of
Corporate Governance, particularly those relating to board responsibilities and transparency.
While these relate primarily to the governance role performed by corporate boards
representing shareholders and other investors, they nevertheless serve to highlight how the
effectiveness of the NMB might be improved.
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RACI analysis

2.21 In order to further test the adequacy of the governance arrangements for the Network
Manager we have applied the RACI framework, identifying parties who are Responsible,
Accountable, Consulted and Informed in different areas, and at different levels, of decision-
making. For the purposes of this exercise, we have applied the following definitions:

e Responsible: party who performs an activity or does the work;

e Accountable: party who is ultimately answerable and signs-off the correct completion of
the activity or work that has been delegated to the responsible party;

e Consulted: party whose opinions are sought and with whom there is a two-way
communication processl; and

¢ Informed: party who is advised of the outcome of activity or a decision-making process
through one-way communication.

2.22 In applying the framework we have considered the requirements of the legislation as well as
our understanding of actual practice.

! Note that consultation is here taken to mean direct consultation with a stakeholder such as an ANSP or
airspace user rather than consultation through representation on a body such as the NMB.
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Role and organisation of the
Network Manager

Development of the Network Manager role

The Network Manager is a key enabler of the SES, working in collaboration with a wide range
of operating organisations and other industry stakeholders. In performing its functions and
tasks under the legislation, it has a substantial impact on the operational performance of the
European route network, particularly in the Key Performance Areas of capacity, environment
and safety. Notably, it establishes the Union-wide and Functional Airspace Block (FAB)
reference values for en-route capacity and the environment, and plays an important role in
regular performance monitoring.

Development before 2011

The need for effective coordination of ATFM at a European level had become apparent well
before the most recent SES legislation, and this role was already being undertaken by
Eurocontrol, the European Organisation for Safety of Air Navigation, prior to 2011. Eurocontrol
is an inter-governmental, civil-military organisation with 41 Member States, governed by an
international convention’. It consists of the following bodies:

¢ The Permanent Commission represents Member States at ministerial level, formulating
general policy and discharging regulatory functions. It also approves Eurocontrol’s annual
budget and accounts, its five-year programme, contract regulations and financial and staff
regulations as well as appointing the Director General and Directors.

e The Provisional Council is responsible for implementing Eurocontrol’s general policy, as
established by the Permanent Commission, and for supervising Eurocontrol’s work.
Member States are represented in the Provisional Council at Director General of Civil
Aviation level. There is an on-going debate regarding the role and involvement of the
European Commission in the work of the Provisional Council of Eurocontrol.

e The Agency, Eurocontrol’s executive body, has responsibility for undertaking the tasks
prescribed by the organisation’s convention or entrusted to it by the Permanent
Commission or the Provisional Council.

Under a revised convention agreed in 1997, Eurocontrol’s Director General has considerable
managerial independence covering, inter alia, the management of operational functions and
tasks.

2 Membership includes the 28 Member States of the European Union as well as countries such as the
Balkan States, Switzerland, Turkey and Ukraine.
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Before 2011, the coordination of ATFM was undertaken by two units within Eurocontrol, the
Central Flow Management Unit (CFMU) responsible for the planning and management of
traffic flow day-to-day, and a unit responsible for Cooperative Network Design (CND). The
CFMU began operating in 1995 at Eurocontrol’s Brussels headquarters, and became
responsible for the full range of ATFM services within a year. In the 2000s, a new strategy was
implemented, involving moving from ATFM narrowly defined to air traffic flow and capacity
management (ATFCM). This required modifying the established approach to traffic
management, which was based mainly on regulating mechanisms for delivering flight plans, by
introducing proactive management of capacity through close cooperation with key partners
(the military, airspace users, airports and air traffic control centres) and application of
collaborative decision-making techniques.

During this period, Eurocontrol’s ATFM activity was increasingly underpinned by an evolving
legislative framework that subsequently provided the basis for its designation as the Network
Manager in 2011. In particular:

e The recitals of Commission Regulation (EC) No 551/2004 observed that the route network
and airspace structure could not realistically be developed “in isolation, as each individual
Member State is an integral element of the European air traffic management network
(EATMN), both inside and outside the Community”.

e Article 6 of the same Regulation required a reinforcement of the effectiveness of ATFM to
ensure more efficient flight operations. It introduced the concept of network functions
with the aim of achieving “optimum use of airspace and ensuring that airspace users can
operate preferred trajectories, while allowing maximum access to airspace and air
navigation services”.

e Article 6 also stated that “the Commission may, after consultation of the Single Sky
Committee and in conformity with the implementing rules ..., entrust to Eurocontrol, or
another impartial and competent body, the tasks necessary for the execution of the
functions listed ...”. It went on to state that: “these tasks shall be executed in an impartial
and cost-effective manner and performed on behalf of Member States and stakeholders.
They shall be subject to appropriate governance, which recognises the separate
accountabilities for service provision and regulation, taking into consideration the needs
of the whole ATM network and with the full involvement of the airspace users and air
navigation service providers”.

e Commission Regulation (EU) 255/2010 set out the requirements for ATFM within the SES,
providing a framework for governing the Eurocontrol’s ATFM function together with the
activities of local ATFM units, airspace users, airports, slot coordinators and a number of
other organisations. The Regulation also required that local air traffic service units inform
and liaise with the central unit to ensure optimisation of the EATMN.

The 2011 designation

The concept of Network Manager was formally established under the Implementing Rules,
more specifically Article 3 of Commission Regulation (EU) No 677/2011, which provides for “an
impartial and competent body” to undertake the functions previously set out in Regulation
(EC) No 551/2004. The same Article states that “the nomination of the Network Manager shall
take the form of a Commission Decision after consultation of the Single Sky Committee”, and
that the term of the nomination “shall coincide with the reference periods for the [SES]
performance scheme”. In introducing the new legislation, the Commission was responding to
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requests from airspace users and other stakeholders for seamless European airspace, better
managed at the EATMN level.

3.7 Accordingly, under a Commission Decision of 7 July 2011 (the Nomination Decision), the
Commission nominated Eurocontrol as the Network Manager® until 31 December 2019. More
specifically, the text of the decision required Eurocontrol to undertake the Network Manager
functions and tasks defined in legislation and to:

e be impartial;

° maintain adequate competence;

¢ execute the tasks in a cost-effective manner enabling the provision of the functions at
reduced or at least not higher financial and human resources requirements for the
Member States compared to the situation before a Network Manager was designated (as
required by Regulation 667/2011);

e establish the appropriate governance (as required by Article 6 of Regulation 551/2004);

¢ avoid conflicts of interest, in particular respect the separation of the regulatory tasks
(including support to them) and service provision tasks (as required by Article 6 of
Regulation 551/2004);

e comply with European Union legislation relevant for the execution of the functions; and

e promote the Network Manager concept outside Europe.

3.8 The Nomination Decision also required that: “the Network Manager shall finance the duties
entrusted to it on its own budget, for which the Member States shall support the financing
mechanism of network functions through the Eurocontrol budget”. Withdrawal of the
nomination of Eurocontrol as the Network Manager may only occur in the event of failure to
comply with the provisions of the Nomination Decision, subject to the positive opinion of the
Single Sky Committee.

3.9 Prior to its nomination, Eurocontrol established the Network Manager Directorate by
combining the CFMU and the CND. This brought both the planning and day-to-day operational
functions within the same overall management responsibility with a view to ensuring more
effective coordination of the two. In addition, certain other services were transferred to the
new directorate in order to leverage synergies between activities and ensure effective
deployment of key skills and capabilities. As the Network Manager has pointed out, the
Nomination Decision did not require Eurocontrol to form a legally separate entity to undertake
the Network Manager functions, and they therefore continue to be undertaken by a
directorate within the wider organisation.

The current legislative framework
The functions and tasks of the Network Manager

3.10 The legislative framework governing the Network Manager is extensive, and we do not
provide a comprehensive description of the various provisions here. However, the following
paragraphs highlight the main requirements of the Implementing Rules as currently defined.

3.11 Under Article 3 of the Implementing Rules, the Network Manager performs three key
functions that are critical to the development of, and efficient operation within, the SES:

* Commission Decision of 7 July 2011 on the nomination of the Network Manager for the air traffic
management (ATM) network functions of the single European sky.
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designing the European route network (undertaken in cooperation with ANSPs);
coordinating scarce resources (radio frequencies within aviation frequency bands used by
general air traffic and SSR transponder codes defined in an annex to the legislation); and
ATFM, as defined in Regulation (EC) No 551/2004 and Regulation (EU) No 255/2010.

In performing these functions, it undertakes a large number of supporting tasks, initially

defined in Regulation (EU) No 677/2011 and supplemented and amended in Regulation (EU)
No 970/2014. These are summarised in the table below, together with the date from which
the requirement applied.

Table 3.1: Network Manager tasks defined in the Implementing Rules

T N

(a)
(b)
(c)
(d)
(e)

(f)

(8)

(h)

(i)

(i)

(k)

0
(m)
(n)

(o)

(p)

Develop, maintain and implement a Network Strategy Plan

Detail the Network Strategy Plan through a Network Operations Plan
Develop an integrated European Route Network Design

Provide the central function for the coordination of radio frequencies
Coordinate the improvement of the SSR transponder code allocation process

Provide a consolidated and coordinated approach to all planning and operational
activities of the network, including monitoring and improvement of its overall
performance

Provide support for network crisis management

Support the different operational stakeholders in the execution of the obligations that are
placed on them, in the deployment of air traffic management and/or air navigation
services (ATM/ANS) systems and procedures in accordance with the ATM master plan, in
particular the common projects specified in Article 15a(3) of Regulation (EC) No 550/2004
of the European Parliament and the Council

Provide support to entities entrusted with the investigation of civil aviation accidents and
incidents

Ensure coordination with other regions and third countries which do not participate in
the work of the Network Manager

Develop and maintain a work programme and associated budget providing a multiannual
dimension

Contribute to SESAR deployment in accordance with Commission Implementing
Regulation (EU) No 409/2013(*), in particular Article 9(7)(a) thereof

Execute the work programme and annual budget;

Draw up a Network Performance Plan in accordance with Article 6 of Implementing
Regulation (EU) No 390/2013

Identify operational safety hazards at network level and assess the associated network
safety risk

Provide the Commission with an alerting or alarming system, based on the analysis of
flight plans, in order to monitor compliance with operating bans imposed on air carriers
under Regulation (EC) No 2111/2005

2011
2011
2011
2011
2011

2011

2011

2011,
amended in
2014

2011

2011

2014

2014

2014

2014

2014

2014

In addition, the Network Manager is required to contribute to the implementation of the SES
performance scheme in accordance with Regulation (EU) No 691/2010, and to comply with ad
hoc requests for information, advice, analysis or other similar ancillary tasks linked to the
various functions on request of the Commission or the Agency.

In performing these various tasks, the Network Manager is required to ensure:
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e the availability, operations and sharing of tools, processes and consistent data to support
the cooperative decision-making process at network level, including but not limited to,
flight plan processing and data management systems;

e the facilitation and coordination between operational stakeholders and support to these
stakeholders in the deployment and implementation of the plans and the related network
measures following cooperative decision-making;

e the appropriate operational coordination, as well as optimisation, interoperability and
interconnectivity within its area of responsibility;

e the coordination of proposals for amendments to the appropriate ICAO documents
relating to the network functions;

e the reporting in accordance with Article 20 of all operational performance aspects,
including scarce resources; and

e appropriate liaison with other transport sectors.

3.15 While the description of functions and tasks in the main body of the legislation is extensive,
and supplemented by further information provided in annexes, we note that it is necessarily
high level (in common with comparable provisions in much national and European legislation).
Hence, in our view there is potential for considerable interpretation in specifying their precise
scope and corresponding latitude in determining the resources needed to perform them.

Governance of the Network Manager

3.16 The Implementing Rules also define the governance framework for the Network Manager,
which includes two principal bodies, the NMB and the SSC. Since the framework is defined
independently of the organisation nominated to undertake the Network Manager role, it does
not take account of potential interaction with any governance arrangements already in place
for the organisation in question. Rather, Articles 16 and 17 set out extensive responsibilities
for, respectively, the NMB and SSC, providing for a wide range of approval and monitoring
activities.

Responsibilities of the NMB

3.17 As shown in Table 3.2, the NMB is comprised of both voting and non-voting members
representing a range of industry stakeholders, and each member is required to have an
alternate under Article 16. Voting members are nominated by their respective organisations
and appointed after a positive opinion of the SSC and confirmation in the form of a
Commission Decision. The legislation does not provide for observers, and countries from
outside the European Union are represented by Eurocontrol. The NMB usually meets three
times a year, in February/March, June and October/November.

Table 3.2: Composition of NMB

Chairperson

European Commission

Non-voting
Eurocontrol
Network Manager
An ANSP representative for each FAB (with ANSPs having a total of four votes)
Four airspace user representatives
Voting

Two airport representatives

Two military representatives

= steer davies gleave June 2016 | 14



3.18

3.19

3.20

Review of the Single European Sky Network Manager | Final Report

Source: Implementing Rules

Under Article 13 of the Implementing Rules, the NMB is responsible for adopting “measures
related to the governance of the network functions and to monitor their performance”. In
addition, it is charged with resolving situations in which “the Network Manager finds its
actions hindered by one or several parties”. Article 16 lists a series of specific NMB
responsibilities, which are summarised in Table 3.3.

Table 3.3: Responsibilities of the NMB

Responsibility ier A
Specific activity

Draft Network Strategy Plan
Endorsement
Annual budget (after a positive opinion of the SSC)
Annual Network Operations Plan
Co-operative decision-making processes
Rules of procedure of the European Aviation Crisis Coordination Cell
Annual report (commenting on implementation of the Network Strategy and Operations Plans)
A Rules of procedure of the NMB (after a positive opinion of the SSC)
Work Programme
Network Performance Plan
Cooperative arrangements with third countries
Progress in implementation of plans
Consultation of operational stakeholders
Monitoring
Activities related to management of network functions
Activities related to network crises
Addressing issues not resolved at individual network function level

Assessing whether the Network Manager has the appropriate competences, resources and
impartiality to carry out independently the tasks assigned to it, including security, liability and

Other contingency arrangements
responsibilities
Addressing any additional issues identified as relevant

Giving an opinion on possible additional functions that might be attributed to the Network
Manager

Source: Implementing Rules

We note the distinction between “endorsing” and “approving” in the legislation, an issue to
which we return in the context of a discussion of the budget approval process in the following
chapter. Here, we observe that there is little or no material difference in the meaning of the
two terms, although the use of “endorsing” is a reflection of the difficulties of applying the
governance framework defined in legislation with the parallel arrangements in place for
Eurocontrol as a whole.

Responsibilities of the SSC

The SSC is comprised of two representatives of each European Union Member State (one civil
and one military) and observers from third countries as well as Eurocontrol. It is chaired by a
representative from the Commission, which is also responsible for submitting to the SSC policy
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and regulatory proposals relating to the SES. As regards the Network Manager, the SSC is
required to give an opinion on:

e the nomination of the Network Manager;

e the appointment of the chairperson of the NMB;

e the appointment of the voting members of the NMB;

e the Rules of Procedure of the NMB;

e the Network Strategy Plan, in particular the objectives of the plan;

e the annual budget of the Network Manager;

¢ the Rules of Procedure of the European Aviation Crisis Coordination Cell; and

e the cooperative decision-making and consultation processes and the detailed working
arrangements and processes for operations supporting the network functions.

3.21 In the event that the SSC fails to give a positive opinion, the Commission must either appeal to
an appeals committee or bring revised proposals at a later date. In the case of proposals
relating to the Network Manager, it would need to request the Network Manager and/or the
NMB, as appropriate, to consider changes before returning to the SSC for its opinion. We
understand that, to date, the SSC has always given a positive opinion on the Network Manager
budget.

The role and organisation of the Network Manager in practice
Strategic and operational planning

3.22 As outlined in Table 3.1, the Network Manager is required to develop a long term strategy for
the European route network as well as a short term operational plan for implementing the
strategy year-by-year. This, in turn, informs the development of an annual Work Programme,
which sets out the specific activities to be undertaken in the year in question, and the
associated annual budget detailing the costs of delivery. This process is illustrated below.

Figure 3.1: Network Manager strategic and operational planning

* A long term view, aligned with performance plan and targets for next reference NMB endorses
NetWork period SSC gives

Strategy | e Also contains an outlook for future reference periods opinion
Plan

= Sets out how Network Strategy Plan will be implemented at operational level
(covers 3-5 years, annual, seasonal, weekly and daily period) NMB approves

« Identifies constraints, bottlenecks, measures for improvement, solutions

* Sets out detailed activities supporting network functions and tasks in a given year

Work * Also provides resource estimates
Programme

NMB approves

» Aligns with Work Programme and intended to provide detailed costing of activities

SSC gives
opinion

* Forms part of the overall Eurocontrol budget

I NMB endorses

* Sets out measures taken to perform functions and tasks

) . : NMB approves
* Reports on implementation of Network Strategy and Operations Plan

Source: SDG analysis
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Therefore, in order to assess the cost base of the Network Manager, it is important to
understand how the activities in the Work Programme align with the functions and tasks set
out in legislation as well as how they drive the estimated costs set out in the budget. In
addition, it is necessary to understand how actual expenditure in any given year compares
with the budget and the treatment of any under- or over-spend. We return to these issues in
Chapter 5 on financial arrangements and Chapter 6 on our review of the cost base.

Overview of the day-to-day operational role

The Network Manager carries out a number of day-to-day activities through the work of the
Network Manager Operations Centre (NMOC), which forms part of the NMD. The main
activities are as follows:

Airspace data management: this includes creating, verifying and updating the airspace
data system using data provided to the NMOC by all Eurocontrol Member States. The
system contains both static data, such as air traffic control (ATC) sector boundaries and air
routes, and dynamic data such as default ATC capacities and air-route availability (taking
account of military airspace usage).

Flight plan processing: for every civilian flight in European skies made under Instrument
Flight Rules (IFRs), a flight plan containing detailed routings and timings must be sent to
the NMOC at least three hours before planned take-off. These flight plans, numbering up
to 33,400 a day, are checked against the airspace structure in the Integrated Initial Flight
Plan Processing System (IFPS). Any inconsistencies are resolved, normally through the
manual intervention of NMOC staff, before the flight plan is accepted.

ATFCM: this involves seeking to optimise, as far as possible, ATC capacity in order to meet
air traffic demand while ensuring safety and meeting efficiency targets. It is divided into
three phases: the strategic phase (avoiding imbalances between capacity and demand for
events taking place in the future); the pre-tactical phase (producing the best possible
ATFCM plan for operations for the following day); and the tactical phase (monitoring and
updating the ATFCM plans made the day before based on the current day’s situation).

As shown in the figure below, these activities interact with the management of the European
Aeronautical Information Services Database (EAD), which is not covered by the network
functions defined in the legislation. The EAD is managed by the Network Services unit, which is
part of the NMD but not part of the Network Manager role defined in Article 4 of the
Implementing Rules”.

* The Network Manager stated that EAD was transferred out of the Network Manager organisation to
Network Services in 2014, although it would prefer all of the activities currently undertaken by the NMD
to be included in legislation.
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Figure 3.2: Day-to-day operational tasks of the NMD

e ——

Flight plan
processing

.

EAD &
aeronautical
information

Airspace data
management

Network Manager activities

Non-Network Manager activities

Source: Steer Davies Gleave representation of information provided by the Network Manager
Organisation of the Network Manager Directorate

3.26 As already noted, in response to the Implementing Rules Eurocontrol formed the NMD
through a process of internal reorganisation, part of a broader restructuring exercise resulting
in the creation of five directorates. The organisation of the NMD, and the division of its work
between the Network Manager functions defined in the legislation and other Network
Services, is discussed in more detail in Chapter 6. Here, we note that the difficulty in
distinguishing clearly between activities supporting Network Manager functions and those
supporting the directorate’s broader work has been a key focus of this study.

3.27 The NMD undertakes all network functions, covering network planning (airspace design) and
operations (ATFCM and AIM) as well as supporting the coordinated, pan-European
deployment of operational and technical improvements (including those related to SESAR). It
also provides support to air navigation activity at airports, coordinates safety-related work
across Member States, delivers support services to ANSPs and FABs when required, and
monitors the network management contribution to the performance targets of the SES. Its
responsibility for training and management of the EAD are not network functions defined by
the legislation but both are critical for the ongoing strategic planning and operation of the
network.

3.28 Figure 3.3 shows how the NMD is organised into units responsible for different activities. For
the purposes of this review, the key units and their roles are as follows:

e The Network Operations Management unit is responsible for the overall operational
management of the network, and focuses mainly on Network Manager functions and
tasks. The NMOC, whose role is described in paragraph 3.24 above, forms part of this unit.

e Technical support (in terms of IT, communications and systems) and facilities are provided
by the Network Technical Systems unit. It is the responsibility of this unit to ensure that all
technical systems are always operational and that there is sufficient redundancy in case of
failure. Again, this unit focusses predominately on Network Manager functions and tasks.

e The Network Strategy and Development unit is responsible for the short, medium and
long-term planning covered by the network functions, and also coordinates and
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implements projects. While it focuses primarily on Network Manager activities, it does
undertake some other work.
e The Performance Forecasts and Relations unit manages relations with the users. It also
develops short-term and longer term forecasts of airspace demand (STATFOR) as well as
analysing and reporting on operations. This unit supports both Network Manager and

other activities.

e  The Network CNS/IM Services unit is focused on ensuring that the numerous
communications, navigation and surveillance systems and sub-systems work together in a
harmonized and safe manner. It coordinates the allocation of frequencies and SSR
transponder codes. This unit focusses primarily on Network Services, but some of its
activities are required to support Network Manager functions.

e The Training unit provides training to external stakeholders, an activity covered by

Network Services.

3.29 The NMD is mainly located in the Eurocontrol’s premises in Brussels, with some staff and
systems (providing redundancy for key network functions) located in additional facilities in
Brétigny-sur-Orge in France. The Training unit delivers its training courses from Eurocontrol’s
Institute of Air Navigation Services, which is located in Luxembourg.

Figure 3.3: NMD organisation
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3.30 In 2014, the NMD employed 597 staff including the following:
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e Officials: these staff are appointed to an established post at Eurocontrol. To some degree,
staff grades mirror those of the European Commission (i.e. administrators (AD) and
assistants (AST) grades are in use), although many of the NMD’s staff are operational. As is
the case for Eurocontrol as a whole, salaries are subject to an internal tax rather than
Belgian (or other) national taxation, with revenues used to offset the financing for the
organisation provided by Member States (an arrangement explained in more detail in
Chapter 5).

e Contract staff: contract staff are employed to perform administrative or expert tasks.
Their contract duration cannot exceed three years, and contracts cannot be renewed
more than once. The numbers of contract staff should not exceed 20% of budgetary posts.
Salaries of contract staff are subject to the same internal tax as officials.

*  Young graduates: in 2012, Eurocontrol put in place a Graduate Programme with an annual
intake of 12 graduates to help achieve a more balanced intake of junior and senior staff.

Table 3.4 shows the breakdown of NMD staff by grade in recent years. Table 3.5 shows
forecasts of Full Time Equivalent (FTE) staff to 2020, broken down between Network Manager
and Network Services.

Table 3.4: Historical NMD staff resources by grade

Officials

Contract staff Not stated 33 27 14
Young graduates Not applicable Not applicable Not applicable 13
Total 613 at least 632 at least 610 at least 597

Source: Eurocontrol annual reports

Table 3.5: Projected NMD staff resources by service area

Network Services

Network Manager 479 439 436 434 433 433
Total NMD 565 532 532 532 532 532
% Network Services 15.2% 17.4% 18.0% 18.4% 18.6% 18.6%
% Network Manager 84.8% 82.6% 82.0% 81.6% 81.4% 81.4%

Source: Agency Business Plan 2015 — 2019 and 2016 — 2020

We note that projected staffing levels within the NMD are expected to decline significantly,
particularly during 2016, as a result of falling numbers of staff allocated to the Network
Manager. However, the implications for cost efficiency will depend on the future path of unit
staff costs, an issue to which we return in Chapter 7.
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Governance

Our Terms of Reference

Requirement: perform an in-depth assessment of existing Network Manager governance mechanisms
and processes for decision making, covering all duties of the NMB as listed in Article 16.1 of the
Network Functions Implementing Rule (NF IR). This task will identify the extent to which the full powers
contained in the current NF IR and the designation decision are applied as well as the barriers to
effective governance. This task will assess in particular the relationship between the NMB and the
Network Manager; the accountabilities and liabilities of the NMB and Network Manager; the
independence, impartiality and separation of the Network Manager from other tasks performed by
Eurocontrol. It will provide recommendations for any immediate improvement and also options for
medium term evolution, including if required, amendments to the network functions regulatory
framework.

We begin our reporting of the issues identified in the course of this review with a discussion of
the governance arrangements for the Network Manager (Task 4 of the Terms of Reference). In
our view, weaknesses in the current governance arrangements underlie many of the issues
identified through the other tasks discussed in later chapters.

In responding to the requirements of Task 4, we have investigated:

¢ the independence of the Network Manager;

e the responsibilities of the NMB and SSC;

¢ how the governance arrangements for the Network Manager compare with those for
other pan-European bodies; and

e whether the arrangements are sufficiently clear and transparent, based on the RACI
analysis described in 2.21.

The results of this investigation are described below as a precursor to our key findings and
recommendations on governance reported in Chapter 8.

Independence of the Network Manager

As already noted, while the Nomination Decision required Eurocontrol to meet a number of
criteria in undertaking the role of Network Manager (see paragraph 3.7), there was no
requirement to set up a separate legal entity to perform the functions and tasks defined in the
legislation. The effect of the decision was therefore to designate Eurocontrol as a whole to
carry out the role (much of which was already being undertaken by the organisation) rather
than the creation of a body specifically designed for the purpose. Accordingly, the formation
of the NMD was fully consistent with the requirements of both the Implementing Rules and
the Nomination Decision, notwithstanding that the scope of its activities extends beyond the
network functions and tasks.
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This approach is different from that taken in the case of other pan-European organisations
with responsibilities under European Union law. For example:

e ERA, the body responsible for the development of European rail interoperability and
safety management, was established under Regulation (EC) No 881/2004, which explicitly
defines the organisation as a body of the European Union having a “legal personality”. The
legislation also provides for an Administrative Board and Executive Director as well as a
detailed framework governing the preparation, implementation and control of the
Agency’s budget.

e The SESAR Joint Undertaking was established under Council Regulation (EC) No 219/2007
to manage the development phase of the SESAR project. Again, the legislation confirms
that the Joint Undertaking has a “legal personality” and states that it may “in particular,
acquire or dispose of movable and immovable property and may be a party to legal
proceedings”.

e INEA was created by Commission Decision 2013/801/EU to manage the financial and
technical implementation of the TEN-T programme”. Its governance framework is defined
by Council Regulation (EC) No 58/2003 laying down the statute for executive agencies,
which sets out a number of generic provisions relating to this form of organisation. In
particular, it includes similar wording in respect of the legal status of agencies and the
preparation, implementation and monitoring of their budgets.

Our aim in identifying these examples is not to suggest that the Network Manager should take
the form of an agency or joint undertaking, or that its form should necessarily be defined in
legislation. Rather, we highlight them in order to demonstrate that pan-European
organisations established to undertake a role under legislation normally have a distinct legal
status and a substantial degree of management independence. Whether such status can only
be satisfactorily established through legislation is a matter on which the Commission may wish
to seek legal advice. Here we note that, in our view, there would be significant advantages in
the Network Manager having a ‘legal personality’, since this would allow it to make decisions
independently of Eurocontrol in a way that it cannot as part of a directorate operating within
the management structure of the wider organisation.

In the course of our review, we have noted a number of areas of decision-making where the
Network Manager cannot act independently, notwithstanding that it has some discretion to
undertake aspects of its planning and operational role without reference to Eurocontrol’s
approval processes. Key areas where, in our view, the Network Manager does not enjoy
independence, either in principle or in practice, include:

e the recruitment and dismissal of staff on terms and conditions that differ from those in
place for the rest of Eurocontrol’s organisation;

¢ making applications on its own account for support from the Connecting Europe Facility
(CEF), a key source of funding for the development of trans-European infrastructure
including the European route network;

¢ making investment and other proposals to the NMB without reference to Eurocontrol’s
internal approval procedures;

e concluding contractual agreements with third parties such as the SESAR Deployment
Manager; and

e securing support services of various kinds (e.g. facilities and general IT services).

> Trans-European Transport Network programme.
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We consider that the Network Manager must have discretion to make decisions in all of these
areas if it is to pursue the aims of the SES effectively and efficiently. In the absence of such
independence, there is a clear risk that the organisation will be required to balance SES
objectives with those of Eurocontrol, giving rise to tensions and ongoing disagreement with
the NMB and stakeholders. Such tensions have already arisen, notably in respect of budget
issues, applications for CEF funding or the treatment of third countries, an issue to which we
return in Chapter 7.

In responding to the draft findings and recommendations presented to the NMB workshop on
11 April, the Network Manager has stated that it already enjoys some independence from
Eurocontrol and that the latter’s objectives are anyway fully aligned with those of the SES. In
discussion, it has also referred to an initiative within Eurocontrol to enable individual
directorates to contract for support services from 2019. However, in our view the persistent
disagreement over whether the Network Manager’s activities are effectively focused on the
development of the SES, and whether they have been unnecessarily extended beyond the SES
geography, provides clear evidence of the potential for tension between different sets of
objectives®. In addition, while we consider that moves to allow greater management discretion
in specific areas (for example procurement of support services) should be welcomed, these are
insufficient to establish the level of independence that we consider necessary.

At the same time, we stress that establishing separate legal status for the Network Manager
need not preclude Eurocontrol from undertaking the role in the future. We consider the
mechanisms by which such status could be established in Chapter 8. Here, we note that the
Network Manager has itself stated that Eurocontrol has the ability to create separate legal
entities within its organisation, and that this could be considered once the requirements for
designation in 2019 have been determined.

Review of NMB and SSC responsibilities
The role of the NMB

As noted in paragraph 3.17, the NMB is comprised of all operational stakeholder
representatives (including the military), and its role is therefore different from that of a
conventional corporate board. Its specific responsibilities, as summarised in Table 3.3,
nevertheless reflect to some degree those typically allocated to supervisory boards of
different kinds. These include endorsing or approving key plans (notably the Network Strategy
Plan and the Network Operations Plan) as well as monitoring their implementation, approval
of the annual report and assessing if the Network Manager has the appropriate competencies,
resources and impartiality to carry out the tasks assigned to it.

Key responsibilities normally allocated to a board that are not within the role of the NMB, as
defined in the Implementing Rules, are as follows:

e selection and performance review of the senior management team (who report to
Eurocontrol);

® As discussed in Chapter 7, the SES geography currently includes the 28 Member States of the European
Union, the EFTA and EEA countries (Norway, Switzerland and Iceland), and the six European Civil
Aviation Area (ECAA) countries (Albania, Bosnia and Herzegovina, Former Yugoslav Republic of
Macedonia, Montenegro, Serbia and Kosovo). Ukraine has also signed a comprehensive aviation
agreement with the Union. Eurocontrol has 41 Member States and carries out the Network Manager
functions and tasks on behalf of them all.
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e ensuring long term financial stability;

* monitoring expenditure against the budget (although it could be argued that this role is
implicit in a number of the tasks covered by Article 4 of the Implementing Rules, for
example “monitoring activities related to the management of the network functions”);

e influencing and approving changes in organisational structure;

e ensuring the adequacy of internal control procedures (with the Network Manager relying
on Eurocontrol’s procedures); and

e engaging external advisers.

We also note that the NMB'’s role in relation to budget approval is unusual and has been the
subject of discussion and dispute, as discussed further below.

It is clear that a number these limitations on the NMB’s role are the result of the Network
Manager being subject to parallel governance arrangements administered by Eurocontrol. This
is reflected in the description of the Network Manager and its governance arrangements on
Eurocontrol’s website, which:

e uses the terms “Network Manager” and “Network Management Directorate”
interchangeably (although it does refer to the nomination of the Network Manager by the
Commission); and

e does not fully explain the NMB'’s role, make reference to its involvement in the approval
of the budget and Work Programme or provide information on its priorities and decisions.

At the same time, we recognise that the Network Manager’s role and status are unique, and
that the responsibilities of the NMB must be defined accordingly. In this context, the Network
Manager has responded to our draft findings and recommendations by noting that a number
of the responsibilities identified in paragraph 4.12 are not currently exercised [by a board] in
respect of “any European network entity”. We have therefore undertaken a comparison of the
role of the NMB with that of the analogous supervisory bodies for the pan-European agencies
identified in paragraph 2.18, each of which is responsible for a similarly unique set of functions
under legislation. The results of this exercise are reported in paragraphs 4.29 to 4.44.

In the course of our engagement with the Network Manager, it has also raised concerns about
the potential for members of the NMB to face conflicts of interest. In particular, it has
indicated that:

* members with access to detailed financial and other information would have an unfair
advantage if they were to participate in any future consortium or other organisation
bidding to undertake the role of Network Manager in competition with Eurocontrol,
providing a justification for withholding information from the NMB in certain
circumstances; and

* members representing groups of stakeholders but drawn from particular organisations
often take a defensive position when reviewing reports and plans submitted by the
Network Manager that are critical of the organisation in question (for example, in terms
of its contribution to the level of delay observed in a particular year).

We recognise the general need to consider the potential for conflicts of interest when
disseminating information, although we have seen no evidence of a conflict arising in practice.
However, we are not persuaded that such conflicts provide a justification for withholding the
detailed information that the NMB requires in order to undertake its role effectively. We have
undertaken work for both bidders and awarding authorities in a large number of competitive
tendering exercises in the transport sector, and note that bidding organisations are typically
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provided with extensive historical financial and other information as part of the procurement
process in order to ensure a level playing field in the preparation of bids. Such historical
information must be distinguished from the forward looking plans, initiatives and associated
financial projections developed by individual bidders at the time of the procurement that are
properly subject to confidentiality.

As regards the potential for stakeholders to challenge the Network Manager when they are
subjected to criticism, we suggest that such challenge is largely unavoidable in the case of a
board representing specific groups of stakeholders. At the same time, we would expect all
members of the NMB to respect the Network Manager’s objectivity in presenting its analysis
of network performance, and that members would challenge each other in responding to
observations in reports and plans presented for approval.

Notwithstanding these observations, we consider that the effective and transparent
management of potential conflicts of interest is important in establishing trust and a
productive working relationship between the Network Manager and the NMB. Further, we
note that Article 13 of the NMB’s rules of procedure require it to prepare a Data and
Confidentiality Policy Statement and that this has not yet been produced. In our view, this
could provide a mechanism for responding to the Network Manager’s concerns, and we return
to a discussion of its scope in Chapter 8.

The role of the SSC

As already noted, the SSC is required to offer a positive opinion prior to NMB endorsement or
approval in a number of areas, not least the Network Strategy Plan and the Network
Manager’s budget. It also offers an opinion on the appointment of the chairperson of the NMB
and its rules of procedure. This provides the Member States, who are represented through the
SSC, with some assurance over key decisions relating to the activities of the Network Manager.

During the review, we have held discussions with two members of the SSC in order to better
understand its role and ways of working in relation to the governance of the Network
Manager. We understand that each Member State is represented by two members, drawn
from the relevant transport and defence ministries, and that decisions are made using
established European voting arrangements applied in various different forums in the aviation
as well as other sectors (with certain Member States receiving a higher weighting in any vote
than others). Meetings are chaired by the Commission, which is responsible for formulating
and presenting proposals for an opinion.

Both of the representatives with whom we engaged considered that the procedures governing
the SSC’s involvement in the governance of the Network Manager operated effectively. For
example, if the SSC did not provide a positive opinion on the budget, it would be for the
Commission to request the Network Manager to prepare an alternative proposal, which would
then be tabled by the Commission (acting as chair of the SSC) for consideration. However, one
representative noted that there was potential for tension between the process for endorsing
the budget provided for in legislation and Eurocontrol’s own budget approval process.

Budget approval — an illustration of governance weaknesses

The arrangements for approving the Network Manager’s budget have proved particularly
contentious and, while some of the concerns expressed by the NMB have been partially
addressed through a Cooperative Decision Making (CDM) document prepared by the Network
Manager, they serve to illustrate weaknesses in the current governance arrangements. These
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weaknesses led to serious questions about the status of the budget in 2014, and the debate
about the implications for accountability continue notwithstanding the NMB’s approval of the
CDM document.

In our view, the difficulty in establishing clear accountability for the budget arises directly from
the fact that the Network Manager is part of a directorate within Eurocontrol and has no
independent legal status. This means that, in principle, the Network Manager’s budget is part
of Eurocontrol’s wider budget and is subject to approval by the Permanent Commission. At the
same time, the Implementing Rules make no mention of Eurocontrol in relation to budget
approval, with only the NMB and SSC having defined roles as already described. The resulting
tensions and lack of accountability are illustrated in the figure below.

Figure 4.1: lllustration of difficulties in establishing budget accountability

Eurocontrol SES policy framework

Permanent Commission

I Network
Approval of - ent
Eurocontrol budget anagemen
Board

Incorporation of
NM budget into Accountability?
Eurocontrol budget

Network
Manager

Network Management Directorate

Endorses the Delivers opinion
NM budget on NM budget

Source: SDG analysis

As a result, endorsement of the 2014 budget proved problematic, with the NMB continuing to
challenge the Network Manager’s proposal even after it had been incorporated into
Eurocontrol’s budget following approval by the Permanent Commission. By June 2014, the
budget had still not been endorsed, and neither had the positive opinion of the SSC been
sought. Hence the Network Manager, in continuing to perform its functions and tasks, was
obliged to operate under contingency arrangements for the first half of the year.

Resolution of the issue was protracted, with Eurocontrol opposing a proposed change in the
wording of the legislation (involving a replacement of the word “endorsing” with “approving”)’
and stating its position as follows:

“There is only one budgetary authority approving the Eurocontrol budget, which is the
Eurocontrol Permanent Commission, therefore Eurocontrol cannot make the approval of part
of its own budget dependent on prior approval of a body belonging to another organisation

"In practice, the significance of the distinction between the two terms is not immediately obvious: the

Oxford Dictionary defines the verb “to endorse” as “to declare public approval”, which implies that the
difference between “endorse” and “approve” relates to the level of transparency rather than the effect
of the action itself.
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(viz. the European Union), even more if the other organisation does not even contribute to the
part of the Eurocontrol budget (Network Manager budget) to be approved”.?

A draft of the CDM document prepared in June 2014 nevertheless provided at least a
temporary resolution, stating that “the NM will ensure the wider Eurocontrol budget,
including the NM budget, is adopted by the Eurocontrol PC without amendment to the NM
part thereof”. The current budget approval process is illustrated in the figure below.

Figure 4.2: Current budget approval process
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We understand that the Director General of Eurocontrol has confirmed this position. However,
our discussions with members of the NMB indicate that a number do not consider that the
issue has been satisfactorily resolved and that the body still cannot be considered accountable
for the Network Manager’s budget. Moreover, while the Network Manager considers that the
budget process operated reasonably well in 2015, the NMB Budget Task Force has raised a
number of major concerns®.

Comparison with other pan-European organisations
Overview

The table below provides an overview of the results of our comparison of the NMB with the
equivalent bodies responsible for overseeing the pan-European organisations selected for the
purposes of benchmarking. By way of context, we note that in 2012 the Commission put

® Working paper, SCF 14/23/3 of 29.9.14, item 5.

’ ‘NMB Budget Task Force - Comments to ABP 2016-2020- 28May 2015 Draft.docx’.
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forward a range of improvements for decentralised agencies (i.e. applying to ERA and EASA),
including five-yearly evaluations, the introduction of sunset or review clauses providing for
merging or closing down agencies, ex ante and ex post evaluations of their programmes and
activities, the development of key performance indicators, multi-annual programming to be
linked with resource planning, a stronger link between activities and human and financial
resources and a streamlined governance structure.

Table 4.1: Comparison of NMB with boards of other pan-European organisations

Organisation type

Board name

Appointment of
Chair of the Board

Role in
appointment of the
Director

Role in overseeing
performance of the
Executive Director
and Heads of Units

Role in approving
the annual general
report

Role in approving
programme of work
for the coming year

Role in approving
the budget

Delivers an opinion
on the final
accounts?

Role in establishing
the Rules of
Procedure

Role in establishing
the organisational
structure and adopt
the staffing policy

Not defined in
legislation

Network
Management
Board

Proposed by voting
members (after
positive opinion of
SSC)

The NMB is not
consulted

None

Approves the
annual report

Approves the
Work Programme

The NMB endorses
the budget (after
positive opinion of
SSC)

No

Approves the Rules
of Procedure (after
positive opinion of
the SSC)

None

Executive Agency

Steering
Committee

Chosen from
among members

Director is directly
appointed by the
Commission

None - the
Director is
responsible for all
staff management

Approves the
annual report no
later than 31
March each year

Approves the work
programme

Approves the
budget

No, opinion is
provided by the
Commission and
the European
Court of Auditors

Establishes the
Rules of Procedure

Approves the
organisational
structure and
staffing policy

Decentralised
agency

Administrative

Board

Elected from
among members

Board appoints the
Director

Yes

Approves the
annual report by
30 April each year

Approves the work
programme by 31
October

Approves the
budget

Yes

Establishes the
Rules of Procedure

None

Decentralised
agency

Management
Board

Elected from
among members

Board appoints the
Director

Yes, in agreement
with the Executive
Director

Approves the
annual report

Approves the work
programme by 30
September

Approves the
budget

Yes

Establishes the
Rules of Procedure

Approves the
organisational
structure and
staffing policy

Source: SDG analysis

As shown, while the NMB’s responsibilities are comparable with those of the other bodies in
some respects, they differ materially in a number of areas. In particular, it has no role in the
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appointment of the Director of the organisation that it oversees (in contrast to the bodies
overseeing ERA and EASA) and is not required to offer a formal opinion on the final accounts
(although it does receive a copy of the cash flow statement and balance sheet). Its role in
relation to budget approval has already been discussed at some length in the previous section.

Benchmark organisations - key elements of governance

We have sought to further illustrate the differences between the Network Manager and the
analogous organisations through more detailed investigation of their respective governance
arrangements. Key features of the governance of INEA, ERA and EASA are summarised below.

The governance of INEA

As already noted, INEA is an executive agency established under Regulation (EC) No 58/2003.
It is responsible for implementing a number of European Union programmes™?, replacing the
former TEN-T Agency, and commenced work in 2014 with 174 staff (with plans to expand to
292 by 2020). As an executive agency, it has its own legal identity and operating budget while
remaining under the control of the Commission and subject to a rigorous legal framework
established by the European Council. Its senior management is appointed by the Commission.

INEA’s governance arrangements are based on the following elements:

e Steering Committee — the Steering Committee meets four times per year and votes on all
issues affecting INEA’s operations, including its annual work programme, staffing budget,
Annual Activity Report and accounts. It is comprised of staff from the Commission
Directorates General (DGs) that are most concerned with the Agency’s work (DG MOVE,
DG ENER, DG CNECT and DG RTD). The Director of the Agency and representatives of
other relevant organisations may attend as observers.

e Liaison officers — the Steering Committee is supported by liaison officers drawn from the
Agency’s parent DGs, who coordinate monitoring activity and keep senior staff within the
DGs informed of relevant issues. Liaison officers also ensure that the Agency complies
with its legal framework.

e Mandatory reporting — INEA is required to provide regular reports to its parent DGs,
including monthly reports on actual expenditure against budget and half-yearly reports on
progress in implementing the work programme. In addition, an evaluation of the Agency’s
work is undertaken every three years.

e Availability of information — the Agency’s accounting system is based on the Commission’s
standard system, and the Commission may review and challenge financial and other
information as required.

e On-site visits — parent DG’s are entitled to carry out audits and other checks in order to
ensure that appropriate internal control systems are in place and operating correctly and
that the Agency is complying with relevant legal requirements.

This governance framework is supplemented by a number of general financial requirements
for executive agencies set out in Regulation (EC) No 1653/2004". These include:

10 CEF, parts of the Horizon 2020 programme and the legacy TEN-T and Marco Polo programmes.

! Commission Regulation No 1653/2004 of 21 September 2004 on a standard financial regulation for
the executive agencies pursuant to Council Regulation (EC) No 58/2003 laying down the statute for
executive agencies to be entrusted with certain tasks in the management of Community programmes.
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¢ arequirement for sound financial management, effective and efficient internal control
and budget transparency (including presentation of expenditure against budget and
sharing of the budget with the Commission and the Court of Auditors);

* arequirement that the annual work programme includes detailed objectives and
performance indicators; and

e aprohibition on raising loans, and a requirement that any positive balance of revenue
over expenditure must be returned to the Commission at the end of the year.

In addition, the legal framework governing CEF itself provides for monthly, bi-monthly, half
yearly, annual and other periodic assessments of the programme, and it is also subject to audit
by the Court of Auditors.

The governance of ERA

ERA is a decentralised agency established under Regulation (EC) No 881/2004 (subsequently
amended by Regulation (EC) No 1335/2008), responsible for supporting the development of
interoperability and safety management in the European rail sector. It also acts as the system
authority for the European Rail Traffic Management System (ERTMS) project, which is
intended to establish common signalling standards throughout Europe. It employs some 140
staff and its budget in 2015 was €26 million.

ERA is supervised by an Administrative Board comprised of 38 members, including one
member representing each of the Member States, four representing the Commission and six
representing stakeholders such as infrastructure managers, railway undertakings, worker
representative bodies, passengers and freight customers (with stakeholder representatives
having no voting rights). Members are appointed on the basis of their expertise for a term of
five years, which may be renewed once.

The responsibilities of the Administrative Board are described in the legislation and include
appointment of the Agency’s Executive Director, adoption of the budget (after overseeing its
preparation) and delivery of an opinion on the financial accounts (following a review by the
Court of Auditors). It meets between three or four times a year, although the legislation
requires only two meetings a year. In 2009, it established a Sub-Committee on financial,
budgetary and staff-related issues to provide advice and facilitate decision making. Committee
members are drawn from the Administrative Board and operates through consensus rather
than formal voting.

The governance of EASA

EASA is also a decentralised agency, originally established by Council Regulation (EC) No
1592/2002 (subsequently replaced by Regulation (EC) No 216/2008) and responsible for
aviation safety in Europe. Its activities include the development of safety management
strategies, the certification of aviation projects and oversight of approved organisations within
the aviation industry, and it employs some 700 aviation experts and administrators. Its budget
in 2014 was €162 million, financed by a combination of Commission contributions, fees for
certificates issued and charges for publications and training provided.

EASA’s governance framework includes the following elements:

¢ Management Board — the Management Board is responsible for defining the Agency’s
priorities, appointing its Executive Director and adopting the work programme, the
budget and the annual report. It is comprised of one representative for each Member
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State and one representative of the Commission, with the chair person elected from
among the members.

e Advisory Board —the Advisory Board assists the Management Board in its work, and is
comprised of representatives of various stakeholders including manufacturers, operators
of general aviation services, maintenance suppliers and aviation workers’ organisations.

e Board of Appeal — the Executive Director has wide powers under the legislation, for
example to undertake inspections and investigations in support of EASA’s regulatory
functions, and the Regulation therefore provides for a Board of Appeal to ensure that
decisions comply with the legal framework.

As a decentralised agency, EASA is subject to financial regulations similar to those of ERA, with
the Management Board adopting the budget and delivering an opinion on the financial
accounts following their review by the Court of Auditors.

Implications for governance of the Network Manager

We recognise that, as agencies, the organisations discussed above are different from the
Network Manager, particularly in terms of their relationship with the Commission. We also
note that the Network Manager is primarily an operational entity rather than a regulatory or
project focused one. Nevertheless, the agencies have a number of common characteristics
making them useful comparators for the purposes of assessing the Network Manager’s
governance framework:

e They have been established under European Union law for the purposes of meeting
specific objectives underpinning the further integration of key markets, in particular
transport markets.

e They are responsible for quasi-regulatory activities and/or services that cannot be
provided by competitive markets.

e They are concerned, in whole or in part, with network-based industries, in particular
transport industries that rely on cross-border cooperation and coordination in delivering
pan-European services.

e They employ highly skilled staff with particular expertise, acquired only through extensive
experience and training and hence not always readily available in the marketplace.

e Ineach case, there is a need for governance mechanisms that ensure resources are
deployed efficiently and effectively in support of achieving European Union objectives.

Against this background, we consider that a number of elements of the governance
arrangements reviewed should inform any further development of the corresponding
arrangements for the Network Manager. In particular:

e All of the agencies have independent legal status, enabling them to hire staff, enter in
legal contracts and undertake other activities on their own behalf (notwithstanding that
their freedom of action is constrained in a number of ways). As already noted, we suggest
that such status would enable the Network Manager to operate more effectively while
providing for greater financial transparency and accountability. More specifically, it would
remove the potential for conflict between parallel governance arrangements place
primary responsibility for governance with the NMB.

¢ Inthe case of the two decentralised agencies, the relevant supervisory body appoints the
Director of the organisation as well as other senior management staff, although other
organisations (including the Commission) are involved in the selection process.
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e Similarly, the bodies responsible for supervising the decentralised agencies are
unequivocally accountable for their budgets, overseeing the preparation of estimates of
revenue and expenditure for each coming year and formally adopting the budget as well
as delivering an opinion on the final accounts.

e All of the supervisory bodies undertake extensive monitoring activities, including regular
review of expenditure against the budget and KPIs.

We conclude that the role of the NMB is more limited than that of comparable bodies
responsible for overseeing other pan-European organisations established under European
Union law. Further, these limitations result in part from the fact that the Network Manager
has no separate legal status and that the corresponding supervisory responsibilities are
currently discharged by Eurocontrol itself. In our view, the accountability of the NMB would be
enhanced, and its role in overseeing the activities of the Network Manager considerably
strengthened, if a governance model similar to that of the decentralised agencies were
adopted. Subject to legal advice, we suggest that this would not necessarily require major
changes to the relevant legislation, but would be conditional on the Network Manager having
a “legal personality” equivalent to that of the other organisations reviewed.

RACI analysis

The RACI framework, outlined in paragraph 2.21, provides a further means of assessing the
integrity of the Network Manager’s governance. In applying the framework we have
undertaken two separate exercises, one based on consideration of the legislation alone and
the other taking account of our understanding of actual practice derived from the document
review and stakeholder engagement. The results therefore serve to highlight how far the
governance arrangements are defined in the legislation and how far they rely on working
arrangements developed following implementation.

The results of this analysis are shown in Table 4.2. For reference, the cells in the table are
populated as follows:

e “R”indicates that the organisation has primary responsibility for an output;

¢ “A”indicates that the organisation is accountable for the output, usually because it gives
final approval;

e “CC” indicates that an organisation is consulted and that its views determine whether a
document or other output can proceed to the next stage of the approval process;

e “C”indicates that the organisation is consulted (i.e. its views are sought after information,
such as a draft document, has been circulated to it);

e “I” indicates that the organisation is simply informed (i.e. it is simply notified or provided
with a copy of the final document);

e ““indicates that the organisation’s role, if any, is not mentioned in the legislation; and

e “?”indicates that there is some uncertainty about an organisation’s role in relation to a
particular document or output.

Note that ANSPs, airports and airspace users are included in the analysis in their own right and
not by virtue of their representation on the NMB.
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Table 4.2: Results of RACI analysis

Network Manager document/output
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Eurocontrol
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Source: SDG analysis based on review of legislation and other documents as well as stakeholder engagement
On the basis of this analysis, we conclude that:

e responsibility for the documents and outputs identified is clearly allocated to the Network
Manager, both under the legislation and in practice;

* in most cases, the NMB’s accountability is clear, but there is considerable uncertainty
surrounding its accountability for the budget and work programme for the reasons
discussed above, the CDM document notwithstanding;

e the SSC’s role in relation to key documents is clear, having been clarified through
stakeholder engagement (although we suggest that the position in the event of the SSC
not providing a positive opinion would benefit from written clarification);

*  mention of Eurocontrol is restricted to the Nomination Decision given the need to define
the Network Manager functions and tasks independently of the organisation charged with
undertaking them at any point in time, but its role in relation to the budget remains an
issue of contention and its contribution to other outputs is unclear to us; and

e other key stakeholders are consulted and informed, as appropriate, in practice although
their participation is not always explicitly provided for in legislation (other than through
representation on the NMB).

Overall, we consider that there is considerable scope for improving the clarity and
effectiveness of the governance arrangements in order to address the weaknesses identified
above. While in principle the existing arrangements could be made to operate more effectively

2 European Aviation Crisis Coordination Cell

B However, we note that the Network Strategy Plan must include the performance plan and targets for
the next reference period.
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through pragmatic agreements and more collaborative behaviour, for example of the kind
leading to the adoption of the CDM document, in our view this is not a viable long term
solution. To be effective, governance arrangements should not need to rely on ad hoc changes
to procedures and the collaborative behaviour of the parties involved. We also note that while
much could be achieved through modification of the governance framework, effective
oversight will also depend on the transparency of the financial arrangements in place for the
Network Manager, an issue to which we turn in the following section.

Summary of findings

e As part of a directorate within Eurocontrol and considering existing internal rules and
proceedures, the Network Manager cannot act independently of Eurocontrol’s
management and governance structure. This has the potential to create tension in the
event that the objectives of the SES and those of Eurocontrol conflict.

e In addition, the Network Manager does not enjoy the level of management autonomy
that we would expect of a body with responsibilities under EU legislation, since it does
not have full delegated authority from Eurocontrol in a number of areas:

e it cannot recruit staff or employ them on terms and conditions that differ from
those set by Eurocontrol;

e it cannot apply for CEF funding on its own behalf;

e it cannot make legal agreements with third parties;

e it cannot put investment and other proposals to the NMB without the approval of
Eurocontrol; and

e itrelies on Eurocontrol for central services (although this is expected to change from
2019).

e This lack of management autonomy arises from the fact that the Network Manager does
not have an independent legal status analogous to that of European agencies.

e The NMB lacks accountability for the resourcing and efficiency of the Network Manager
because of the tension between the governance arrangements defined in legislation and
those already in place for Eurocontrol.

e The NMB must be provided with more financial and other information if it is to
undertake its role effectively (specific information requirements are considered further
in the following chapter).

e Asis the case with any supervisory board, there is the potential for conflicts of interest
to arise within the NMB. While this does not justify withholding information from the
NMB, mechanisms for addressing conflicts of interest must be put in place if an effective
working relationship between the Network Manager and its Board is to be established.
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Financial arrangements

Our Terms of Reference

Requirement: assess the Network Manager financial arrangements (including Network Manager
transactions) and determine whether they are sufficiently clear, transparent and specific to ensure
identification of accountability for the budget and actual spend, as well as clear identification of
surpluses generated. This task will address both the cost allocation and investment planning processes;
clarify whether investment planning relies on determined business case processes and makes use of
recognised best practices; it should assess any ring-fencing of the Network Manager budget and the
traceability of the Network Manager induced savings and also identify options for the future, namely
establishment of a specific Network Manager unit rate by breaking costs down into cost items in
accordance with Article 7 of Commission Implementing Regulation (EU) No 391/2013. As a result of this
assessment the contractor will produce a perspective of the most adequate financial arrangements to
be put in place to meet the requirements of the network functions.

In responding to the requirements of Task 2 of our Terms of Reference, we have:

e reviewed the current arrangements for funding the Network Manager, which are
equivalent to the arrangements for funding Eurocontrol as a whole;

e assessed other possible funding mechanisms, in particular one based on the concept of a
unit rate;

e reviewed the process for development of the annual budget as well as investment
planning and approval processes;

e considered a number of specific issues relating to the provision of CEF funding; and

¢ identified improvements to the financial monitoring and control processes currently in
place.

The results of each of these activities are reported in this chapter.
Funding of the Network Manager
Current funding arrangements

As part of a directorate within Eurocontrol, the Network Manager is currently funded through
arrangements applying to the organisation as a whole. Hence, the Network Manager is initially
financed through a combination of contributions from Member States, an internal tax levied
on staff remuneration and contributions from other sources (for example, CEF). Member State
contributions are subsequently recovered through en-route service charges paid by airspace
users, and the latter are therefore the ultimate primary funders of the Network Manager and
of Eurocontrol’s wider organisation. These funding arrangements are illustrated in the figure
below. Note that the funding of the Network Manager through the same arrangements is fully
in line with the requirements of the Nomination Decision, as described in paragraph 3.8.
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Figure 5.1: Funding of Eurocontrol
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and charged to airspace users by the Central Route Charges Office.
(3) Rebate of internal tax paid by Eurocontrol to Member States to reduce
contributions

We have confirmed in discussion with the Network Manager that the proceeds of the internal
tax are used to decrease the contributions of the Member States although the latter charge
out the full cost base to airspace users. As the net remuneration for staff is fixed at the
European Union level, any increase in the internal tax would need to be compensated by a rise
in gross remuneration and would therefore result in an overall increase in the cost base.

The internal tax is part of Eurocontrol’s overall financing arrangements, a full review of which
is beyond the scope of this study. We have therefore not considered the tax further, other
than to note that it cannot be influenced by the NMB and is therefore an additional factor
making it difficult for the latter to accept full accountability for the Network Manager’s budget
and expenditure.

Options for alternative funding arrangements

Our Terms of Reference require us to identify options for alternative ways of funding the
Network Manager, in particular a unit rate similar to that applied to recover other air
navigation costs. The framework governing the calculation of the unit rates for ANSPs is set
out in Regulation (EU) No 391/2013 (the Charging Regulation) and, in principle, this framework
could be applied to the Network Manager. The Network Manager’s cost base would then be
recovered through a unit rate for en-route services calculated according to the following
formula (analogous to the unit rate calculation described in Annex IV of the Charging
Regulation):

Network Manager Cost Base

Network Manager Unit Rate =

Forecast Number of Service Units
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Based on the Network Manager’s cost base for 2015, as set out in the Agency Business Plan
2015 — 2019 (discussed further below), and the corresponding total number of service units
for the SES in the same year, this would result in a unit rate of €1.96".

However, while the application of the calculation would be straightforward, further thought
must be given to the treatment of the Network Manager Unit Rate for the purposes of the
Charging Regulation. We have considered two options, each of which has important
implications for transparency in reporting:

e The Network Manager could be treated in the same way as Eurocontrol’s Central Route
Charges Office (CRCO), with the unit rate simply added to the determined unit cost for
each charging zone set by individual Member States.

e Alternatively, the Network Manager could be treated as a charging zone and subject to a
separate unit rate.

Under both options, the Network Manager would be required to submit a cost base for the
purposes of the unit rate calculation. However, under the second option, it would be required
to submit detailed reporting tables, similar to those submitted by ANSPs in accordance with
Annexes VI and VIl of the Charging Regulation. These include, inter alia, extensive information
on different categories of cost, albeit at a relatively high level of disaggregation. Moreover, its
costs would be regarded as “determined” within the meaning of the legislation, and it would
be required to manage its activities within the resulting constraints over the course of a
Reference Period.

Hence, while either option would improve transparency by translating Network Manager costs
into a unit rate paid by airspace users, the second option would have particular advantages in
that it would provide stronger incentives to control costs and secure efficiencies while
enabling greater scrutiny of the cost base by a range of stakeholders. In addition, we suggest
that the key planning and operational role undertaken by the Network Manager is more
comparable to that of an ANSP than the largely administrative activities undertaken by the
CRCO. At the same time, it is likely that treating the Network Manager in the same way as a
charging zone would have significant legislative implications, and that the first option would
be simpler to implement.

We also note that the following issues would need to be considered before moving towards
the introduction of a Network Manager Unit Rate:

e The calculation of unit rates under the current framework is based on service units within
the SES. However, to the extent that the Network Manager’s activities cover a broader
geographical area, its cost base is likely to include some costs related to work with third
countries. We consider this issue further in Chapter 7, but here we note that using only
SES service units as the denominator in the equation in paragraph 5.6 would result in
cross subsidy between users of the SES and others benefitting from activity relating to
third countries.

e Under current legislation, the Network Manager is not subject to the traffic risk sharing
arrangements set out in Article 13 of the Charging Regulation, presumably on the grounds
that it is not in a position to materially influence traffic levels. In any event, given its role

“ This is an illustrative calculation based on the number of service units for the RP2 Region (the EU 28
together with Norway and Switzerland). An extension of the relevant geographical scope would clearly
result in a lower unit rate.
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in relation to strategic planning as well as day-to-day operations, introducing incentives
for the Network Manager to change the level of resourcing in response to relatively short
term changes in the volume of traffic would seem in appropriate. However, it would be
helpful to rehearse the arguments surrounding the current exemption from traffic risk
sharing in preparing for any implementation of a unit rate based on the treatment of the
Network manager as a charging zone.

e Similarly, the application of the cost risk sharing arrangements described in Article 14 of
the Charging Regulation would need to be considered. As already noted, there would be
advantages in the Network Manager managing its activities against a determined cost
base over the course of a Reference Period, but some cost categories would continue to
be beyond its ability to control even if it were a legally separate organisation capable of
making management decisions independently of Eurocontrol. Such costs would need to
be excluded from any risk sharing arrangements.

5.12 We have not considered these issues further given the scope of this study, but consider that
none represents a significant barrier to the introduction of a Network Manager Unit Rate
similar to the rates currently applied in SES charging zones. Any decision on which of the two
options in paragraph 5.8 to adopt should therefore be based on consideration of the trade-off
between the desirable level of transparency and efficiency incentives on the one hand, and
ease of implementation (without the need for significant changes to legislation) on the other.

Budget development and reporting
Overview of the Eurocontrol and Network Manager budgets

5.13 Our Terms of Reference also require us to determine whether the Network Manager’s current
financial arrangements, broadly defined, are sufficiently clear and transparent, and to assess
the effectiveness of any ring-fencing of the Network Manager’s budget. We have therefore
investigated the relationship between the Network Manager’s budget and that of Eurocontrol
as a whole, based primarily on a review of data for 2015. Our review included examination of
the following key documents:

¢ the Network Manager Work Programme for 2015 - 2019;
e the Network Manager Performance Plan for 2015 - 2019; and
e the Agency Business Plan for 2015 — 2019 and for 2016 - 2020.

5.14 We have also had a number of discussions with the Network Manager about the basis on
which its budget is prepared and how this relates to Eurocontrol’s overall budgeting process.

The Eurocontrol budget

5.15 Before 2015, the Network Manager budget was not presented separately from the rest of the
Agency budget™. This has changed since the amending Regulation (EU) No 970/2014 came
into force, and Eurocontrol’s budget is now broken down as follows:

e Partl: General budget;

e Part ll: Central Route Charges Office (CRCO) budget;

e Part lll: Maastricht Upper Area Control (MUAC) budget;
e Part IV: Special annexes;

e Part V: Sickness benefit scheme;

 https://www.eurocontrol.int/speeches/address-ecac-dgcas-eurocontrols-vision-strategy
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e Part VIl: Unemployment benefit scheme; and
e Part IX: Network Manager.

The high level disaggregation of Eurocontrol’s budget, as presented in Table 1 of Chapter 7 in
the Agency Business Plan 2015 - 2019, is reproduced below.

Table 5.1: Eurocontrol budget overview

Part| General Budget 281.77 312.80 331.90 336.90 339.98
Part IX Network Manager 225.41 227.26 229.47 232.82 236.32
Total Parts | & IX 507.18 540.06 561.37 569.72 576.30
PartIl CRCO 21.51 20.94 20.71 20.48 20.47
Part Il Maastricht UAC 161.00 167.02 168.87 173.27 176.87
Total Agency Budget Expenditure 689.69 728.02 750.94 763.46 773.64

Source: Agency Business Plan 2015 — 2019

Chapter 7 of the Agency Business Plan 2015 - 2019 provides a further breakdown of the Part |
and Part IX budgets, disaggregated across 16 lines of revenues and costs. The document also
presents a seven line “cost base” alongside budgeted revenue and expenditure, which
combines various additional income streams with the corresponding costs to give the
remaining cost base charged out to airspace users. This remaining cost base is financed in the
short term through a combination of Member State contributions and the internal tax.

Table 5.2 summarises the breakdown of the Part | budget, based on information presented in
the Agency Business Plan 2015-2019.

Table 5.2: Breakdown of Eurocontrol’s Part | budget

Budget item €000, 2015 | Description/Comments

Expenditure

Staff Remuneration 132,408 Gross staff remuneration
Operating Expenditure 93,060
Investments 15,830 Reflects capital expenditure, financed by loans

Reflects the cost of staff benefitting from the Early Termination

ETS 20,985 Scheme (ETS) retirement plan until the date of their pension
Depreciation 10,942

Cost of Capital 1,897 Capital expenditure is 100% financed by debt

Pensions paid from the Budget 85,523 :;;Lii:;g:tnzifoar}rgz;Siz:jgners Lot e
Indirect Costs Part IX (41,864) Allocation of corporate functions to Part IX

Allocation of Past Part IX (37,012) Allocation of pensions obligations to Part IX

Total Expenditure 281,769

Receipts

Internal tax levied on gross staff remuneration in lieu of
Internal Taxes 37,220 Member States’ tax regimes, used to reduce Member States
contributions

Internal Taxes ETS 5,899 Internal tax as levied on ETS payments
Internal Taxes CRCO 3,911 Internal tax received from CRCO
Other Staff Receipts (Acc.Ins + 1.400 Deductions from salaries including Accident Insurance and the

Special Levy) Special Levy
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€000, 2015 | Description/Comments

CRCO receipts (Rent, Int. Audit, CRCO contribution to Eurocontrol overheads above the level of
1,318 .
Ind.) CRCO internal tax
Interest on Deposits 300 We are unclear as to the meaning of this line item
DNM Services Signed 1513 We assume that these are DNM revenues from third-party
Agreements ! agreements
DSS EU Receipts 6,336 We are unclear as to the meaning of this line item
DSS Others Receipts 1,398 We are unclear as to the meaning of this line item
We assume that these are revenues from TEN-T/CEF funds that
TEN-T 1,091
were not returned but kept to the general Eurocontrol budget.
Loans Capital Expenditure 15,830 Finance for capital expenditure
Total Receipts 76,216
Reprioritisation due to less . s
TENST flinding 8,909 We are unclear as to the meaning of this line item
Total Member State
contributions (exc PBO) 196,644
PBO 39,378 Special contribution to pension fund
Total Member State 236,022

contributions (inc PBO)

Source: Agency Business Plan 2015 - 2019

Since the separate identification of the Network Manager budget as Part IX of the overall
budget, the Part | budget has included an allocation of overheads and pension costs to the
Network Manager. This appears as the two reversing lines (shown in red in the table), namely
“Indirect Costs Part IX” and “Allocation of Past Part IX”. The basis of the allocation is discussed
further below.

As already noted, the cost base charged out to airspace users is higher than the Member State
contributions by an amount equivalent to the proceeds of the internal tax. The composition of
the Part | element of this cost base is shown in Table 5.3.

Table 5.3: Eurocontrol Part | cost base charged to airspace users

€000, 2015 Description/Comments

Staff 131,008 Staff remuneration net of staff revenues
Pensions 85,523

ETS 20,985

PBO 39,378

Depreciation 10,942

Cost of Capital 1,897

Indirect Costs Part IX (41,864)

ﬁ(llocation of Past Part (37,012)

Total 283,051

Source: Agency Business Plan 2015 - 2019
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Staff costs are the largest part of the general Eurocontrol cost base, with staff remuneration
and pension-related costs totalling over 75% of the general budget (after reallocation of some
costs to the Part IX budget). The internal tax recovers some 30% of the gross remuneration
shown in the table above. Pension costs amount to almost 30% of the overall Eurocontrol cost
base (with the pensions budget comprised of three separate items reflecting the differences
between current and historic pension arrangements).

The Agency Business Plan 2015-2019 includes a further breakdown of Part | general budget
expenditure (including capital expenditure) according to business area, as shown in the table
below. This identifies expenditure by Network Services which, as discussed above, is within the
NMD but not part of the Network Manager itself.

Table 5.4: Eurocontrol Part | expenditure by business area

Part | - Expenditure €000, 2015 Description/Comments

1CF Corporate Functions 82,499 Costs reapportioned through Indirect Costs
1NS Network Services 44,692 Separate budget line for Network Services
1DS Pan-European Single Sky 24,024

;/?:nIZlgr:;tgrr‘etlte Air Traffic 86,815

1 CS Centralised Services 15,594

Resources for activities under

discussion with the States 0,513

ETS 20,985

Pensions paid from the Budget 85,523

Indirect Costs Part IX (41,864)

Allocation of Past Part IX (37,012)

Total 281,769

Source: Agency Business Plan 2015 - 2019

The plan also includes a breakdown of the Corporate Functions line above, as shown in Table
5.5. As already noted, some of these costs are allocated to the Network Manager.

Table 5.5: Eurocontrol Part | corporate functions expenditure

Corporate Functions Expenditure €000, 2015 Description/Comments

DR M€

Develops and maintains business partner
relationships
Manages Agency Business Planning,
Agency Planning and Resourcing 1,005 Budgeting, Resource Planning and
Performance Management processes
Monitors execution of the Agency Work
Agency Business Execution 3,234 Programme; provides strategic procurement
and marketing development activities
Responsible for designing the corporate and
internal processes, monitoring, and
continuous improvement. Rises to c.€20M by
2019 in ABP.

Develops organisation structures,
management capability and people

Business Partnering 811

Process, Portfolio and Project 3,750

People and Organisation

Development 3,786
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Corporate Functions Expenditure €000, 2015 Description/Comments

DR M€

Responsible for executing HR and Financial
processes

People and Finance Operations 9,207

Agency Facility Operations 39,067 Facility management, logistics and IT services
Provides the resource strategy and policies,

DR Office Management 4,457 and manages human, financial and
technological resources

Indirect Costs + Internal Tax CRCO (1,618) InE i i € AE0) 0 Ea o SeriBes

provided

DR Total 63,699

DG Office Management 2,008 D|r¢?ctor General and his supporting Private
Office

S B 2563 Prowdgs secrejcarlat to Eurocontrol’s
governing bodies

Legal Services 1,755 Provides legal support to the rest of the
Agency

Internal Audit 0,972 Objective and |nd_epfendent appraisal and
consultancy function

Corporate Communications 3885 Respon5|PIe for Agency’s external and internal
communications to stakeholders
Responsible for translation, proofreading, and

. interpretation and assisting internal and

Language Services 1,822 external stakeholders with specific
terminological queries

DG Total 13,005

Grand Total CF 76,704

Investments 3,762

Total Expenditure CF 80,466

Source: Agency Business Plan 2015 - 2019

5.24 Overall, we note that the level of aggregation of Eurocontrol cost information in the
documentation we have reviewed is relatively high, with a total budget of some €500 million,
representing the activities of more than 400 staff, set out in only 16 lines. In addition, there is
no supporting information explaining items such as “operating expenditure” and “external
effort” (for example, identifying the costs of items such as maintenance, rental and leasing,
telecommunications and travel). We have not identified any other public documentation
providing more disaggregated information. Similar observations may be made about the
Network Manager’s budget, to which we now turn.

The Network Manager budget

5.25 The table below shows the Eurocontrol’s Part IX budget, as presented in the Agency Business
Plan 2015 —2019. The Part IX budget represents 33% of Eurocontrol’s total budget (including
the CRCO and MUAC budgets). The corresponding cost base charged to airspace users is
shown in Table 5.7

Table 5.6: Eurocontrol’s Part IX (Network Manager) budget

Budget item €000, 2015 Description/Comments

Expenditure

Staff Remuneration 92,166 Gross staff remuneration

= steer davies gleave June 2016 | 42



5.26

5.27

Review of the Single European Sky Network Manager | Final Report

€000, 2015 Description/Comments

Operating Expenditure 45,657

Investments 4,876

Depreciation 3,587

Cost of Capital 0,251

Indirect Costs Part IX 41,864 Allocation of indirect costs from Part |
ﬁ(llocatlon of Past Part 37,012 Allocation of pension costs from Part |
Total Expenditure 225,413

Revenues

Internal tax levied on gross staff remuneration in lieu of Member

el Veres RN States’ tax regimes, used to reduce Member States’ contributions
Other Staff Receipts

(Acc.Ins + Special Levy) 0,972

Others receipts (signed 1,140

agreements)

UPF? + Ops Room Reorg 1,614 Costs off-charged under the User Pays Principle
Savings

Loans C'apltal 4,876 Costs off-charged under the User Pays Principle
Expenditure

Total Revenues 34,510

Total Member State 190,903

Contributions

Source: Agency Business Plan 2015 - 2019
Table 5.7: Eurocontrol’s Part IX (Network Manager) cost base charged to airspace users

€000, 2015 Description/Comments

Staff 91,194 Staff costs, net of staff receipts

Other Operating Costs net of revenues under the user pays

Other Operating Costs 42,903 principle (UPP)

Depreciation 3,587

Cost of Capital 251

Indirect costs 41,864 s:)opsor‘:ici)onr:n;n;i:chliljcr;)sizntrol overheads, allocated as a
Costs of the Past 37,012 Allocated on basis of number of FTEs

Total 216,811

Source: Agency Business Plan 2015 - 2019

The structure of the Network Manager budget is comparable to that of Eurocontrol as a whole
in a number of ways, not least the fact that it is dominated by staff costs (including pension
costs). In addition, some 35% of the cost base is represented by the allocation of indirect and
pension costs from the general budget. In view of the importance of this allocation, we have
investigated the basis of it further.

Indirect costs are allocated between the various parts of Eurocontrol’s budget in proportion to
their share of direct costs (although MUAC is excluded from this process since it operates from
its own facility and the associated indirect costs can be readily identified). The allocation to the

= steer davies gleave June 2016 | 43



Review of the Single European Sky Network Manager | Final Report

Network Manager initially agreed for 2015 was 30%, but this was subsequently reduced to
25% following internal discussions. The Network Manager has stated that it takes a proactive
approach to reducing the allocation as far as possible, although we note that it currently has
little or no influence over the total level of indirect costs incurred by Eurocontrol.

5.28 The table below shows the allocation of indirect costs to the Part | and Part IX budgets
appearing in the Agency Business Plan for 2015 — 2019 and for 2016 — 2020. It confirms that
while the absolute value of costs allocated to the Network Manager has fallen by €4.3 million,
the costs allocated to the general budget have risen by €7.7 million, suggesting a substantial
overall increase.

Table 5.8: Allocation of indirect costs in the Agency Business Plan: change between 2015 — 2019 and 2016 — 2020

Corporate Functions Allocated to Part | 423 49.9
Corporate Functions Allocated to Part IX 42.2 37.9 -4.3
Total CF budget 84.5 87.9 34

Source: SDG analysis based on review of Agency Business Plans

5.29 Eurocontrol is currently engaged in a review of the basis for allocating indirect costs, as
indicated in a recent Standing Committee on Finance Document'®. Six different methodologies
have been considered, including:

e flat rate;

e budgeted rate;

e budgeted rate with penalties;
e usage billing;

e full direct charging; and

*  market based pricing.

5.30 The Network Manager anticipates that the change in methodology will result in a further
reduction in its share of indirect costs, although it will not be applied until it has been tested
during 2017 and 2018. In addition, from 2019 it expects to have discretion to use services
procured from outside Eurocontrol, which will allow it to market test services provided
centrally and obtain them on more competitive terms where appropriate.

5.31 The allocation of pension costs from the general Part | budget is proportional to the number of
employed staff in the various areas of the business, as set out in a paper to the NMB
submitted in 2014". The allocation is therefore sensitive to significant changes in current staff
numbers and, in our view, may not reflect the pension obligations actually incurred on behalf
of staff working within the Network Manager over the long term.

5.32 Significant changes in staff numbers may result from the transfer of staff between different
parts of Eurocontrol’s organisation, for example between the Network Manager and Network
Services. The table below shows the allocation of staff between the two parts of the NMD, and
highlights both recent and projected reductions in the number of Network Manager staff and
parallel increases in the number allocated to Network Services.

® SCF/15/25/9
Y NMB/14/ad hoc/1/9/CORR
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Table 5.9: Allocation of staff between the Network Manager and Network Services

92 96 98 99

Network Services 86

Network Manager 479 475 472 470 469
Total 565 567 568 568 568
% Network Services 15.2% 16.2% 16.9% 17.3% 17.4%
% Network Manager 84.8% 83.8% 83.1% 82.7% 82.6%

Source: Agency Business Plan 2015 — 2019

5.33 The recent reallocation of staff between the Network Manager and Network Services reflects a
corresponding reallocation of EAD and safety responsibilities that are not covered by the
Implementing Rules. While it will reduce the Network Manager’s cost base, including pension
costs, it will not result in a reduction in costs for the NMD as a whole. Moreover, the fact that
the staffing of the NMD is expected to remain constant over the next four years demonstrates
the potential, already noted by the NMB, for savings in staff costs in the Network Manager to
be accommodated through transfers of staff to other parts of Eurocontrol’s organisation, with
no real improvements in efficiency overall.

5.34 We return to the question of how resources are allocated between the Network Manager and
Network Services in the following chapter. Here, we note that the basis of the allocation is not
clear in the budget information we have reviewed.

Observations on the budget development process

5.35 The Network Manager’s budgeting process begins with the development of the annual Work
Programme, which provides details of the full range of activities to be undertaken during each
forthcoming financial year, together with summary financial and staff data. It is the basis of,
and prepared alongside, the budget itself, and is shared with the NMB Budget Task Force
before being presented to the NMB. However, there is little disaggregation of the financial
data presented in the Work Programme, as shown in the extract below (the columns of figures
representing budgeted expenditure in each of the years 2015 —2019).

Figure 5.2: lllustration of financial data included in the Work Programme

" Network operations

Staff Remuneration 35,029 36.270 37.358 38.479  39.633
Staff related expenditure 250 250 250 250 250
External Effort 460 473 210 210 210
Operating 170 170 170 170 170
Staff Receipts (Acc.Ins + Special Levy) =371 -384 -396 -408 =420
Indirect Costs 10.319 10.691 10.935 11.267 11.610
Existing agreements (before UPP) -1.140 -1.143 -1.143 -1.143 -1.143
Network operations Total 44717 46327  47.384  48.825 50.310
Operations Domains
Staff Remuneration 1.503 1.557 1.604 1.652 1.701
Staff related expenditure 24 24 24 24 24
External Effort 145 145 145 145 145
Operating 20 20 20 20 20
Staff Receipts (Acc.Ins + Special Levy) -16 A7 -7 -18 -18
Indirect Costs 503 519 533 547 562
Sales of services UPP -21 -25 -28 =34 =34
Sales of services UPP Indirect Costs -6 -8 -8 =10 =10
Operations Domains Total 2152 2.215 2,273 2.326 2.390

Source: Attachment B of the Network Manager Work Programme and Budget 2015
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We have sought confirmation from the Network Manager that the budget is prepared at a
greater level of granularity and that the required level of resourcing is established through
consideration of the activities identified in the Work Programme rather than through
incremental adjustments to historical data. In discussion, the Network Manager has:

e provided a list of general ledger codes indicating that management information is
recorded at a sufficiently disaggregated level to support budget preparation; and

¢ confirmed that senior management challenges the resourcing levels within each NMD unit
as part of the process of budget preparation, and that reductions are made when existing
levels cannot be justified.

However, budget information disaggregated to the general ledger code level is not shared
with the NMB. We also note that, in responding to our draft findings and recommendations
presented to the NMB workshop on 11 April, the Network Manager has stated that the Work
Programme represents a sufficiently detailed resource plan and that there is consequently no
need for a separate exercise to develop such a plan. On the information provided, we are not
persuaded that the annual budgeting process is sufficiently thorough, and consider that a
periodic, bottom up exercise based on a detailed specification of the activities needed to
undertake the functions and tasks defined in legislation would increase the focus on improving
efficiency. We consider this issue further in our review of the cost base in Chapter 6.

In addition, we understand that budgeted staff costs are allocated to the tasks in the Work
Programme at a standard average rate per FTE rather than at actual rates. The budget
documentation reviewed states that “average staff cost is determined on an annual basis,
based on an analysis of the entire Network Manager staff population”. However, where this
apportionment does not reflect the outturn mix of staff, it will result in an gap between
budgeted and actual staff costs even if the work undertaken precisely matches that in the
Work Programme. At the same time, we understand that differences between planned and
outturn staff costs are shared with the NMB at the end of the year.

Our observations on the budget preparation process have been echoed by members of the
NMB, who have noted that:

e The level of aggregation of line items is too high, preventing a full understanding of how
the Network Manager plans to use resources and limiting the NMB’s ability to challenge
the data presented. For example, it is difficult to assess the justification for €43 million of
“other operating costs” without a further breakdown.

e Thisis compounded by the fact that the NMB is not provided with sufficient outturn cost
information against which to compare the current budget, information that would
otherwise help in the review of the following year’s budget prior to endorsing it.

These concerns have led to the NMB endorsing previous budgets with caveats, an approach
that it is increasingly reluctant to take.

In addition, the NMB has highlighted that it cannot influence, and hence cannot challenge, a
significant proportion of Network Manager costs. By way of example, we note that the overall
reduction in FTEs over the period 2015 — 2019 projected in the 2015 Work Programme is
expected to be offset by an increase in the cost per FTE, a cost determined by the terms of
remuneration applied within Eurocontrol as a whole. Overall, the NMB estimates that some
70% of the Network Manager’s costs are of this kind.
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In the table below, we summarise our assessment of the NMB’s ability to challenge and
influence different elements of the Network Manager’s cost base.

Table 5.10: Influencing the Network Manager’s cost base

0,
Cost base item S S Observations
cost base

Remuneration policy of staff for the Network Manager follows

Staff cost o Eurocontrol Agency’s overall policy.
aff costs
’ Number of FTEs open to challenge by the NMB, but in practice their ability

to do so is weakened by the lack of detailed information.

Can be challenged by the NMB, but in practice they are constrained by the
20% lack of detailed information. In addition, a high proportion of these costs
are likely to be fixed.

Other operating
costs

Depreciation and 2% Depends on the NMB's ability to challenge investment decisions, an issue
cost of capital ’ discussed further below.

Represents an apportionment of Eurocontrol overheads, which is difficult
Indirect costs 19% to challenge. This situation may change in 2019, when the NMD will be
permitted to contract independently for support services (e.g. facilities).

These are pension costs, allocated on the basis of the number of current
Costs of the past 17% FTEs, and cannot be influenced by the NMB (except through any influence
it has on FTEs).

Source: SDG analysis
Issues in reporting

In the course of reviewing the documentation identified in paragraph 5.13, we have identified
a number of inconsistencies in the data reported. These serve to illustrate the difficulties faced
by the NMB in reviewing budget information given the level of aggregation at which the data
is reported.

We note, for example, that there is a discrepancy between the number of Network Manager
FTEs presented in the Performance Plan and the number presented in the Agency Business
Plan 2015 — 2019 issued one month later, as shown in Table 5.11. This arises from the
treatment of a reorganisation of the Operations Room, which resulted in a reduction of
around 30 FTEs. Moreover, while the Network Manager cost base figures in the Agency
Business Plan (see Figure 5.3) take account of the reorganisation (as indicated in the
“UPP+0OPS Room Reorg Savings” line), the corresponding FTE figures do not. This issue is
presentational, and did not prevent the reduction of 30 FTEs from being achieved, but does
illustrate the potential for inconsistency in reporting between Network Manager-specific and
Eurocontrol documents.

Table 5.11: Reporting of Network Manager FTEs in key planning documents

| ocument | isued | 2014 | 2015 | 2016 | 207 | 2018 | 2019 | 2020 |

2015 Work

24/10/2014  N/A 461 439 436 434 434 N/A
Programme
El';/'nperforma”ce 13/11/2014 478 461 439 436 434 433 N/A
ABP 2015-2019 18/12/2014  N/A 479 475 472 470 469 N/A
ABP 2016-2020 19/11/2015  N/A N/A 439 436 434 433 433

Source: SDG analysis

= steer davies gleave June 2016 | 47



5.45

5.46

Review of the Single European Sky Network Manager | Final Report

Figure 5.3: Presentation of the Network Manager cost base

5.2.9. Cost-base overview Network Manager Functions
RESOURCES AND COST-BASE 2015-2019

[ 2015 ] 2016 ] 2017 ] 2018 ] 2019 ]
469

FTE 479 475 472 470
+ Staff Costs 91.194 93.685 95.838 98.293 101.021
+ External Effort 30.978 30.641 2.7 30.096 30.044
+ Operating 14.679 13.658 13.052 11.739 11.282
+ Depreciation & Cost of capital ABP 2015-2019 576 1.639 2.651 3.645 4.617
+ Depreciation & Cost of capital Past Investments 3.262 2.263 1.787 1.601 1.028
- Existing agreements (before UPP) 1.140 1.143 1.143 1.143 1.143
| DreciCost [ vesd el esed e s
[ fndiectooss | #ieeq -:m
g iorectCos vndreciCos T el s
- UPP+OPS Room Reorg Savings 1.614 mn 5.473 s 736

ivesments | 4w amig  amy a8 475

* Rounded figures

Note:

» The Cost-base table is fully aligned with the consolidated presentation to the NM Board

(NMB/10, 24 June 2014);

+ The line UPP + OPS Room Reorg Savings includes the savings planned as a consequence

of reorganising the NM OPS Room;

* At this stage, additional savings are included under Operating costs (to be distributed in final

ABP);

+ Details of Sales of Services UPP are shown by work package in the Agency Work

Programme.

Source: Agency Business Plan 2015 — 2019

In addition, the cost base figures shown in the extract above do not include “costs of the past”
charged to the Network Manager, budgeted as €37 million in 2015. Hence, while the first note
in the extract indicates that the information provided is consistent with information previously
provided to the NMB, it suggests that the cost base is €179 million while the budget endorsed
in principle by the NMB in October 2014 (two months before the Agency Business Plan was
issued) was €216 million (a difference of some 20%). Moreover, while “costs of the past” are
reported elsewhere in the Agency Business Plan, specifically in the section presenting the
Network Manager budget, there the total cost base is reported as €225 million, which again
does not reconcile with the figure endorsed by the NMB.

Finally, we note an apparent inconsistency in the treatment of investment costs in the
presentation of the Network Manager budget in the Agency Business Plan (see Figure 5.4). As
shown, the budget includes both “investments” and “cost of capital and depreciation”,
apparently bringing together cash flow and accruals in a single expenditure table. This is in
contrast to the presentation of the cost base in Figure 5.3, which identifies investment

expenditure in a separate line below the main table.
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Figure 5.4: Network Manager budget presented in the Agency Business Plan

7.2.5. PartIX: NM

The NM Budget is prepared in accordance with the regulation for the Network Manager Implementing

Rule.

—m_mm mm
Staff Remuneration 92.166 102.104
Operating Expenditure 45657 44.299 42.?73 41.835 41.326
Investments 4.876 4715 4.795 4.795 4795
Depreciation and cost of capital 3.838 3.902 4.438 5.246 5645
Indirect Costs 41.864 42228 42572 43271 44058
Allocation of Past 37.012 37.427 38.025 38.334 38.391
GRANDTOTALPARTIX | 225413 227.260
Figures in K€

Table 10 Part IX - NM Budget

Source: Agency Business Plan 2015 - 2019

5.47 These examples demonstrate the difficulties in fully understanding the budget, which can
require careful reconciliation of data from different sources based on a detailed examination
of a number of separate documents. This tends to reduce transparency and makes it more
difficult for the NMB to accept accountability for the budget.

Investment planning and approval

5.48 As an organisation responsible for a number of major investment projects, Eurocontrol has an
established framework for making major investment decisions. Project sponsors must seek
approval from the Agency’s Expenditure Review Panel (ERP), presenting it with a transparent
and documented procurement plan as well as a justification for the project. In addition,
Eurocontrol has developed a business case methodology, known as the EMOSIA model™, in
cooperation with the wider air traffic management community. This is supported by a number
of guidance documents on the organisation’s website, including an “ATM CBA Quality
Checklist” setting out the requirements for cost benefit analysis accompanying investment
business cases™. The document states that such analysis should include:

e discounted cash flow (DCF) analysis of costs and benefits;

¢ identification of input values subject to uncertainty, and an indication of any associated
probabilities;

e sensitivity analysis demonstrating the impact of changes to uncertain values on the net
present value (NPV) of the project; and

e risk analysis based on defined probabilities.

5.49 As part of Eurocontrol, the Network Manager is subject to the same framework, although
additionally it presents investment proposals to the NMB in accordance with the CDM process
described above. In the course of our engagement with the Network Manager, it has informed
us that:

¥ http://www.eurocontrol.int/articles/cba-methodology-emosia

Y http://www.eurocontrol.int/sites/default/files/content/documents/sesar/business-
case/ATM_CBA_Quality_Checklist_2010_.pdf
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“All the Network Manager evolutions and technical projects are detailed in the Network
Evolutions, Network Operational Requirements and Network Technical Roadmaps that are
detailed in the Network Operations Plan and approved through the NM CDM process. The NM
Expenditure Review Panel (ERP) assesses all requests for any expenditure on the basis of the
work programme and business priorities of NM. Only after the approval of the ERP the
procedure for launching new contracts starts.”

The Network Manager also provided us with a paper requesting the NMB’s support for the n-
CONECT project plan, involving annual expenditure of €1.5 million from 2015, funded through
operational cost savings made elsewhere in the budget. We have reviewed the paper against
the EMOSIA criteria set out above, and the results of this exercise are summarised in the table
below.

Table 5.12: Assessment of n-CONECT discussion paper against EMOSIA criteria

Annual costs presented over six years are
constant in value with no explanation

Total expected savings presented for a five year
period, with no annual breakdown

Apply discounted cash flow No discounted analysis Staff costs appear to be excluded on the basis

analysis presented that FTEs are reallocated such that there is no
overall increase, but there is no clear
explanation or justification of the treatment of
staff costs

Does not present an annual net financial impact
Risks have been identified qualitatively with a

severity of high/medium/low presented, but
these have not been related to the inputs

Capture uncertain inputs
using ranges and probabilities
associated to the ranges

No attempt at applying
ranges to costs or savings

Include sensitivity analysis:

How do uncertainties Costs and savings are identified but no NPV is
influence the net present No net present value calculated

value (NPV) of the project? calculated or sensitivity Risks are identified and given a level of

What are the most critical analysis undertaken uncertainty but not related to the costs or
uncertainties to the NPV of savings

the project?

No further analysis undertaken for the
Include probabilistic risk litatively identifi probability of the risks occurring or the impact
analysis: What is the Qualitatively identifies a of them

likelihood of having a certain variety of risks, provides isk h itigati | i
g severity as high/medium/low Many risks do not have a mitigation plan, and it

NPV? is unclear how the costs and benefits would be
affected if the risks materialised

Source: SDG analysis

We have also assessed the paper against a broader set of criteria derived from our own
experience of developing and evaluating business cases for a wide range of organisations in
the transport sector. In our view, a complete business case should include:

¢ an explanation of how the investment aligns with the organisation’s broader strategy;

e DCF analysis, as required by EMOSIA;

e arecord of all key assumptions (regardless of the degree of uncertainty associated with
particular values);

e quantitative as well as qualitative analysis of risks; and

e aclear description of key responsibilities and accountabilities for the project.
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The results of this broader assessment of the n-CONECT paper are shown below.

Table 5.13: Assessment of n-CONECT paper against SDG crietria

Discusses strategic case in Covers most aspects of strategic case for the

Strategi t .
rategic assessmen depth e

Financial assessment
including discounted See Table 5.12 See Table 5.12
cashflow analysis

Costs not broken down into direct and indirect

Sets out total costs and costs

_ savings by Work Programme . . .
Clear recording of key category Aggregate assumptions (e.g. saving of €13.2m in

assumptions ol . System Upgrade and Architecture developments
SES O I Een but no explanation of how this is achieved)

programme . o .
Relatively detailed implementation plan

Quantitative analysis of risks See Table 5.12 See Table 5.12

Clear decision making process Document is requesting Unclear how this document fits into any defined

and accountabilities approval from the NMB decision making process

Source: SDG analysis

Overall, the n-CONECT paper covers the strategic assessment and project planning elements of
a business case relatively thoroughly, but lacks the quantitative rigour that we would normally
expect. In addition, we note that the paper lacks much of the quantitative analysis required by
the EMOSIA framework. We have sought other examples of business case information
provided to the NMB for the purposes of comparison but have not been provided with any.

In our view, the deficiencies of the n-CONECT paper reflect ambiguities in the role of the NMB
in relation to investment expenditure analogous to those already discussed in relation to the
budget. In particular, we note that:

¢ the CDM does not provide any explicit guidance on accountabilities and responsibilities
for investment decision making, and there is no explanation of how the NMB's role relates
to that of the ERP;

¢ the NMB has not been presented with business cases on all of the Strategic Network
Projects included in the Network Manager’s Work Programme for review; and

¢ the NMB has commented that it does not receive information on project outturn costs,
making it difficult to suggest corrective action or apply lessons from previous investments
to new projects.

CEF funding

As already discussed, CEF is the programme through which the Commission supports a wide
range of infrastructure development activity, including the SESAR programme. While the
general responsibility for managing CEF lies with INEA, the management of funds allocated to
SESAR projects is the responsibility of the SESAR Deployment Manager.

The co-funding rates applying to SESAR projects under CEF are set out in Article 10 of
Regulation (EU) No 1316/2013 (the CEF Regulation). The rate for the land-based components
of SESAR is up to 50% (other than in the case of funds drawn from the Cohesion Fund, for
which the co-funding rate can be up to 85%). The stakeholders potentially benefitting from
these funds include ANSPs, the military and the Network Manager.
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INEA issued the first call for proposals for CEF funding in September 2014, representing €285
million of co-financing for projects, of which 80% were earmarked for the SESAR Pilot Common
Project and 20% for projects relating to ATM network performance. Eurocontrol, on behalf of
the Network Manager, successfully applied for funding of €18 million covering the projects
shown under the “DNM” column in the figure below.

Figure 5.5: CEF funding for the Network Manager under the September 2014 call

| IMPLEMENTATION PROJECT TITLE | DNM MUAC DATM TOTAL
€ 62.236,88
€ 64.354,88
€ 411.733,60
€  3.102.014,00
€ 5476.223.86
€ 2987.334.21
€ 194122335
€ 1.784.67250
€  3.983.680,00
Radio Direction Finder supporting SES performance €  1.187.550,00
ASM and AFUA implementation € 3.724.585,00
ATM Data 'as a service' €  2447.204,00
| FABEC N-VCS Voice Communication System implementation €  3.855.090,00
TOTAL| € 18.008.849,77 | €  7.489.934,00 | € 5.509.258,50 | € 31.008.042,27

LEGEND

N uNOER SDM COORDINATION (Part A)

Source: SCF/15/25/12, 22.9.15, ITEM 9

The treatment of CEF funds within the financial framework applying to the Network Manager
is subject to disagreement arising from the fact that they give rise to unused credits during the
year. CEF funds are generally regarded as “other revenue” within the meaning of the Charging
Regulation, which requires that such revenue is deducted from costs in the calculation of the
unit rate charged to airspace users. This approach is followed by some ANSPs participating in
the SES and regulated by the framework set out in the Charging Regulation.

However, there are conflicting views concerning whether a similar approach should be
adopted by the Network Manager. More specifically, both the Commission and the NMB
consider that airspace users are the ultimate beneficiaries of grants made from CEF,
notwithstanding that the Network Manager does not charge a unit rate. They therefore
consider that unused funds should be used to reduce the Network Manager’s cost base. By
contrast, Eurocontrol has stated that:

“As long as the NM budget forms part of the EUROCONTROL budget, which is financed through
contributions of Member States included in their determined costs, any cost savings in its
budget (as approved by the NMB) should be considered in the category of cost exempt and be
returned to airspace users through a carry over to the following reference period”.

In addition, the Network Manager has not sought approval from the NMB on applications for
CEF funding (under the first two calls) which, as already noted, currently cannot be made
directly by the Network Manager on its own behalf, and the CDM document offers no
guidance on the NMB's role in relation to such applications. The Network Manager does not
consider that NMB approval is required, since the application comes from Eurocontrol, and
has stated that any failure to apply for funds already earmarked for the Pilot Common Project
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(for example following a challenge from the NMB) could delay the work of the SESAR
Deployment Manager.

In our view, resolution of the issue concerning the appropriate treatment of unused CEF funds
requires the legal position to be clarified. However, we consider that bringing the Network
Manager within the framework of the Charging Regulation, as discussed above, would provide
an opportunity to ensure a common approach based on the treatment already applied by
ANSPs. In addition, following the discussion in Chapter 4 above, we note that if the Network
Manager were to have its own “legal personality”, it would be able to apply for CEF funding
independently of Eurocontrol. In these circumstances, the NMB could have responsibility for
approving applications before submission as part of a redefinition of the governance
framework aimed at supporting greater accountability. In the meantime, provision for
ensuring that the NMB is consulted could be included in a revised CDM document.

Monitoring and control processes
Annual reporting

The Network Manager is subject to monitoring and reporting requirements set out in Article
20 of the Implementing Rules. These include, inter alia, a requirement to “submit annually a
report to the Commission and the Agency on the measures taken to fulfil its tasks”. The report
must be “closely linked” to the coverage of the Network Strategy Plan and Network
Operations Plan, although it need not be limited to information related to their
implementation.

In principle, the preparation of an annual report provides an opportunity to communicate
financial as well as operational information, providing stakeholders with assurance that
functions and tasks have been undertaken effectively and efficiently. Hence, such reports,
whether produced by public or private sector organisations, frequently include:

e arecord of outturn expenditure against that budgeted;

e an evaluation of projects undertaken, commenting on whether they were completed to
time and budget as well as on any results observed to date;

e arecord of changes in staff numbers over the course of the year;

e commentary on key financial and other risks faced; and

¢ the results of any audits undertaken.

We have reviewed the Network Manager Annual Report 2015 and note that, while it meets
the requirements of the legislation, it does not include supplementary financial information of
the kind outlined above. In our view, the report could usefully be developed to include
additional information, providing stakeholders with a perspective on matters other than
operational performance and contribution to key SES initiatives.

As part of the benchmarking exercise described above, we have compared the Network
Manager Annual Report 2015 with equivalent documents produced by the three Commission
Agencies used for comparison. The results of the comparison are shown in the table below.
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Table 5.14: Comparison of annual reports produced by the Network Manager and other European Agencies

Network
Manager

Latest year available 2015 2014 2014 2014
Issued on February 2016 March 2015 September 2015 May 2015
Publicly available Yes Yes Yes Yes
Page number 24 72 102 87
1l;ees.;r('eig';ion of achievements of Yes Yes Yes Yes
KPIs Yes Yes Yes Yes
Budget management reporting No Yes Yes Yes
Final annual accounts No No No No
psti
Management assurance No Yes Yes Yes
Audit results, ex-post controls Not in detail Yes Yes Yes
Organisation chart No No Yes Yes
Staff information No No Yes Yes
Procurement procedures info No No Yes Yes

SDG comparison of 2015 Network Manager Annual Report and annual reports of selected Commission agencies

While none of the reports includes final annual accounts, the agencies generally provide more
financial and other information useful in assessing the financial performance of the
organisation. In particular, the inclusion of budget management reporting and information on
staffing provided by ERA and EASA serves to provide assurance that resourcing is effectively
monitored and reported. Other information, such as the organisation chart and assessment of
internal control systems provide useful context within which to assess operational
achievements.

The Network Manager has stated that much of this information is available through other
channels and that the NMB has requested that the Annual Report should be concise. In our
view, it would nevertheless be useful to include consolidated information in a single
document, in line with the equivalent reports produced by pan-European agencies. Moreover,
while this would inevitably result in an increase in the size of the document, it need not
require a page length similar to the other examples shown.

We have also assessed the Network Manager Annual Report 2015 against the disclosure and
transparency requirements set out in the G20/OECD Principles of Corporate Governance®.
While these are primarily designed to define good practice in the governance of commercial
organisations in the interests of investors, they highlight a number of aspects of disclosure
that we consider relevant for the Network Manager. In introducing the requirements, the
OECD notes that:

20 G20/0ECD Principles of Corporate Governance, OECD 2015.
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“Disclosure ... helps improve public understanding of the structure and activities of enterprises,
corporate policies and performance with respect to environmental and ethical standards, and
companies’ relationships with the communities in which they operate.”

The table below sets out a number of disclosure requirements that we consider particularly
relevant for the Network Manager. Note that some of these relate to the Board as well as the
organisation itself.

Table 5.15: G20/OECD disclosure requirements

The financial and operating results of the company No
Company objectives and non-financial information Yes, to some degree

Information about board members, including the

. No, although this is covered in legislation
selection process

Not explicitly, although report refers to Risk Analysis Tool

Foreseeable risk factors . .
and there is a “challenges for the Future” section

Issues regarding employees and other stakeholders Not explicitly

Governance structures and policies Yes, to some degree

SDG analysis based on G20/OECD Principles of Corporate Governance and Network Manager Annual Report 2015

In our view, while some of these requirements need to be adapted to reflect the roles of the
Network Manager and NMB, they could help to shape the development of a more
comprehensive Annual Report.

Budget tracking

The Network Manager informed us that monitoring of actual expenditure against the budget is
undertaken weekly, and that a more thorough exercise involving a detailed review of
expenditure is undertaken each quarter. It has also provided an example of a quarterly
Network Manager Directorate Budget Checkpoint for the third quarter of 2015, an extract of
which is reproduced in Figure 5.6. This document compares year-to-date expenditure by
business unit within the NMD and by Network Manager and Network Services activity.

Figure 5.6: Extract of Network Manager Budget Execution Status from NMD Budget Checkpoint

Current % %

m |- FM Description - Manager |~ Budget " Committet ~ |  Planned ~ | Not Planne ~ | Committ ~ | % Plannes = | Unplannd ~
W00 |Direcior N1 Woumna | 910387  483831] T8 417 aien| TESN| 4523%)
NO3 | SafetyManagement & Quailty W Oliver 427426 372219 14716 40491 er0e% 344%|  9ATH)
N10 _|Performance Forecasts Relations Ve Boydelll MY Fiynn 634593 T 5.9s'§| 334835 -115802| 6551% 52.73%|  -18.24%
N1 |Forecasta Trafice Analysis W Marsh 313720 75.183 221632 16905|  2396% 7055%|  539%
N12  |Prisme & Data Management Mr. Marsh 326,566 -103.972]  84.74% 2239% -7.13%)|
N22 _ |Sunweillance & Code Coordination |Mr. Stewart 0 630] 97.53% 0,00%| 247%
N25|ATC Communications M. Pouzet 53339 48260 8842% 608%|  550%
N28 |European Aeronautical Information Manag M. Matem 1661828] 1343808 14990 303031)  8086% 090%|  1823%
N30 o g WS, Cooper 3779 3.n23| 0 34375 906% 000%| _ 90.94%)
N3Z _|Network Operations Services M. Lent 2367.196|  2.254.160) 27233 85803 9522% 1.15%|  3.62%)
N33 Operations Management Coordinat M. Thomas 173831 150.101 1303 225271 8s.30% 075%|  12.95%
N35 | Operations Planning . Bucuroiu 3047318 2307.154 671916 68250 7571% 2205%  224%
N3& |Arpot M. Adamsson 745083 897.107 39974 8012[  8356% 536%  108%)
N3T |Sakety W Licu 2233486 1833056 256585 43.34_5' 86.55% 1148%|  1.96%
N&1 | Training Developementd Delivery M. Dermont 33073 22585 7932 2556 68.29% 2398%  T.03%
NG [ Technical Systems W Alguier 31818901 2&' 531062| 2207881 9142% TEe%|  6a2%
NE0 |Network Strategy & Development W Bucuroiu 2700897 784%0] 126040 2496367  291% A5TH|  9243%

[ N62 [N-conectand CTM W Bouman 965229 386221) 658448  -T9445| 4001%|  6822%  -8.23%)

ONMO0O 50533000] 41740160 3301400 5491439] 6260% 653%|  1087%,

Source: NMD Budget Checkpoint 3 for 2015
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The Budget Checkpoint identifies any surpluses and shortages in the remaining budgets for
units within the NMD and provides a brief commentary on these. At each Budget Checkpoint,
the Director of the NMD assesses the overall resource requirements of the Network Manager
and considers the need for any redirection of funds within the Network Manager budget, with
any remaining surplus at the end of the year treated as an unspent credit.

Comparing this information to the 2015 budget, we note that the total “current budget” of
€50.53 million shown in the extract reflects the sum of the “operating expenditure” and
“investment” lines in the Network Manager budget. This total therefore excludes staff costs,
overheads, and depreciation, and further illustrates the observation in paragraph 5.41 that the
Network Manager has limited control of a significant proportion of the NM cost base.

This information is disaggregated by NMD unit, with the responsible manager identified in
each case. However, there is no further breakdown tracking the budget by expenditure type,
for example ‘buildings maintenance’ or ‘legal fees’. Hence, the document does not enable a
detailed review of the issues underpinning significant variances from the planned budget there
(for example, there is no information explaining the €104,000 planned overspend on “prisme
& data management”).

We have compared the budget tracking document with published budget information for both
ERA and EASA, and reproduce extracts from these below.

= steer davies gleave June 2016 | 56



Review of the Single European Sky Network Manager | Final Report

Figure 5.7: Extract from the ERA budget 2015
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Extract from the EASA budget

Figure 5.8
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Based on this comparison, we suggest that the published budget information for both ERA and
EASA is considerably more detailed than the corresponding available information for the
Network Manager. For example, the case of the ERA budget we note that it includes not only a
comparison of budgeted amounts with actual expenditure but also:

e line items disaggregated at the general ledger code level; and
¢ more detailed line-by-line commentary on the meaning of specific line headings.

The ERA budget also presents a table of current budgeted and actual staff numbers by grade
for the previous year, alongside budgeted staff numbers by grade for the next year.

The EASA budget is presented at a similar level of disaggregation, as indicated by the
breakdown of IT costs in the extract. In the same way, staff costs are broken down by “basic

VTS n u

salary”, “family allowance”, “expatriation allowance” and “secretarial allowance”, while under
the temporary staff category the costs of “national experts”, “interim”, “contractual agents”
and “trainees” are all identified separately. The budget presentation also includes a
comparison of ‘Commitment’ and ‘Payment’ or budgeted and outturn figures. This facilitates
tracking of budgeted and outturn figures, enabling more effective financial oversight at both

the executive and board levels.

While some comparable information can be seen in the NMD Budget Checkpoint, for instance
a comparison between budgeted amounts and actual expenditure, the information presented
is considerably more aggregate. Moreover, the report is not provided to the NMB.

In addition, we note that the NMB has expressed concerns about other financial information
produced in support of the Work programme and budget for 2016 — 2020. More specifically, in
commenting on the Agency Business Plan 2016 -2020, the NMB Task Force has stated that the
balance sheet and cash flow statement need to be improved, with the balance sheet in
particular failing to provide sufficient information on key line items?".

Auditing

The Network Manager is subject to Eurocontrol’s audit procedures, which provide for both
internal and external audits. External audits are carried out by Eurocontrol’s Audit Board,
assisted by an auditing company selected through an open tender procedure. In addition,
EASA has undertaken a number of audits of the Network Manager, the findings of which have
been considered in the preparation of this report.

! ‘Network Manager Board Budget Task Force - Comments to ABP 2016-2020- 28 May 2015 Draft.docx’.

= steer davies gleave June 2016 | 59



Review of the Single European Sky Network Manager | Final Report

Summary of findings

e There is a strong case for establishing a Network Manager unit rate to improve the
transparency of Network Manager costs. Such a rate could be introduced by either:

e treating the Network Manager in the same way as the CRCO and adding the rate on
to the determined unit costs for each charging zone; or

e treating the Network Manager in the same way as a charging zone and subject to
the same reporting requirements under Regulation No (EU) 391/2013.

e OQur preliminary view is that the advantages of the second option (in terms of additional
transparency) are likely to outweigh the disadvantages (in terms of the need for
legislative change), although the legislative implications would require further
investigation.

e While the Network Manager budget is presented separately from that of Eurocontrol, a
large proportion of the Network Manager’s costs are effectively determined by
Eurocontrol.

e The process of budget preparation is insufficiently transparent and the information
reported to the NMB is at too high a level of aggregation.

e More generally, the NMB is not kept sufficiently informed:

e it does not receive management accounts or regular reports of expenditure against
budget;

e its approval for CEF applications under the first two calls has not been sought;

e itis generally not asked to approve project expenditure and its role in relation to the
role of the ERP is not defined; and

* when consulted on investment expenditure, it is not provided with a thorough
business case prepared according to good practice.
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Review of the cost base

Our Terms of Reference

Requirement: examine the cost base of the Network Manager, reviewing the functions designated to it
and measuring against the actual activities of the Network Manager in strict response to those
functions, assessing the budgetary requirements to achieve those tasks using agreed methodologies.
The contractor will make the best use of previous EASA audit reports to ensure continuity of the review
process, supplemented by a suitable assessment of the financial issues. The functions under assessment
should cover the full scope of services being provided by the Network Manager either directly or via
outsourcing and the basis upon which they are delivered (e.g. service level agreements, contractual
agreements, specifications, application and allocation). As a result of this analysis the contractor will
provide a detailed view on the costs involved in the execution of each network function, including
variable and fixed costs, as well as an assessment of their eligibility with regard to network functions.

In responding to the Terms of Reference, we have sought to:

* map the activities of the Network Manager set out in the Work Programme to the
functions and tasks defined in legislation; and

* map the same activities to specific units within the NMD’s organisational structure and
the resources allocated to those units.

For the reasons set out later in this chapter, we have been unable to undertake a precise
mapping and consequently we are not in a position to either validate the cost base reported in
Chapter 5 or propose adjustments to it. The difficulties of undertaking this exercise, which
echo the challenges that EASA has faced in undertaking audits of the Network Manager®?, have
themselves informed a number of our recommendations.

In the remainder of this chapter we:

e provide an overview of the cost base and organisational structure of the Network
Manager;

%2 A recent information paper on EASA’s oversight activities submitted to the NMB noted the following;
“The process for the definition of the NM Work Programme and the inclusion of certain activities
therein continues to be contentious, as it is difficult to link some of the activities included with the
functions allocated to the Network Manager. Although the level of transparency and clearness of the
presentation of NM activities and costs to the stakeholders - who are finally approving and endorsing
the Work Programme and Budget through NM governance arrangements in place - have improved
considerably during the last oversight cycle, the open description of some of the tasks of the Network
Manager in Article 4 of Regulation (EU) No 677/2011 is a source of controversy.” (NMB/15/14/17
20.11.15 Item 1.2)
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e discuss the relationship between legislative functions and tasks and the Work Programme;

e discuss the allocation of activities set out in the Work Programme between the units
within the NMD’s organisational structure; and

e draw a number of conclusions about the transparency of the cost base and its relationship
to the role of the Network Manager as defined in legislation.

Overview of Network Manager organisation and resourcing

For ease of reference, we reproduce in the table below the information on the Network
Manager cost base for 2015 obtained from a review of the Agency Business Plan 2015 —2019.
The cost base charged to airspace users was €216.8 million, of which 42% was accounted for
by current staff costs and a further 19% and 17% by, respectively, an allocation of indirect
costs and an allocation of pension costs or “costs of the past”. The Network Manager
employed 532 FTEs in 2015, after taking account of the reorganisation of the operations room
to which we referred in Chapter 5.

Table 6.1: Eurocontrol’s Part IX (Network Manager) cost base charged to airspace users

€000, 2015 Description/Comments

Staff 91,194 Staff costs, net of staff receipts

Other Operating Costs 42,903 Ot.he.r Operating Costs net of revenues under the user pays
principle (UPP)

Depreciation 3,587

Cost of Capital 251

Indirect costs 41,864 Apportl(_)nment_of Eurocontrol overheads, allocated as a
proportion of direct costs

Costs of the Past 37,012 Allocated on basis of number of FTEs

Total 216,811

Source: Agency Business Plan 2015 - 2019

We noted in Chapter 3 that the NMD includes both the Network Manager functions and a
number of additional Network Services, and explained in Chapter 5 that these are accounted
for in Eurocontrol’ general Part | budget. The Network Manager provided us with an
organisation chart for the NMD, which distinguishes between the units delivering
predominantly Network Manager functions and those concerned primarily with the provision
of Network Services, and explained a number of recent changes. Our understanding of the
current organisation is shown in Figure 6.1,

As shown in the figure, the following activities are excluded from the activities of the Network
Manager:

e nearly all Communication, Navigation and Surveillance (CNS) activities, apart from radio-
frequency allocation (IFF) and code allocation (SSR);
¢ most of the training activities; and

2 The Network Manager provided an organisation chart dated 10 March 2014 at a meeting on 19
January 2016. This indicated that the European Aeronautical Information Management unit was within
the Network Manager’s scope of responsibility. However, at the same meeting the Network Manager
indicated that this unit had been transferred to Network Services as it was not formally included in the
legislative functions and tasks, although in its view the work of this and other units has an impact on the
operation of the network.
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e forecasting services.

6.7 We understand that a number of activities were transferred between the Network Manager
and Network Services in 2014. In particular, responsibility for the EAD was transferred to
Network Services whereas the Network Manager took over some safety management
activities. However, there have been no changes to the overall scope of activity undertaken by
the NMD since it was formed.

6.8 In discussion, the Network Manager stated that it considers that all of the activities
undertaken by the NMD, including Network Services, should be included in the list of functions
and tasks defined by legislation. In its view, Network Services are critical to the effective
functioning of the network and their inclusion in its legislative responsibilities would make for
a more coherent and rational definition of the role. At the same time, the NMB has expressed
concern that some of the work currently being undertaken is not necessary for compliance
with the legislation as it stands.

Figure 6.1: NMD organisation
: Safety Quality
NMD Office and Security
Network Forecast & Network Training Communication
Strate Network Operations Development & & Frequency Upgrade &
8y Intelligence Coordination Delivery Coordination Architechture
Project Operational Network Traini Surveillance & Communication
Coordination & Analysis & o ?eratci::rins su Lar;r;:‘]goor‘a Code Network &
Implementation Reporting P U i Coordination System
Liroped
User Relati Aeronautical Technical
Sl clel Information Exploitation
Management
.
Surveillance
Key: Services
Predominantly Network Manager H
: Centralised
Predominantly Network Services [I— Oplerat.lons Services
Planning Support
Source: Steer Davies Gleave representation of information provided by the Network Manager
6.9 From the Work Programme, we have identified a breakdown of current and projected staff

numbers by unit, which is shown in the table below. Note that the FTE numbers shown are for
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the Network Manager and exclude Network Services. They are consistent with those
presented in the Network Manager Performance Plan and (to within one to two staff) the
Agency Business Plan 2016 — 2020. The table illustrates that the Network Operations
Management and Network Technical Systems units together account for around 75% of staff,
and that the planned reduction in staff will be delivered primarily by the former.
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Table 6.2: Network Manager

predom.

Directorate
Management
Support

Network
Strategy &
Development

Performance
Forecasts
Relations

Network
Operations
Management

Network
Technical
Systems

Network
CNS/IM
Services

Training

Total unit
Office

Safety Quality &
Security

Total unit
Network Strategy

Project Coordination
& Implementation

Total unit

Op.Monitoring and
Reporting Line mgmt

Forecast & network
Intelligence

Operational Analysis
& Reporting

Users Relations
Total unit

Current Operations
Airport

Safety

Operations Planning

Network Operations
Coordination

Total unit

Systems Upgrade &
Architecture

Comm Network &
Systems

Technical Exploitation
Total unit

Communication &
Frequency
Coordination

Surveillance & code
Coordination

European
Aeronautical
Information Mgmt

Surveillance Services

Centralised Services
Support

Total unit

Training development
& Delivery

Unclear

Unclear

NM

NM
NM

NM

NM

NM

NS

NM

NM
NM
NM
NM
NM
NM

NM

NM

NM

NM

NM
NS

NM

NS

NS

NS

NS

NS

NS

31.98
21.98

10

57.8
11.3

46.5

19.46

5.96

5.5

6
227.76
N/A
4.65
N/A
41.75

113

12.5

40.5

60

N/A

30.08
20.08

10

57.8
11.3

46.5

19.46

5.96

5.5

6

209.66

N/A

4.65

N/A
41.75

111

12.5

38.5

60

N/A

28.38
19.38

56
9.5

46.5

19.46

5.96

5.5

6

209.66

N/A

4.65

N/A
41.75

110

12.5

37.5

60

N/A

26.38
18.38

8

56
9.5

46.5

19.46

5.96

5.5

6

209.66

N/A

4.65

N/A
41.75

110

12.5

37.5

60

N/A

25.38
17.38

56
9.5

46.5

19.46

5.96

5.5

6
209.66
N/A
4.65
N/A
41.75

110

12.5

37.5

60

N/A
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predom.

Training Support &
Tools

TOTAL Network Manager 461 439 434.5 432.5 431.5

Source: Source: Steer Davies Gleave analysis of the Work Programme 2015-2019

“N/A” indicates that no figure appears against this activity in the Work Programme

Functions and tasks in legislation and the Work Programme

At an early stage in the study, we asked the Network Manager to explain the relationship
between the functions and tasks in the legislation and the activities described in the Work
Programme. It provided us with a compliance matrix showing, for each function and task, the
responsible NMD unit and a description of the work to be undertaken to ensure compliance.
The Network Manager has confirmed that this is the only documented mapping of the
requirements of the legislation to activities actually undertaken

We used the compliance matrix, together with the Work Programme and organisational
structure presented above to undertake our own mapping exercise. We then shared the
results with the Network Manager to test our understanding, and were provided with a
response in the form of an amended mapping. A summary of the results of our initial exercise
and the amended version prepared by the Network Manager is provided in the following table
(with acronyms identifying activities in the Work Programme explained in the key below the
table). A more detailed comparison is provided in Appendix D.

Table 6.3: Mapping of legislative tasks to Work Programme activity

Task in ... . .

NTS; DNM;
SNP; SM;
NSD; NOP; SR;
PFR;

667/2011.4.1a

667/2011.4.1b

667/2011.4.1c

667/2011.4.1d

667/2011.4.1e

667/2011.4.1f

(a) develop, maintain and implement a Network Strategy
Plan;

(b) detail the Network Strategy Plan through a Network
Operations Plan;

(c) develop an integrated European Route Network Design
set out in Annex I;

(d) provide the central function for the coordination of radio
frequencies;

(e) coordinate the improvement of the SSR transponder
code allocation process set out in Annex Ill;

(f) organise the management and operation of the functions
and execute in particular the obligations of the Central Unit
for ATFM;

NSD; NOP;

PFR;

NOP;

SNP; NOP;

SR;

SR;

NTS; NOP;

NTS; DNM;
SNP; SM;
NSD; NOP; SR;
PFR;

NTS; DNM;
SM; NOP; SR;
PFR;

DNM; SM;
NOP; SR; PFR;

NTS; DNM;
SM; NOP; SR;
PFR;
NTS; DNM;
SM; NSD; T;
NOP; PFR;

** Confirmed in an e-mail from the Head of Operations Planning dated 23 February 2016.
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Task in ... . .
SDG Mapplng o Mapplng

667/2011.4.1g

667/2011.4.1h

970/2014.4.1i

667/2011.4.1j

667/2011.4.1k

970/2014.4.11

970/2014.4.1m

970/2014.4.1n

970/2014.4.10

970/2014.4.1p

970/2014.4.1q

(g) provide a consolidated and coordinated approach to all
planning and operational activities of the network, including
monitoring and improvement of its overall performance;

(h) provide support for network crisis management;

(i) support the different operational stakeholders in the
execution of the obligations that are placed on them, in the
deployment of air traffic management and/or air navigation
services (ATM/ANS) systems and procedures;

(j) provide support to entities entrusted with the
investigation of civil aviation accidents and incidents or with
the analysis of occurrences as requested by those entities;

(k) ensure coordination with other regions and third
countries which do not participate in the work of the
Network Manager;

(1) develop and maintain a work programme and associated
budget providing a multiannual dimension;

(m) contribute to SESAR deployment in accordance with
Commission Implementing Regulation (EU) No 409/2013(*),
in particular Article 9(7)(a) thereof;

(n) execute the work programme and annual budget;

(o) draw up a Network Performance Plan in accordance with
Article 6 of Implementing Regulation (EU) No 390/2013;

(p) identify operational safety hazards at network level and
assess the associated network safety risk;

(g) provide the Commission with an alerting or alarming
system, based on the analysis of flight plans, in order to
monitor compliance with operating bans imposed on air
carriers and/or with other safety and security measures;

NOP; PFR;

NOP;

SNP; NOP;
PFR;

NTS; NOP;

DNM; NOP;
PFR;

DNM; NSD;

NTS; SNP;
NSD; NOP;
PFR;

DNM; NSD;
SV;

NSD; PFR;

SM;

NOP;

NTS; DNM;
NSD; T; NOP;
SR; PFR;

NTS; DNM;
SM; NOP; SR;

NTS; DNM;
SNP; SM;
NSD; T; NOP;
SR; PFR;

DNM; NOP;
SR; PFR;

NTS; DNM;
NSD; NOP; SR;
PFR;

DNM; NSD;

NTS; DNM;
SNP; NSD;
NOP; PFR;

NTS; DNM;
SNP; SM;
NSD; T; SV;
NOP; SR; PFR;

DNM; NSD;
PFR;

DNM; SM;
NOP; SR;

NTS; DNM;
NOP;

Key:
NTS
DNM
SNP
SM
NSD
T

sV
NOP
SR
PFR

Network Technical Systems

DNM Directorate Support
Strategic Network Projects

Safety Management

NSD

Training

RP-II Savings

Network Operations

Scarce Resources

Performance Forecasts & Relations

Source: SDG analysis and Network Manager response

As a further exercise to investigate the relationship between legislative requirements and
Work Programme activity, we sought to relate the staff numbers against each activity reported
in the Work Programme to specific tasks defined in the legislation. The results are reported in
the table below. Note that we identified a number of activities which, while they did not
correspond to particular tasks defined in Article 4 of the Implementing Rules, nevertheless
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appeared to support the delivery of those tasks or enabled other requirements of the
legislation to be met. These are referenced as “Support Function” in the table.

Table 6.4: Mapping of Work Programme activities and resources to legislative tasks

Work Programme description Tasks in Regulation

Network Technical Systems

Communications Networks and Systems

TFMS - Facilities for NM 14 Support Function;

Support DNM infrastructure — network and 9 Support Function;

platforms

IT Infrastructure Projects 5 Support Function;

PAN EUROPEAN NETWORK SERVICE (PENS) 3 667/2011.4.1f; 970/2014.4.1m;

Technical Architecture, Procurements and

Contract Management 8 Support Function;

NTS Line Management 2 Support Function;

System Upgrade and Architecture

Support and Management 10 Support Function;

Software Adaptations 2 Support Function;

New Developments 2 Support Function;

Technical Exploitation Unit

Business Continuity Support 50 667/2011.4.1j; Support Function;
Business continuity Project 6 Support Function;

Directorate Management Support

Business Partnering Finance, HR and
Procurement

Ensuring Safety, Quality and Security
Management and Regulatory Compliance)

10 970/2014.4.1n; Support Function;

6 970/2014.4.1n; Support Function;

667/2011.4.1a; 667/2011.4.1k; 970/2014.4.11;
970/2014.4.1n; Support Function;

Strategic Network Projects

Line Management 6

Free Route Airspace Project 7 667/2011.4.1c; 970/2014.4.1i; 970/2014.4.1m;

Flight Plan & Flight Data Evolutions 3 970/2014.4.1i; 970/2014.4.1m;

Airspace Management Advanced FUA 6 667/2011.4.1c; 970/2014.4.1i; 970/2014.4.1m;
N-CONNECT 8 970/2014.4.1i; 970/2014.4.1m;

Cooperative Traffic Management 6 970/2014.4.1i; 970/2014.4.1m; 970/2014.4.10;
Network Business Intelligence 5 970/2014.4.1i; 970/2014.4.1m;

Airport and TMA Network Integration 8 970/2014.4.1i; 970/2014.4.1m;

E::\‘/’IEE?: sm’)'nformation Management 4 970/2014.4.1i; 970/2014.4.1m;
I I

Safety

Identification of the operational safety hazards
at network level and assess the associated 10 970/2014.4.1p;
network safety risk
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Work Programme description Tasks in Regulation

NSD

?ﬁstﬁvf’.rr';sf;fﬁiiﬁ;ﬁ'fn'fm';.kosﬁr:rffigy Plan L 667/20114.13;970/2014.4.11; 970/2014.4.1m;
), imp 2 970/2014.4.1n; 970/2014.4.10;

monitori ng

NMD Training

Network Operations Training for external .
& < 3 Support Function;
customers

OPS Room Reorg
OPS Room Reorg (18) 970/2014.4.1n;

Additional Savings to be identified
Additional Savings to be identified - 970/2014.4.1n;

Operations Domains

667/2011.4.1a; 667/2011.4.1f; 667/2011.4.1h;

Network operations 182 970/2014.4.1i; 667/2011.4.1k; 970/2014.4.1m;
970/2014.4.1g;

Operations Domains 8 667/2011.4.1f; 667/2011.4.1j; 970/2014.4.1q;

NM Crisis Management Response 2 667/2011.4.1h;

Operational System Acceptance Testing 5 667/2011.4.1f;

Network Operations Management

Coordination 3 667/2011.4.1g; 667/2011.4.1k; 970/2014.4.1m;

Operations Planning
Airspace Design 12 667/2011.4.1c; 667/2011.4.1g;
667/2011.4.1b; 667/2011.4.1g; 667/2011.4.1k;

Network Operations Plan 13 970/2014.4.1m;

ASM/ATFCM Processes and Procedures 0 667/2011.4.1f; 667/2011.4.1g; 970/2014.4.1i;
Ef;’igﬁ:;‘:”t' Harmonisation, Validation ATM 3 667/2011.4.1f; 667/2011.4.1g; 970/2014.4.1i;
Airspace Simulations 12 Support Function;

Network Operations Line Management 2 667/2011.4.1f; 667/2011.4.1g;

Airports

NM Airports 5 970/2014.4.1i;

Scarce Resources

Transponder Code Function 3 667/2011.4.1¢;
Mode S Interrogator Code Allocation (MICA) 1
Radio Frequency Function (RFF) 4 667/2011.4.1d;

Operational Monitoring and Reporting
OMR Line Management 2 667/2011.4.1a; 667/2011.4.1g;

Forecasts and Network Intelligence
CODA 1 Relationship to legislative tasks unclear

STATFOR 2 667/2011.4.13;
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Work Programme description Tasks in Regulation

PRISME 3 Relationship to legislative tasks unclear

Operational Analysis and Reporting

Operational Analysis and Reporting 6 667/2011.4.1a; 970/2014.4.10;

User Relations

Relations, agreements, customer access and

6 970/2014.4.1i; 667/2011.4.1k; 970/2014.4.1m;
support

Source: SDG analysis
In the light of this exercise, we make the following observations:

e Asshownin Table 6.3, the Network Manager mapped a much greater number of Work
Programme activities to legislative tasks than we were able to on the basis of a review of
documentation alone. While we have no reason to challenge the Network Manager’s
mapping, we have no means of independently verifying it either.

*  The “Support Function” activities in Table 6.4 account for 143 FTEs, equivalent to 31% of
the total staff resources in the Work Programme for 2015. The fact that these activities do
not relate directly to legislative tasks but are considered critical to their delivery adds to
the difficulty of assessing the associated level of resourcing.

e The relationship between the work of the Forecasts and Network Intelligence unit and the
legislation is particularly unclear, although the number of staff involved is small.

e While training is not included in the list of legislative tasks, the Work Programme does
cover the provision of training to external parties. The Network Manager advised us that
the three FTEs allocated to this role enable external parties to use the systems supporting
network operations and that they are properly included in the scope of Network Manager
resources.

*  More generally, the documentation that we have reviewed provides no means for
assessing whether the level of resourcing of each activity is efficient. We note, for
example, that the Network Manager plans to deliver substantial staff reductions in
Network Operations in 2016 but no further improvements thereafter. The information
provided in the Work Programme is insufficient to determine how the revised level of
resourcing was derived and hence to allow us to challenge it.

We also consider that the description of “Strategic Network Projects” in the Work Programme
does not demonstrate that they are properly within the scope of the Network Manager
functions and tasks. Given the large number of these projects, we raised this concern with the
Network Manager. It stated that all provide direct support to the delivery of Network Manager
functions, and that they draw on resources from a number of units (with FTE contributions
from each identified at the start of the year). However, as noted in the previous chapter, the
NMB has not had the opportunity to review these projects and consider whether they are
needed to support the Network Manager in undertaking its legislative role.

Allocation of Work Programme activity to NMD units

As a further stage in the investigation of the relationship between legislative functions and
tasks and the cost base, we also sought to map the activities in the Work Programme to the
NMD units. In the course of this exercise, we focused particularly on whether any of the
activity identified should properly be allocated to Network Services. A high level summary of
the results of this exercise is provided in the table below, and a more detailed mapping is
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included in Appendix E. As shown, they indicate that every unit in the NMD supports at least
one of the activities included in the Work Programme.

Table 6.5: Mapping of Work Programme to NMD organisational structure

Network Manager Directorate

Network Technical Systems

DNM Directorate Management
Support ;

Strategic Network Projects

Work Programme 2015-2016
CNS T NTS

Safety Management
NSD

NMD Training

RP-II Savings

Network Operations
DNM Scarce Resources

Performance Forecasts Relations

Key:

NMD Network Manager Directorate Support
NSD Network Strategy and Development
PFR Performance Forecasts & Relations
NOM Network Operations Management
CNS/IM Network CNS/IM Services

T Training

NTS Network Technical Systems

Source: SDG analysis

6.16 Again, we shared the initial results of the detailed mapping exercise with the Network
Manager for comment. The comments received helped to clarify a number of issues and we
consider that it is an accurate representation of how the NMD is organised to deliver the Work
Programme. However, taken together with information provided in the Agency Business Plan
2015 - 2019, it does indicate a need for greater clarity in specific areas. In particular:

e The Safety Management activity mentioned in the Agency Business Plan under Network
Services refers to ‘activities of a non-regulatory nature’ to ‘assist operational stakeholders
in achieving their own safety performance targets’. This includes support implementing
‘Safety Culture’ and ‘Just Culture’ improvements. The safety-related activity in the
Network Manager Work Programme refers to ‘management of safety at the network
level’, and covers a wide range of tasks including work to ‘Validate Safety Culture
methodology for FABs and perform Safety Culture measurements during RP2.” We note
the apparent similarity in some of these activities, and that the documentation does not
distinguish clearly between regulated and unregulated tasks.

e There is no mention in the Agency Business Plan of the Forecast & Network Intelligence
unit within the NMD. We would expect reference to be made to it in the breakdown of
Network Services costs, reproduced in Table 6.6 below, although it is possible that it is too
small to justify separate treatment.

e Asalready noted, three FTEs in the Training unit are included in the resourcing of the
Network Manager Work Programme. According to the Agency Business Plan, Network
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Services accounted for 86 FTEs in total, which implies 13 FTEs allocated to the Training
unit (if FTEs are allocated in proportion to the costs shown in Table 6.6). If so, the three
FTEs would account of 20% of staff in the unit, which is higher than we would expect if
training is mainly a Network Services function.

e The mapping presented by the Network Manager indicates that several activities are
undertaken by multiple NMD line management areas (for example, 1.5 FTEs against the
task ‘NM Crisis Management Response’ in the ‘Operations Domain’ functional area are
spread across all 2 sub-units of ‘Network Operations Management’). It is not clear how
this apparent split of line management responsibility operates in practice.

Table 6.6: Eurocontrol Part | budget — breakdown of Network Services costs

Network Services Expenditure €000, 2015 Description/Comments

Safety Management 2,110 Non-Regulated Safety activities
Network CNS/IM Services 43,838
Training 8,055
Total 54,003

Source: Agency Business Plan 2015 - 2019

6.17 In order to better understand how the Network Manager functions interact with those of
Network Services, we requested a Work Programme covering Network Services activities.
However, the Network Manager advised us that the planning for this area of work is not
undertaken in a similar format and that the Work Programme for Network Services is included
in the Agency Business Plan rather than as a standalone document.

6.18 Overall, these results suggest that the allocation of activity within each unit between the
Network Manager and Network Services is more complex than is suggested by the
organisation chart in Figure 6.1. Moreover, the lack of a comparable Work Programme for the
Network Services delivered by the NMD makes it difficult to understand how resources are
allocated in those business units that undertake both Network Manager and Network Services
functions.

Implications for assessment of the Network Manager cost base

6.19 In the light of the findings described above, we conclude that the definition of Network
Manager functions and tasks is not sufficiently precise to enable an independent assessment
of the cost base. More specifically, while we are confident that the majority of the activity
described in the Network Manager Work Programme is required to undertake the functions
and tasks defined in the legislation, we have not been able to confirm that:

¢ all of the activity described is necessary;

¢ the work described is efficiently resourced; or

¢ that the distinction between the activities included in the Work Programme and those
undertaken by Network Services is sufficiently clear.

6.20 We note that, in the course of undertaking audits of the Network Manager, EASA reached a
similar conclusion, noting that the relatively open description of the tasks included in Article 4
of the Implementing Rules resulted in disagreement over the appropriate interpretation of
scope and hence the appropriate level of resourcing.
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This issue is illustrated in the figure below, which highlights the need for greater clarity at
various stages in the process of determining the Network Manager’s cost base on the basis of
the legislation.

Figure 6.2: Issues in determining the Network Manager’s cost base

Legislation Required NSP, NOP, NM NM
Functions I | Tasks activities NPP, WP organisation cost base

No detailed documentation of
activities required to deliver
functions and tasks

No clear relationship between required activities
supporting legislation and plans and Work
Programme

Mapping of required activities supporting legislation to units within
NMD insufficiently clear

Allocation of resources and costs to NM activity and other activity not sufficiently clear —
overlaps and allocation of shared resource require better definition

This suggests a need for a fuller description of the tasks and functions of the Network Manager
set out in the legislation that is independent of the Work Programme itself. In principle, such a
document would provide an objective benchmark against which the scope of activity in the
Work Programme could be compared. In our view, this would allow a more thorough
assessment of the cost base than we have been able to undertake, and support the NMB in
testing and challenging the Network Manager’s plans, investment projects and resourcing of
activities as well as giving the Commission greater confidence that the functions and tasks are
being undertaken efficiently.

Summary of findings

e The functions and tasks of the Network Manager are clearly set out in the Implementing
Rules but the description of them is necessarily high level.

e The NM interprets the scope of the role in preparing the:

e Network Strategy Plan;

e Network Operations Plans;
e Network Performance Plan;
e Work Programme; and

*  budget.

e The NMB is unable to decisively test and challenge the interpretation implicit in these
documents, since there is no detailed, independent specification of the functions and
tasks and the level of resources required to undertake them is therefore unclear. The
Commission is therefore not in a position to assess whether the functions and tasks are
being undertaken efficiently.

e The distinction between the Network Manager’s cost base and that of Network Services
is not sufficiently clear.
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Review of cost efficiency

Our Terms of Reference

Requirement: identify the cost effectiveness of the Network Manager through its contribution to the
overall SES objectives. This task will assess whether the outputs obtained by the Network Manager are
obtained at reasonable cost, in proportion to the agreed objectives, highlighting areas of work carried
out beyond the limits established within the NF IR. Attention should be paid to the level of expended
effort to third countries in the work of the Network Manager (as based on definition (21) in Article 2 of
the NF IR). This analysis should benchmark Network Manager costs with other similar costs in the ATM
sector and produce a view on the relative cost effectiveness of the Network Manager.

We have undertaken the following analysis in order to address the Terms of Reference:

¢ areview of the evidence on the factors determining the Network Manager’s costs,
focusing in particular on the extent to which costs vary with traffic levels, a key
consideration in the development of appropriate measures of cost efficiency;

e aninvestigation of the costs of the Network Manager’s work in relation to third countries;

e anassessment of the Network Manager’s contribution to Union-wide targets, drawing on
the Network Manager Performance Plan for RP2 and the PRB’s assessment of it as well as
the Network Operations Report 2014 and other relevant documentation;

e benchmarking analysis of the Network Manager’s unit and staff costs; and

e an assessment of the potential for further cost savings and consideration of measures of
cost efficiency to be monitored in the future.

The results of each element of the analysis are discussed in turn below.
Factors determining Network Manager costs
Impact of traffic volume on costs

In assessing the Network Manager Performance Plan, the PRB noted that it undertakes a
number of functions the costs of which are not related to volumes of traffic (measured in
terms of service units). By way of illustration, the table below summarises the activities
supporting a number of operational tasks undertaken by the Network Manager and comments
on the extent to which they are affected by traffic levels. In the case of two out of three tasks,
we consider that the relationship between activity and traffic is weak, although it is
considerably stronger in the case of ATFCM.
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Table 7.1: Impact of traffic levels on activity in key operational areas

Operational
Description of task Link to traffic
function

Airspace data

Updating the airspace data system, with static
(e.g. ATC boundaries) and dynamic (e.g. ATC

No direct link between traffic levels and

t . tivity | Is.
managemen e activity levels
Partial link between traffic and activity
bt of heck levels:
Flight to 33,400 d d
|g. P a_ns (up to 33, per ay) are checke The process is mostly automated, but as
. against airspace structure in the IFPS (an _
Flight plan . . . traffic increases, we would expect the
. automated process). Any inconsistencies are ) .
processing . processing requirements of the IFPS to
generally resolved manually before the flight .
. increase.
plan is accepted.
Issues requiring manual intervention could
also be expected to increase with traffic.
e This task is undertaken in three phases:
e strategic - avoiding imbalance between
capacity and demand; The level of ATFCM activity is linked to
ATFCM e pre-tactical - preparation for ATFCM traffic levels, but there is no simple direct

operations the next day; and
e tactical - updating ATFCM plans on the
current day based on current situation.

relationship.

Source: SDG assessment

This assessment is broadly consistent with the assumption made by the Network Manager in
preparing budget forecasts that the elasticity of its cost base to traffic is 0.25%. While we have
not seen any analysis supporting this assumption, we note that the elasticity is below the
range of 0.3 — 0.7 estimated by the PRB for ANSPs*. We would expect the elasticity for the
Network Manager to be significantly below that for an ANSP in view of its central role in
capacity planning and data management, and consider the value of 0.25 to be reasonable
when compared to the PRB’s central estimate of 0.5.

Against this background, the figure below compares the trend in historical and forecast IFR
flights to the planned changes in the Network Manager’s budget shown in the Agency Business
Plan 2016 — 2020 and the trend implied by the cost elasticity of 0.25. Note that the budget
values are expressed in nominal and real terms, with real values derived using the inflation
rates provided in the Network Manager Performance Plan for RP2.

%> This indicates that an increase in traffic of 1% is associated with an increase in costs of 0.25%.

%% EU-wide targets for RP2: indicative performance ranges for consultation, February 2013.
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Figure 7.1: Comparison of Network Manager budget forecast and trend implied by 0.25 cost elasticity
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Source: SDG analysis based on STATFOR forecasts September 2015 and Agency Business Plan 2016 - 2020

Over the period 2016 — 2019, the number of flights is expected to increase by 7% while the
Network Manager budget is expected to decrease by 2.2%. Under a scenario based on the cost
elasticity of 0.25, the budget increases by 1.7%, indicating that the Network Manager expects
to make significant cost savings. However, on its own this analysis does not demonstrate that
the Network Manager’s plans for improving cost efficiency are sufficiently challenging. We
consider this issue further in the context of the benchmarking of costs discussed later in this
chapter.

Impact of geographical scope of the network on costs

A number of stakeholders have expressed concern that the Network Manager is incurring
significant costs in undertaking work in relation to third countries not required by the
legislation. In principle, an increase in the cost base resulting from such work will reduce cost
effectiveness measured by reference to the Network Manager’s role in relation to the SES. In
practice, defining the geographical scope of the area for which the Network Manager is
responsible is complex given the status of different countries in relation to the SES. This is
illustrated in Figure 7.2.
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Figure 7.2: Geographical scope of the Network Manager

Network Manager
responsible for Network
Management functions

and tasks for EU28 + 3
EFTA + 6 ECAA countries

Eurocontrol continues to undertake
network functions and tasks for
remaining 4 Members
Eurocontrol provides network
services to other countries not part
of the SES

Other related services provided by Eurocontrol

The Network Manager has been designated by the Commission to undertake the functions
and tasks defined in legislation on behalf of the 28 Member States of the European Union.
However, a number of other countries have concluded agreements with the Union that have
the effect of extending the geographical scope of the Network Manager’s role. The European
countries committed to the SES are the EU 28 Member States, the EFTA and EEA countries
(Norway, Switzerland and Iceland), and the six European Civil Aviation Area (ECAA) countries
(Albania, Bosnia and Herzegovina, Former Yugoslav Republic of Macedonia, Montenegro,
Serbia and Kosovo). Ukraine has also signed a comprehensive aviation agreement with the
Union. The SES area therefore encompasses 37 Member States, each committed to applying
the SES requirements and with a direct interest in the Network Manager functions.

However, the Network Manager has stated that it undertakes the functions and tasks defined
in the legislation for the 41 Member States in Eurocontrol together with Morocco (the latter
having concluded a service agreement with Eurocontrol). It has also confirmed that it makes
no distinction between these countries in discharging its responsibilities. In its view, any
exclusion or discriminatory treatment of individual countries would undermine the coherence
of network operations. It also considers that it is generally not possible to disaggregate the
cost base in a way that aligns with particular geographies and that the additional costs of
servicing the five countries that are outside the SES are anyway small, although we have not
seen any analysis supporting this assessment.

In our view, there is scope for clarifying the geographical scope covered by the various
provisions of the Implementing Rules. In order to illustrate some of the ambiguities, we
comment on a number of specific references to the treatment of third countries in the table
below. We understand that the NMB shares our concerns about the difficulties of defining the
network and that a separate study has been commissioned to address this issue more directly.
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Table 7.2: References to third countries in the Implementing Rules

Reference in
. Comment
Implementing Rules

Definitions - Article 2
(21)

Tasks of the Network
Manager - Article 4
(1) k

Relations with third
countries — Article 22

(1)

Relations with third
countries — Article 22

()

Relations with third
countries — Article 22

(3)

‘third countries’ means non-Member
States that are members of Eurocontrol or
have concluded an agreement with the
Union on the implementation of the single
European sky or are participating in a
functional airspace block.

ensure coordination with other regions and
third countries which do not participate in
the work of the Network Manager

Third countries together with their
operational stakeholders may participate
in the work of the Network Manager

The Network Manager may, where it has a
direct impact on the performance of the
network, enter into cooperative
arrangements with air navigation service
providers established in third countries
other than those defined in Article 2(21)
within ICAO EUR and AFl regions

In order to better perform the ATFM
function referred to in Article 3(5), the
Network Manager may, where it has a
direct impact on the performance of the
network, also enter into cooperative
arrangements with air navigation service
providers operating in regions other than
the ICAO EUR and AFl regions in so far that
cooperation activities are directly related
to improving the performance of the
network

This is potentially confusing, as the same
term is used to cover countries committed
to applying the requirements of the SES
and those that are not.

The phrase “do not participate in the work
of the Network Manager” is not
sufficiently precise. In particular, it is not
clear whether participation implies that
the countries concerned benefit from all of
the functions and tasks defined in Articles
3 and 4 or engage with the Network
Manager in a more limited sense.

Again, the reference to participation lacks
clarity. There is no reference to the basis
on which countries may participate.

This provision appears to contradict Article
2(21). If the latter defines the concept of
“third countries” for the purposes of the
legislation, the concept of “third countries
other than those defined in Article 2(21)”
is not meaningful.

The provision also implies that the
Network Manager must demonstrate a
direct impact on performance before
entering into a cooperative arrangement,
but this is not clear.

Again, the provision implies that the
Network Manager must demonstrate a
direct impact on performance before
entering into a cooperative arrangement,
but this is not clear.

Source: SDG assessment of the Implementing Rules

As already noted, the Network Manager has not provided any analysis of the costs of providing

services to third countries, however defined. We accept that the legislation provides for
extensive cooperation with such countries where this improves the performance of the
network. Further, we recognise the potential for improving the operational integrity of the
network by expanding its geographical scope, and that a proportion of the costs of the
Network Manager will be joint and common, such that they cannot be attributed to individual
Member States or third countries. Nevertheless, we consider that the Network Manager
should be able to assess, on an incremental basis:

¢ the performance benefits of entering into new cooperative arrangements with third

countries other than those participating in the SES; and
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e the additional costs arising from such arrangements, including those incurred by the
Network Manager and by third parties (for example, airspace users) where relevant.

In the absence of such an assessment, it is not possible to determine the value of the Network
Manager’s work in relation to third countries outside the SES or whether it is being delivered
cost effectively.

We note that applying this approach retrospectively may be considered an artificial exercise to
some degree, since the costs arising from entering into a new arrangement and those avoided
by withdrawing from an existing one are unlikely to be equivalent (at least some of the costs
of existing arrangements being sunk). However, we suggest that there would be value in
undertaking a bottom-up cost benefit analysis of activity relating to some third countries. This
would help to improve the transparency of the cost base and inform the further specification
of the Network Manager’s role in preparation for the designation in 2019, as discussed in
Chapter 8.

Notwithstanding the ambiguities highlighted in Table 7.2, we consider that a cost benefit
analysis of this kind should reflect the categorisation of countries shown in the table below,
with the incremental costs and benefits of Category 2 and 3 countries separately established.

Table 7.3: Categories of country with an interest in the work of the Network Manager

Countries committed to These Member States have a binding agreement towards the
e —— the SES: EU28 + 3 achievement of the SES objectives. They must comply with
gory EFTA/EEA countries + 6 European legislation including all legislation related to the Network
ECAA countries Manager.
These countries are not committed to the SES and may not seek to
Eurocontrol Member benefit from all the tasks provided, and powers exercised, by the
Category 2 States not committed to Network Manager. Their ANSPs are not part of the Performance
gory the SES: Turkey, Georgia, Scheme and cannot be expected to comply with its performance
Armenia and Ukraine targets, meaning that the impact of the Network Manager on their
airspace is likely to be more limited than for Category 1 countries.
Other countries outside
Category 1: with whom
i
Category 3 cooperative As for Category 2 countries. Under investigation at NMB level.

arrangements at
operational level (ANSPs)
are needed.

Source: SDG analysis

However, we suggest that the exercise does not begin until the study on the definition of the
network is complete, since this may highlight further issues that need to be taken into account
and/or provide further guidance on the geographies for investigation.

Measures of Network Manager performance
Overview of Union-wide performance

The performance scheme for the European ATM industry defined by Regulation (EU) No
390/2013 includes targets for a number of Key Performance Areas (KPAs), including Capacity
and Environment. The Network Manager plays a key role in setting these targets and makes a
major contribution to their delivery. As the PRB has noted, commenting on the Network
Manager Performance Plan for RP2:
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“The Network Manager is a specific and essential actor playing a well-defined role, delivering
performance in line with the Union-wide targets for RP2. This is done, not only through
achieving its own targets but also by creating the necessary operational framework for States,
FABs and their ANSPs to achieve theirs. In essence, the Network Manager’s activities have a
primary impact on operational performance (Capacity and the Environment KPAs and
associated Safety implications). For example, the Network Manager provides the Union-wide
and FAB reference values for en-route Capacity and the Environment, including regular
performance monitoring.”

7.17 The Network Manager included an overview of network performance in its Annual Network
Operations Report for 2014. As shown in Figure 7.3, it reported that effective network capacity
in 2014, measured in terms of flights per day, was at its highest ever level, and that en-route
delay per flight had fallen substantially since 2010. At the same time, it noted that the
percentage of flights subject to long ATFM restrictions (those exceeding 15 and 30 minutes)
increased slightly, and the percentage of flights delayed from all causes also increased.

Figure 7.3: Traffic delay and effective network capacity 2002 - 2014
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Source: Annual Network Operations Report 2014
Figure 7.4: Average daily ATFM delay per flight 2010 — 2014
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Source: Annual Network Operations Report 2014

With regard to flight efficiency, the same report indicated that average route extension due to
airspace design decreased from 2.80% in 2013 to 2.63% in 2014, meeting the annual target of
2.70%. The average route extension based on the latest filed flight plan was 4.57% in 2014, the

same level as in 2013 and above the annual target of 4.15%. The target was missed mainly
because of capacity shortfalls arising from industrial action by air traffic control staff and
airspace avoidance/closure as a result of crisis situations.

Contribution to Union-wide performance

These outcomes were the result of many interacting factors, and the attribution of flight delay
and flight efficiency to specific causes is challenging. Nevertheless, the Network Manager
includes a number of indicators of its own contribution to network performance, together
with associated target values, in Appendix | of its Performance Plan for RP2. These are shown

in the table below.

Table 7.4: Network Manager performance indicators

Network Manager Indicator

ENV: DES: The average horizontal en route
flight efficiency of the airspace design

ENV: N-KEP: Network Manager
contribution to flight efficiency savings on
KEP

ENV: CDR-RAI: The rate of planning of
conditional routes

ENV: CDR-RAU: The effective use of CDRs
CAP: W-DLA: Weekend delays reduction

CAP: NWR: Mitigation of Weather
generated delays, achieving the Decision
maturity for the Network Weather
Resilience process.

CAP: B-DLA: Minimising individual flight
penalties

CAP: S-DLA: ATFCM Efficiency

CAP: F-DLA: Reactionary Delays

CAP: A-DLA: The average minutes of arrival
ATFM delay per flight attributable to
terminal and airport air navigation services
and caused by landing restrictions at the
destination airport

Network Manager Internal objective

Improvement of the DES indicator by 0.57 percentage points from
2012 to 2019

Deliver 10% (2015-2016) and 5% (2017-2019) of the savings
required to achieve the annual 0.17 pp reduction in KEP

to increase the CDR planning (CDR-RAI) by 5% between 2015 and
2019

to increase the CDR usage (CDR-RAU) by 5% 2015 and 2019

to reduce en-route weekend delays by 80,000 minutes per year
Achieve Decision maturity level (M3) for 50% of the top 60 airports

(based on the airport network impact and/or past weather
phenomena significance) as well as 50% of the top 20 ACCs

Maintain the percentage of flights with delay (any cause) > 30
minutes to less than 1% of total flights

to reduce the average daily number of ATFCM regulations that
produce less than 200 minutes of delay to below 20 per day.

to target at least one airport/ACC each year from the ones with
significant network impact to reduce first rotation delays (related
to capacity and staffing) by 10% at those airports

Delivering additional operational benefits of arrival delay savings of
5% of total arrival delays

Source: Network Manager Performance Plan for RP2

These targets represent a development of the approach to targeting of Network Manager
performance taken in RP1, which was less precise in terms of capturing its specific
contribution to Union-wide performance. In 2014, the Network Manager targeted a reduction
in ATFM delay of 10% through proposing alternative routes, manually optimising calculated
take-off times and, where possible, excluding flights from airspace regulations. In measuring
its performance, it is important to note that while it is possible to identify the direct impact of
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decisions taken by the NMOG, it is not possible to measure the indirect impacts. Similarly, the
effect on delay of the NMOC's pre-tactical planning and applied scenario analysis cannot be
readily captured.

The Annual Network Operations Report for 2014 records a reduction of 1.23 million minutes
of ATFM delay on 40,651 flights as a result of action taken by the NMOC. 74% of this delay,
equivalent to 0.91 million minutes, was accounted for by savings in en-route delay. These
represented 13.3% of en-route ATFM delays for the year as a whole, indicating that the
Network Manager delivered better-than-target performance. Its contribution to reducing
airport ATFM delay was equivalent to 7.3% of the total for the year. There was no flight
efficiency target in RP1, but the Network Manager nevertheless introduced a flight efficiency
initiative from May 2013.

Commenting on these outcomes in the report, the Network Manager noted that:

“Even though delays were higher compared to 2013, the airspace users highlighted that it is
fair to say that a good job has been done by the Network Manager and ANSPs when it comes
to the reduction of delay minutes .... and when it comes to reducing the network route
extension.”

However, in the course of this study some stakeholders have observed that these results must
be seen against the background of reductions in traffic following 2008. In particular, IATA has
commented that recent performance implied that the Network Manager would not meet its
targets if traffic returned to pre-2008 levels, and it considers the Network Manager ATFM
budget to be relatively high compared to those of the ANSPs. At the same time, a number of
stakeholders, including IATA, have stated that the Network Manager’s day-to-day operational
performance is good. We also note that the general decline in traffic after 2008 masked
significant variations at the Member State level.

The Network Manager envisages that the targets underpinning the performance schemes as a
whole, and by implication the measures of its own performance, will be developed further in
preparation for RP3. It has stated that:

“The SES Performance Targets for RP2 were developed in 2013 / 2014 and cannot reflect the
changed scenario of 2016. The capacity planning process of the Network Operations Plan is a
tool and basis that corresponds better and supports the achievement of network targets.
Through the work that will start on RP3, Network Manager will provide its further views on
how the performance scheme could improve to the benefit of the entire network. The way in
which Network Manager has implemented the approach to the indicators and the targets
makes also those extremely relevant. Nevertheless, more decision-making powers for Network
Manager would help in a better management of the performance scheme and will permit more
accountability for Network Manager in this respect.”

As discussed below, we would expect the evolution of the performance scheme to include the
introduction of additional indicators of the Network Manager’s performance, in particular
measures of its cost efficiency.

Efficiency benchmarking analysis

We noted in paragraph 2.14 that benchmarking the Network Manager’s costs is difficult given
the unique nature of its role. This view has been echoed by EASA in the context of its audit
work:

= steer davies gleave June 2016 | 82



7.27

7.28

7.29

Review of the Single European Sky Network Manager | Final Report

"In the absence of other organisations performing similar functions for comparison purposes, it
is difficult to judge whether Network Manager's budget is cost-effective as required by Article
1.2 of the Commission Decision C(2011) 4130."

Nevertheless, we have sought to compare the Network Manager’s unit and staff costs with
those of a number of ANSPs, the latter employing similarly skilled staff and undertaking a
range of activities related to the functions and tasks defined in the Implementing Rules. This
provides an indication, albeit incomplete, of the Network Manager’s relative efficiency.

Comparison of overall unit costs

We began the benchmarking exercise with a comparison of unit costs measured in terms of
cost per service unit, the primary indicator of cost efficiency under the performance scheme.
As a supplementary exercise, we have also compared unit cost per flight for each of the
benchmark organisations. Given that the Network Manager’s cost base is considered less
elastic to traffic than that of an ANSP (see paragraph 7.4 above), we would expect these
measures to overstate the cost efficiency of the Network Manager relative to the comparator
organisations (assuming growing traffic).

Figure 2.1 compares projected changes in unit costs for the Network Manager and selected
Member State ANSPs over the periods 2015 — 2019 and 2012 — 2019, based on data extracted
from the relevant Performance Plans for RP2. Note that unit costs are calculated on the basis
of en-route (ENR) service units. Over the longer period, the Network Manager is expected to
achieve a compound annual growth rate (GAGR) of -4.4% per year (i.e. unit costs are expected
to fall by more than 27% over the period as a whole). As noted by the PRB, this exceeds the
best performance among the ANSPs. Over the period of RP2, the Network Manager’s
performance is in line with the Union-wide target trend of -3.3% per year, although somewhat
below the three best performing ANSPs.

Figure 7.5: Comparison of changes in unit costs for Network Manager and selected ANSPs

-4.4% Network Manager
4.0% United Kingdom (ENR)
Italy (ENR)
France (ENR)
Germany (ENR)

Belgium/Luxembourg (ENR)

Spain (Continental) (ENR)

-5.0% -4.0% -3.0% -2.0% -1.0% 0.0%

M CAGR 2015-2019 i CAGR 2012-2019

Source: SDG analysis based on Performance Plans for RP2
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7.30 Figure 7.6 shows the year-on-year change in cost per flight for the same organisations. The
values for the Network Manager have been calculated using STARFOR flight data for ESRAQS,
since the latter covers the whole of the area currently overseen by the Network Manager. The
ANSP flight data is taken from their Performance Plans for RP2. On this measure, the Network
Manager’s plans for improving efficiency appear less ambitious than those of comparable
organisations. This is further illustrated by Table 7.5, which shows the CAGR for each
organisation over the period 2016 — 2019. The planned reduction in the Network Manager’s
unit costs per flight is 1.4% per year, less than all of the ANSPs included in the comparison.

Figure 7.6: Changes in cost per flight for Network Manager and selected ANSPs
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Table 7.5: CAGR of unit cost per flight for Network Manager and selected ANSPs

ATSP ftem | CAGR2016-2019

ENAIRE (ENR) ATSP cost per IFR flight (ENR) -3.6%
Belgocontrol (ENR) ATSP cost per IFR flight (ENR) -1.7%
DFS (ENR) ATSP cost per IFR flight (ENR) -4.4%
DSNA (ENR) ATSP cost per IFR flight (ENR) -2.0%
ENAV (ENR) ATSP cost per IFR flight (ENR) -3.6%
NATS (continental) (ENR) ATSP cost per IFR flight (ENR) -4.8%
Network Manager Cost per IFR flight (ESRA08 area) -1.4%

Source: Source: SDG analysis based on RP2 Performance Plans and STATFOR traffic forecast (September 2015)

7.31 This analysis is high level and the results do not provide conclusive evidence that the Network
Manager is less efficient than the comparator ANSPs, not least because the different measures
of unit cost suggest different conclusions. However, we note that the interpretation of cost
per service unit is particularly difficult as service units can increase substantially without
materially affecting the Network Manager’s workload (for example, as a result of changes in
aircraft take-off weight). In addition, while cost per flight is also subject to limitations because
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of the inelasticity of costs to traffic discussed at the beginning of the chapter, it is no more
problematic as a measure of efficiency than cost per service unit. The implication of the table
above, that the Network Manager’s plans for cost reduction are less aggressive than those of
the comparator ANSPs, cannot therefore be ignored.

Comparison of staff costs

We have sought to identify further evidence to support this proposition by extending the
benchmarking to staff costs. We began the exercise by comparing the Network Manager’s unit
staff costs with those of the European agencies included in the comparison of financial
reporting arrangements discussed in Chapter 5. In the case of the agencies, we were able to
identify both total staff costs and staff numbers for 2014, while in the case of the Network
Manager we have calculated unit costs using FTEs for 2015. While the comparison must
therefore be qualified, it does indicate that the Network Manager’s staff costs are
substantially above those of the agencies, as shown in the table below.

Table 7.6: Unit staff costs for the Network Manager and European agencies

EASA 2014 104,832
ERA 2014 101,804
INEA 2014 55,772
Network Manager 2015 199,312

Source: SDG analysis based on agency annual reports and Network Manager Performance Report for RP2

We recognise that the value of this comparison is limited since the agencies employ staff with
very different skills to those working within the Network Manager. In addition therefore, we
have used ANSP data from the ATM Cost-effectiveness (ACE) Reports for 2013 (the year in
which the most recent reports were issued) to calculate an average cost per FTE for each of
the comparator ANSPs and obtained a corresponding value for the Network Manager from the
latter’s RP2 Performance Plan. Notwithstanding the difference in years, we consider the
comparison to be indicative of relative unit costs of staff undertaking a range of broadly
similar activities within the same industry. All costs are gross of taxation and inclusive of
benefits, and were converted to 2012 Euro values for the purpose of comparison.

The figure below compares average unit staff costs of the organisations included in the
benchmarking exercise, and indicates that the value for the Network Manager is substantially
higher, by some 56%, than the average value for the selected group of ANSPs and above that
of the ANSP with the highest unit staff costs. In responding to our initial findings presented at
the workshop on 11 April, the Network Manager has noted that the comparison takes no
account of different mix of skills, and hence remuneration packages, within the different
organisations. While we accept that this is a limitation of the analysis, which we have sought
to address in the comparison discussed below, we nevertheless consider the difference of 56%
between the Network Manager and average ANSP unit staff costs to be striking.

= steer davies gleave June 2016 | 85



Review of the Single European Sky Network Manager | Final Report

Figure 7.7: Comparison of Network Manager and ANSP unit staff costs (€000s)
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Source: SDG analysis based on ACE Reports and Network Manager Performance Report for RP2

7.35 We do not have sufficient data to compare unit staff costs for specific groups of staff.
However, we consider the comparison of ANSP unit ATCO costs with the average staff cost for
the Network Manager shown in the figure below to be informative. This indicates that the
Network Manager’s average staff costs, calculated across both specialist and administrative
staff, are comparable with the average ATCO costs of the highest paying ANSPs and
significantly above the average for the selected group of ANSPs as a whole.

Figure 7.8: Comparison of unit ATCO costs with Network Manager average staff costs (€000s)
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This evidence suggests that there is scope for reducing the Network Manager’s unit staff costs
while maintaining parity of remuneration for staff with similar skills to those working
elsewhere in the European air navigation industry. At the same time, we note that:

e Asdiscussed in Chapter 4, the Network Manager has little or no ability to influence the
remuneration package of its staff, since they are employed on the same terms as other
Eurocontrol staff. Establishing the Network Manager as a separate legal entity would, in
our view, help to address this issue.

e The analysis takes no account of any differences in staff productivity. We have not
identified a suitable measure of productivity that would allow comparison between the
Network Manager and the ANSPs, but we note that the former’s RP2 Performance Plan
implies an increase in the number of flights processed per FTE of 4% per annum. This
suggests that the productivity of the Network Manager’s staff is expected to increase
significantly over RP2, although it is not clear how the current level of productivity
compares with the achieved elsewhere in the industry.

The potential for cost savings within the Network Manager is considered further below.
Potential for further cost savings

During RP1, the Network Manager sought to ensure that its costs remained below a threshold
of 2.9% of total, system-wide, en-route costs, although we understand that this threshold has
not been retained for RP2. The PRB’s assessment of the Network Manager’s Performance Plan
for RP2 noted that its total costs are expected to fall by an average of 1.7% per year to 2019,
which compares with a Union-wide cost efficiency target of 2.1% per year over the same
period. However, as discussed above, the PRB also pointed to the 4.4% per annum reduction
in unit costs that the Network Manager expects to achieve over the period 2012 — 2019, and
noted that its costs as percentage of total FAB and Member State costs fall from 3.5% in 2012
t0 3.1% in 2019.

We have discussed the potential for cost savings during RP2 and beyond with the Network
Manager, and it has highlighted a number of opportunities, for example:

e consolidation of contracts by Eurocontrol, which is expected to reduce the costs of IT and
other services (for example, the Agency currently has three separate IT contracts, which
could be consolidated to one, although we note that such consolidation does not always
result in cost savings);

¢ independent procurement of services currently obtained centrally from 2019, which will
enable the Network Manager to market test certain costs allocated under the
mechanisms described in Chapter 5; and

e anincrease in the standard working hours for Eurocontrol as a whole from 37.5 hours to
40 hours (although we note that, in itself, this need not lead to an increase in actual
productivity of staff).

In addition, as noted above, the Performance Plan for RP2 indicates an increase in flights per
FTE of 4% per year to 2019.

It is striking that the majority of these opportunities depend on action by Eurocontrol rather
than on the Network Manager acting independently. Moreover, even where the Network
Manager is able to take action to reduce its cost base, the results may be constrained or offset
by changes within Eurocontrol as a whole. For example, notwithstanding the planned
reduction in the number of FTEs working in the Network Manager during RP2, its total staff
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costs are expected to remain broadly constant because of the offsetting impact of increases in
remuneration determined in accordance with Eurocontrol’s staff regulations. This is illustrated
in Figure 7.9.

Figure 7.9: Planned Network Manager FTEs and total staff costs during RP2
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Source: SDG analysis based on Network Manager Performance Plan for RP2

In order to illustrate the potential for cost savings, we have estimated the impact of a
reduction in the Network Manager’s unit staff costs bringing them more in line with those
observed elsewhere in the industry. This exercise was based on the assumption that the
current difference between the Network Manager’s average staff cost and the average for the
ANSPs included in the benchmarking is reduced from 56% to 25% (i.e. average staff costs fall
from €191,770 to €152,700. While such a reduction would be ambitious, we consider it to be
representative of the level of saving that might be achieved if:

¢ the Network Manager was independent and able to recruit staff on its own terms without
reference to Eurocontrol’s staff regulations; and

e it faced strong incentives to control costs, for example as a result of participating in a
competitive bidding system or facing stronger regulation than at present.

The results of this exercise are shown in the table below. They indicate a total saving in staff
costs of €87.9 million, or 20%, over the whole of RP2.
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Table 7.7: lllustration of staff cost savings over RP2

Ewr——T— 215 | a6 | a6 | 208 | a9 | e |

Current projection 87.9 87.9 87.9 88.0 88.9 440.7
Following reduction”’ 70.4 70.3 70.4 70.5 71.2 352.8
Saving 17.6 17.5 17.5 17.6 17.7 87.9

Source: SDG analysis based on Network Manager Performance Plan for RP2

There may be potential for further savings through reductions in staff numbers although, as
discussed in Chapter 6, we do not consider that the functions and tasks of the Network
Manager are defined precisely enough to make an independent assessment of the level of
resources it requires. In our view, the potential for staff savings would need to be estimated
using a comprehensive, bottom-up budgeting exercise based on a more detailed specification
of the role of the Network Manager than is available from a review of the Implementing Rules
and Nomination Decision alone. Again, this kind of exercise would be most effective when
undertaken during the preparation of a bid to undertake the role as part of a competitive
procurement exercise. We consider the approach to such a procurement further in Chapter 8.

Reporting of cost efficiency

We noted above that the Network Manager has identified a number of performance measures
capturing its contribution to the achievement of Union-wide performance targets for RP2. It is
also planning to undertake further work on the development of measures and targets in
preparation for RP3. However, none of the measures included in Appendix | of the Network
Manager Performance Report captures cost efficiency or other financial outcomes.

We have already alluded to some of the difficulties of establishing measures of cost efficiency
for the Network Manager, noting for example that a relatively low proportion of its costs are
influenced by traffic levels (making it difficult to identify meaningful measures of unit cost) and
that the mix of specialist and administrative staff is different from that in other organisations
in the industry (making comparisons of staff costs more difficult to interpret). Nevertheless,
we consider that the following metrics would assist in tracking cost effectiveness if reported
regularly.

27 . . . .
Assumes equivalent rate of increase in unit staff costs
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Table 7.8: Suggested measures of cost efficiency

D

Provides an indication of the level of Network Manager costs in relation to the

. . level of traffic.
Cost per service unit . . . . . .
Consistent with unit cost data reported by the ANSPs and with the metric used in

the calculation of unit rates.

Provides a different perspective on the level of Network Manager costs in

Cost per flight relation to the level of traffic.

Indirect costs as a percentage  Provides an indication of how well the organisation is controlling central costs
of total costs that are not directly related to the activities that are its primary focus.

Average cost per FTE (broken

. Provides an indication of how well the organisation is bearing down on staff
down by groups of staff with

different skills) costs.
Flights per FTE (broken down
by groups of staff as Provides an indication of staff productivity
appropriate)
7.47 These measures are analogous to measures reported by a number of ANSPs and identified by

the Performance Review Commission as part of its work in support of the implementation of
the performance scheme. In our view, they would usefully supplement the operational metrics
that the Network Manager is already proposing to monitor, enabling a more balanced
assessment of performance based on consideration financial and resource efficiency as well as
operational effectiveness.
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Summary of findings

The Network Manager’s cost base is relatively insensitive to traffic levels.

The provisions of the Implementing Rules relating to the Network Manager’s work in
relation to third countries lack clarity in some areas, but we note that in order to enter
into cooperative arrangements with third countries the Network Manager must be
confident that they will have an impact on the network.

At present, there does not appear to be any means of establishing the benefits and costs
of the arrangements that are already in place with countries not participating in the SES,
although we recognise that withdrawing from them is likely to compromise the
operational integrity of the network.

While on some measures the Network Manager’s plans for efficiency improvements are
in line with, or even ahead of, those of ANSPs, on other measures the plans appear less
ambitious.

The results of an exercise to benchmark the Network Manager’s unit costs against those
of ANSPs, while subject to qualification, indicate that its costs are significantly higher,
even after taking account of differences in the mix of skills of the staff employed by
different organisations.

However, the Network Manager’s ability to secure significant cost savings is constrained
by the lack of management independence already noted.

We would expect organisations participating in a competitive tender for the provision of
Network Manager services to face stronger incentives to identify cost savings through
both reductions in staff numbers and staff remuneration.

At present, there is insufficient information to monitor the cost efficiency of the
Network Manager, The operational performance metrics to be monitored in RP2 could
usefully be supplemented by a number of financial and productivity metrics.
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Findings and recommendations

Introduction

In this chapter, we present our recommendations for addressing the findings reported in
Chapters 4 — 7. These have been developed in the light of comments received on the draft
findings and recommendations presented at the NMB workshop held on 11 April 2016. We are
grateful to all the stakeholders who have submitted comments, and have considered these
carefully in preparing this report.

The Network Manager submitted extensive and detailed comments to us on 26 April. In view
of the Network Manager’s particular interest in the results of the study, we have prepared
point-by-point responses to each of the specific comments raised. These are provided in
Appendix F.

In the remainder of this chapter, we set out our findings and recommendations under each of
the tasks included in our terms of reference, following the order of Chapters 4 — 7. In each
case, we reproduce the summary findings appearing at the end of these chapters for ease of
reference and to illustrate the link with our recommendations. We also provide a rationale for
each recommendation and highlight associated issues that require further consideration
where appropriate. Proposed recommendations should be implemented either swiftly (from
the start of 2017) or should be considered as part of the preparation for the designation of the
Network Manager to act after 2019.

Governance
Independence and accountability
Findings

As part of a directorate within Eurocontrol, the Network Manager cannot act independently of
Eurocontrol’s management and governance structure. This has the potential to create tension
in the event that the objectives of the SES and those of Eurocontrol conflict.

In addition, the Network Manager does not enjoy the level of management autonomy that we
would expect of a body with responsibilities under EU legislation, since it does not have full
delegated authority from Eurocontrol in a number of areas:

e it cannot recruit staff or employ them on terms and conditions that differ from those set
by Eurocontrol;

e it cannot apply for CEF funding on its own behalf;

e it cannot make legal agreements with third parties;

e it cannot put investment and other proposals to the NMB without the approval of
Eurocontrol; and
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e it relies on Eurocontrol for central services (although this is expected to change from
2019).

This lack of management autonomy arises from the fact that the Network Manager does not
have independent legal status analogous to that of European agencies.

The NMB lacks accountability for the resourcing and efficiency of the Network Manager
because of the tension between the governance arrangements defined in legislation and those
already in place for Eurocontrol.

Recommendation — to take effect from the start of 2017

Eurocontrol should define internal procedures providing the Network Manager with greater
management autonomy, to be approved by the NMB. These should allow the Network
Manager to seek approval for new initiatives from the NMB without first securing the
approval of Eurocontrol management and be incorporate into the CDM document.

Recommendation — to be implemented as part of the preparation for the designation of the
Network Manager in 2019

The Network Manager should be established as a separate legal entity, able to manage its
activities and make decisions and agreements on its own behalf. It should prepare its own
financial accounts, which should be subject to independent audit.

The NMB should have full powers to:

e approve the appointment of the Director of the Network Manager;

e approve the annual accounts as well as the budget and investment proposals and
applications for CEF funding;

e approve the Network Strategy Plan and Operations Plans (as now);

e undertake ongoing monitoring of both operational and financial performance; and

e ensure performance of the tasks as laid down in the Implementing Rules.

In our view, establishing the Network Manager as a distinct legal entity is the only means of
securing the level of independence and management autonomy required in order to ensure
that its planning and day-to-day operational activities are always in line with the objectives of
the SES. We note that there are a number of ways in which an independent legal entity could
be created:

e Eurocontrol could itself establish such an entity under procedures defined in its existing
governance arrangements.

e The Commission could establish the entity, possibly as part of the process for procuring
the Network Manager functions and tasks through a competitive tender (discussed
further below). The entity would then be acquired by the successful tenderer, following a
process similar to that applied in the tendering of transport concessions.

Either case would allow the designation of Eurocontrol as the Network Manager in 2019,
although in the second case it would first need to successfully secure the tender to undertake
the role. We also note that the compatibility of the first option with expanded powers for the
NMB would need to be investigated further. More generally, it would be important to consider
different models for establishing the separate legal entity and assess their merits in terms of
compatibility with the objectives of the SES, ensuring the necessary management autonomy in
line with the recommendation above, and ease of implementation.
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Provision of information
Findings

The NMB must be provided with more financial and other information if it is to undertake its
role effectively (specific information requirements are considered in the following chapter).

Recommendation — to take effect in 2016/2017

The Network Manager should prepare and make available to the NMB information to
support its oversight role (as discussed further below in relation to financial arrangements).

Recommendation — to be implemented as part of the preparation for the designation of the
Network Manager in 2019

Transparency and reporting requirements should be documented and be included as a
requirement of the designation in 2019.

Documentation of the reports that the Network Manager must provide to the NMB will
remove the potential for any disagreement over disclosure. Making disclosure a condition of
the designation in 2019 will further reinforce the requirement for transparency.

Addressing potential conflicts of interest
Findings

As is the case with any supervisory board, there is the potential for conflicts of interest to arise
within the NMB, although we have seen no evidence of a conflict arising in practice. While this
does not justify withholding information from the NMB, mechanisms for addressing conflicts
of interest must be put in place if an effective working relationship between the Network
Manager and its Board is to be established.

Recommendation — to take effect in 2016/ 2017:

In accordance with Article 13 of its Rules of Procedure, the NMB should prepare a Data and
Confidentiality Policy Statement. The statement should define the procedures to be followed
in a range of potential conflict situations, including the participation of a member of the
NMB in any organisation established to participate in a competitive procurement of the
Network Manager functions and tasks. All members of the NMB and their alternates should
be required to confirm that they understand and will abide by the terms of the Statement.

The requirement to prepare a Data and Confidentiality Statement already exists. In meeting
this requirement, the NMB will help to remove any concerns the Network Manager may have
over conflicts of interest and establish a more productive relationship. The Network Manager
should be consulted on the scope and content of the statement and the Commission should
ensure that its requirements in respect of participation in any future competitive procurement
are fully consistent with a fair and open tendering process.

Financial arrangements
More transparent financing of the Network Manager
Findings

There is a strong case for establishing a Network Manager unit rate to improve the
transparency of Network Manager costs. Such a rate could be introduced by either:
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e treating the Network Manager in the same way as the CRCO and adding the rate on to the
determined unit costs for each charging zone; or

e treating the Network Manager in the same way as a charging zone and subjecting it to the
same reporting requirements under Regulation No (EU) 391/2013.

Our preliminary view is that the advantages of the second option (in terms of additional
transparency) are likely to outweigh the disadvantages (in terms of the need for legislative
change), although the legislative implications would require further investigation.

Recommendation — to be implemented as part of the preparation for the designation of the
Network Manager in 2019

In 2016/2017 the Commission should establish an approach to the application of a unit rate
for Network Manager services. In particular it must decide:

e An appropriate calculation methodology for the unit rate;

e Whether it should be subject to cost risk-sharing under Regulation (EU) No 391/2013;
and

e Whether this should be charged as an administrative unit rate analogous to that
covering the costs of the CRCO or through classification of the Network Manager as a
Charging Zone with determined costs.

The Network Manager should calculate and publish this unit rate in parallel with the
operation of current financial processes prior to its full introduction in 2019. The unit rate
should be the financing mechanism for the Network Manager from the beginning of the new
designation.

The introduction of a unit rate under either of the options outlined in paragraph 8.14 would
increase transparency by explicitly identifying the proportion of airspace user charges covering
Network Manager costs. While we consider that the additional transparency provided by
subjecting the Network Manager to the full reporting provisions of the Charging Regulation
(the second option) to be considerable, we have not investigated the legislative implications in
detail. Moreover, the practical implications of this approach (for example, the extent to which
the Network Manager’s financial systems would support it) would need to be considered
before it was introduced. The first option might therefore be more practical, at least in the
shorter term.

Given that the Network Manager’s costs are less sensitive to traffic than those of ANSPs, we
do not consider that it should be subject to traffic risk sharing arrangements. However, while
the requirement to manage activities against a determined cost base would result in stronger
incentives to improve efficiency, it is likely that some costs should be subject to pass through
under the costs exempt from risk sharing arrangement. These would need to be established
through a case-by-case consideration of individual cost categories. Further consideration
would also need to be given to the appropriate measure of traffic volume for use in the
calculation. While the use of service units would be in line with the Charging Regulation
framework, it may not be appropriate given the insensitivity of the Network Manager’s cost
base to traffic levels.
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Greater transparency of financial information
Findings

8.18 While the Network Manager budget is presented separately from that of Eurocontrol, a large
proportion of the Network Manager’s costs are effectively determined by Eurocontrol.

8.19 The process of budget preparation is insufficiently transparent and the information reported
to the NMB is at too high a level of aggregation.

8.20 More generally, the NMB is not kept sufficiently informed:

e it does not receive management accounts or regular reports of expenditure against
budget;

e its approval for CEF applications under the first two calls has not been sought;

e itis generally not asked to approve project expenditure and its role in relation to the role
of the ERP is not defined; and

¢ when consulted on investment expenditure, it is not provided with a thorough business
case prepared according to good practice.

Recommendation — to take effect in 2016/ 2017
The Network Manager should prepare and make available to the NMB on a quarterly basis:

e management accounts providing information at the general ledger level; and
e acomparison of actual and budgeted expenditure by quarter, disaggregated to the
general ledger level, and a comparison of KPIs against targets.

Requests for approval of investment expenditure made to the NMB should be supported by a
business case prepared according to a template and methodology agreed by the NMB.
Business cases should include:

e an explanation of the strategic case for the investment;

e an assessment of the financial impact based on discounted cash flow analysis;
e arecord of assumptions underpinning the analysis; and

e qualitative and quantitative risk analysis.

The NMB’s role in approving investment expenditure in relation to that of ERP should be
defined and documented. The NMB should be consulted on all applications for CEF funding.

8.21 In our view, provision of the information set out in the recommendation is essential if the
NMB is to undertake its oversight role effectively. We understand that the financial systems
used by the Network Manager are capable of generating information at general ledger code
level, and a budget tracking document is already produced. Moreover, much of the business
case information listed is anyway required by the EMOSIA framework and reviewed by the
ERP. Provision of the information to the NMB should therefore not require significant
additional effort.

Cost base
Improving the definition of the Network Manager role
Findings

8.22 The functions and tasks of the Network Manager are clearly set out in the Implementing Rules
but the description of them is necessarily high level.

= steer davies gleave June 2016 | 96



8.23

8.24

8.25

8.26

8.27

Review of the Single European Sky Network Manager | Final Report

The NM interprets the scope of the role in preparing the:

e Network Strategy Plan;

¢ Network Operations Plans;
e Network Performance Plan;
e Work Programme; and

*  budget.

Recommendation — to take effect in 2016/ 2017

The European Commission should initiate the preparation of a more precise description of
the required activities of Network Manager (a detailed specification), providing more precise
information on the scope of work needed to deliver the functions and tasks defined in
legislation. This should be completed during 2016/ 2017.

The preparation of the specification should draw on the expertise of the Network Manager
as necessary, but should be led by the Commission with guidance from the NMB and
stakeholders, as appropriate. The specification should also take account of the findings of
the current study on the definition of the network.

The specification will provide a basis for independent assessment of the Work Programme and
budget. It could also underpin any future competitive procurement exercise by providing
bidders with a clear definition of the services to be provided and the means to make a more
precise estimate of the level of resourcing required. Finalisation of the specification would
need to await the completion of the study on the definition of the network, which could have
implications for the scope of future activity.

Establishing the Network Manager cost base
Findings

The NMB is unable to decisively test and challenge the interpretation implicit in these
documents, since there is no detailed, independent specification of the functions and tasks
and the level of resources required to undertake them is therefore unclear.

The distinction between the Network Manager’s cost base and that of Network Services is not
sufficiently clear.

Recommendation — to take effect in 2016/ 2017

Following completion of the specification, the Network Manager should prepare a bottom-
up resource plan for delivering the activity defined in the specification for each remaining
year of RP2. For each activity, the resources and associated costs should be identified,
distinguishing between relevant staff grades and skills.

The specification should provide the basis for the preparation of all Network Manager
documentation and the budget from 2018. The Work Programme and the budget should
align with the elements of the specification.

This exercise would ensure greater transparency in the resourcing of the Network Manager,
since the latter would need to demonstrate the required level of resources bottom-up and
activity-by-activity by reference to the detailed specification. In our view, the Work
Programme and budget do not currently provide the transparency required to enable the
NMB to review and challenge resourcing decisions and levels of cost. We understand that the
development of the 2017 Work Programme has already begun, but suggest that this work can
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proceed in parallel, with the bottom-up resourcing exercise subsequently informing the
budget presented to the NMB in March of 2018.

Cost efficiency

Understanding key elements of the Network Manager’s cost base
Findings

The Network Manager’s cost base is relatively insensitive to traffic levels.

The provisions of the Implementing Rules relating to the Network Manager’s work in relation
to third countries lack clarity in some areas, but we note that in order to enter into
cooperative arrangements with third countries the Network Manager must be confident that
they will have an impact on the network.

At present, there does not appear to be any means of establishing the benefits and costs of
the third country arrangements that are already in place, although we recognise that
withdrawing from them is likely to compromise the operational integrity of the network.

Recommendation - to be implemented as part of the preparation for the designation of the
Network Manager in 2019

The Commission should give consideration to clarifying the provisions of the Implementing
Rules relating to the third countries, in particular to address the ambiguities highlighted in
Chapter 7. It should also consider amending the legislation to require the Network Manager
to demonstrate impacts on the network arising from cooperative arrangements with third
countries.

Recommendation — to take effect in 2016/ 2017

Following completion of the current study on the definition of the network, the Network
Manager should undertake a full cost benefit analysis of arrangements with those third
countries that have not concluded agreements with the EU on the implementation of the
SES.

For the avoidance of doubt, we are not proposing that current arrangements with third
countries should be suspended pending the results of the cost benefit analysis, or that their
continuation should necessarily be contingent on a positive economic result (for example,
where broader policy considerations also need to be taken into account). However, there is
concern among some stakeholders and members of the NMB that the value of work in relation
to third countries relative to the costs has not been demonstrated, and we consider that it is
important for the Network Manager to provide reassurance. As discussed in Chapter 7, we
recognise that it may be difficult to attribute some categories of cost among third countries,
but consider that some analysis of incremental costs and benefits should be possible.

Securing cost savings
Findings

While on some measures the Network Manager’s plans for efficiency improvements are in line
with, or even ahead of, those of ANSPs, on other measures the plans appear less ambitious.

The results of an exercise to benchmark the Network Manager’s unit costs against those of
ANSPs, while subject to qualification, indicate that its costs are significantly higher, even after
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taking account of differences in the mix of skills of the staff employed by different
organisations.

8.34 However, the Network Manager’s ability to secure significant cost savings is constrained by
the lack of management independence already noted.

8.35 We would expect organisations participating in a competitive tender for the provision of
Network Manager services to face stronger incentives to identify cost savings through both
reductions in staff numbers and staff remuneration.

Recommendation - to be implemented as part of the preparation for the designation of the
Network Manager in 2019

Regardless of whether the designation is subject to competitive tender, re-designation of
Eurocontrol or nomination of another body should be subject to the organisation preparing
and submitting a proposal to undertake the role in response to an invitation and
accompanying contract.

The European Commission should lead the preparation of the contract requirements,
drawing on the detailed specification of the Network Manager role prepared in 2016/ 2017
and relevant industry expertise. The requirements should include:

e the detailed specification of functions and tasks over the next [two] RPs;
e aservice level agreement, defining a series of financial and operational KPIs; and
e performance incentives linked to the KPIs, as appropriate.

In submitting a response, Eurocontrol or other bodies should be required to prepare:

e a proposed unit rate sufficient to cover the expected costs of delivery;

e adelivery plan, explaining how it intends to deliver the contract requirements efficiently
and effectively for the unit rate indicated; and

e aresource plan and financial model supporting the unit rate and delivery plan.

The NMB should have delegated authority to oversee the delivery of the contract on behalf
of the Commission.

8.36 Note that implementation of this recommendation is not conditional on the Commission
introducing a competitive procurement process, although it would not preclude such a
process. The purpose of the recommendation is ensure that Eurocontrol is required to submit
a costed proposal to undertake the role of Network Manager and agree to contractual terms
even if it is the only candidate for designation in 2019. There are many precedents for
awarding contracts on the basis of a single tender process, and while such a process generally
does not result in the cost efficiency secured through competitive tendering, it does subject
the tenderer to a degree of commercial discipline.

8.37 The introduction of a formal contract would also provide an opportunity to set out
performance requirements, payment terms and reporting obligations in a legally binding
document. This would help to ensure that the Network Manager committed an appropriate
level of resources, consistent with meeting operational performance targets while achieving
cost efficiency. The scope of the contract and its relationship with the broader regulatory
framework would require further consideration however, particularly if the Network Manager
were to be brought within the framework of the Charging Regulation prior to the introduction
of a unit rate.
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Recommendation - to be implemented as part of the preparation for the designation of the
Network Manager in 2019

The European Commission should investigate further the requirements of a competitive
procurement strategy covering the following issues:

market interest in providing the service;

the timescales required to prepare a credible bid;

key contractual requirements, for example relating to the handling of security and other
sensitive information;

the mechanisms for ensuring that organisations other than Eurocontrol have access to
the required skills and assets as well as operational data; and

the risks that potential bidders would be willing to accept.

It is beyond the scope of this study to consider in detail the practical implications of
introducing a competitive procurement process to determine the designation of the Network
Manager. However, we have identified a number of important issues that would need to be
addressed before such a process could begin. The issues outlined below are not exhaustive,
but provide an indication of the programme of work that would need to proceed a
competitive tender:

In the course of this study, the Network Manager and a number of stakeholders have
stressed the importance of ensuring that the entity responsible for network management
functions is both impartial and competent in discharging its responsibilities. These are
clearly key criteria for the nomination of an organisation to undertake the role and they,
together with the other criteria identified in the Nomination Decision of 2011, would need
to be embedded within any regulatory and contractual framework in place from 2019. In
addition, the evaluation framework applied in assessing bids would need to include
mechanisms for verifying that bidders were able to comply with the criteria, and the
contract would need to provide for withdrawal of the designation in the event that they
did not.

Similarly, the Network Manager and some stakeholders have noted that the entity
responsible for network management functions will be required to handle sensitive
information relating to international security, as was the case, for example, following the
shooting down of flight MH17. They have also suggested that access to such information
is best restricted to an organisation responsible to national governments rather than a
commercially focused entity providing services under a contract. In our view, the
requirement to handle sensitive information should not preclude a competitive tender
but it is clearly essential for any entity undertaking the role of Network Manager to
implement mechanisms for ensuring that information remains secure. Hence, the
contractual and regulatory framework would need to include appropriate obligations
covering both information handling procedures and guarantees on the behaviour of
individual staff members.

For the procurement to be successful, it would be important to ensure sufficient interest
in undertaking the role among potential bidders. In the absence of such interest, the level
of competition and hence the incentive on bidders to identify cost savings would be
limited. In order to prepare credible tenders, bidders would need access to assets, skilled
resources and operational data and, in our view, it is unlikely that they could develop
assets and expertise comparable to those available to Eurocontrol prior to 2019. The
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means by which they might obtain the necessary access would need to be determined
and communicated to bidders as part of the procurement process.

e The Commission would need to develop a framework for evaluating tenders, taking
account of key compliance requirements, the need to verify the deliverability of individual
tenders and the need to place an appropriate weight on the price offered. While there is
considerable experience of the design of such frameworks for the purpose of evaluating
tenders to provide services of different kinds, the development of a robust evaluation
methodology that recognised the unique role of the Network Manager would be
challenging.

Monitoring of cost efficiency
Findings

8.39 At present, there is insufficient information to monitor the cost efficiency of the Network
Manager. The operational performance metrics to be monitored in RP2 could usefully be
supplemented by a number of financial and productivity metrics.

Recommendation - to take effect in 2016/ 2017

The Network Manager should provide the NMB with quarterly reports comparing KPIs with
targets. KPIs should include all the operational KPIs currently tracked internally as well as
measures of cost efficiency, for example:

» cost per service unit/flight;

e indirect costs as a % of total costs;
e average cost per FTE; and

e flights per FTE.
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A Information reviewed

Table A.1: List of documents and other data sources

Council Regulation (EC) No 58/2003
Regulation (EC) No 881/2004
Council Regulation (EC) No 219/2007
Legislative documents Commission Decision of 7 July 2011 nominating the Network Manager
Regulation (EU) No 677/2011
Commission Decision 2013/801/EU
Regulation (EU) No 970/2014 amending EC Regulation (EU) No 677/2011

Network Management Minutes of the Network Management Board meetings (2011-2015)

Board documents Composition of the members of the Network Management Board

Network Manager Annual Reports (2012-2015)
Network Operations reports (2012-2014)
ATFM annual report (2014)
Network Manager Budget (2015)
Appendices A (Work Programme), B and C of 2015 budget
Network Manager Strategy Plan
Network Manager Endorsement of 2016 budget document
reports and documents Network Manager Directorate Budget Checkpoint for the third quarter of 2015
Paper on n-CONECT
Organigram of the Network Management Directorate
Breakdown of Network Manager staff by grade
Network Manager mapping of legislation
A series of policy papers prepared by the Network Manager relating to its future

governance, role and powers

Documents related to the findings of the work of the Network Management Board

Network Manager Budget task force

Budget Task Force

documents/information Reports of the Budget Task Force on the preparations of 2014 and 2015 budgets and

related work programmes
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Approved Network Manager 2015-2019 Performance Plan (Nov 2014)

Network Manager
PRB report of Network Manager draft 2015-2019 Performance Plan
Performance Plan

Draft Network Manager 2015-2019 Performance Plan
Agency Business Plan (2015-2019 and 2016-2020)

Eurocontrol documents  Ledger codes for class 2 and class 6

Standard Inputs for EUROCONTROL Cost-Benefit Analyses (dated Nov 2015)

Centralised services: PC/44 (8.12.15, Flimsy No 10), PC/15/44/28 (23.11.15, Item 5),
PC/15/44/14 (19.11.15, Item 5), PC/15/43/12 (30.4.15, item 5);

Operational items: Global ATFM PC/15/44/24 (20.11.15, item 3), Network Manager
Report PC/15/43/6 (29.4.15, ITEM 3), Network Manager Report PC/15/44/26

Standing Committee on (20.11.15, ITEM 3), Network Manager Report PC/15/44/26 (20.11.15, ITEM 3);

Finance documents Extracts of PC44 final results, extracts of summary conclusions of the SCF’s 25th
meeting, extracts of final minutes of the 43rd session of the Provisional Council;

CEF Pilot Common Project funding: SCF/15/25/12 (22.9.15, item 9), SCF/15/25/flimsy1
(14.10.15, items 8 & 9);

Savings/Unspent Credits: SCF/15/25/9 (22.9.15, item 8), SCF/15/25/8 (22.9.15, item 8);

Other documents G20/0ECD Principles of Corporate Governance

= steer davies gleave June 2016 | 105



Review of the Single European Sky Network Manager | Final Report

Stakeholder consultation

Table B.1: List of stakeholders interviewed

Entlty Constiltation status

Network Manager

DG MOVE

Network Management
Board

Relevant Airspace users

Relevant ANSPs and their
representatives

Single Sky Committee

EASA

PRB

Mr Joe SULTANA

Mr. Razvan BUCUROIU

Director of the
Network Manager

Head of Operations
Planning Unit

Michel VAN LANGERAK and Zarko SIVCEV

Mr Olivier WALDNER

Mr. Simon HOCQUARD

Mrs. Alison MACMASTER

Mrs. Sylviane LUST

Mr John Hanlon

Mr Luc Laveyne

Mr Peter Curran

Mr Alex Bristol

Mrs. Annette Bremes

Mr. Guenter Martis

Stephen Hand

Eric de Vries

Mr Manfred Dieroff

Mr Manuel Rivas Vila

Mr Peter Griffiths

Deputy Head of Unit

Chairman (NATS)
Adviser to the NMB
Chairman

Airspace User
representative (IACA)

Airspace User
representative (ELFAA)
Airports (ACI)

Airspace User
representative (IATA)

Chairman Network
Director of Operations
(Skyguide)

DFS
CANSO

UK Department for
Transport

Dutch Ministry of
Infrastructure and
Environment

Officer
Officer

Chairman

Face-to-face
meetings held on
19/01/2016,
29/01/2016,
11/02/2016,
10/02/2016.

Face-to-face meeting
held on 2/12/2015

Face-to-face meeting
held on 03/03/2016

Face-to-face meeting
held on 11/12/2015

Telephone interview
held on 01/03/2016

Face-to-face meeting
held on 11/12/2015

Telephone interview
held on 01/03/2016

Telephone interview
held on 06/04/2016

Telephone interview
held on 27/01/2016

Telephone interview
held on 26/04/2016

Telephone interview
held on 14/04/2016

Telephone interview
held on 08/01/2016

Telephone interview
held on 29/01/2016

= steer davies gleave

June 2016 | 106



Review of the Single European Sky Network Manager | Final Report

Stakeholder questionnaire

Governance of the Network Manager
Could you please describe the role of the SSC in relation to the NM?

Could you please describe who are the attendees of the SSC meetings? For “Member States” is
it mainly representatives from MoT, CAAs, ANSPs, NSAs?

How are decisions of the SSC taken (formal/informal vote, etc)?

What happens if the SSC does not deliver a positive opinion? The legislation does not cover
the case where it would disagree with what is presented to it.

What is your overall view of the governance arrangements of the Network Manager?
What do you think of the responsibilities of the Network Manager Board?

Could you please describe the formal and informal lines of communication taking place
between all the parties involved (Network Manager, Network Manager Board, SSC and EC)?

Do you think that interfaces between the Network Manager and Network Manager Board
could be improved? If yes, how?

Do you have any recommendations as to how the governance of the Network Manager should
evolve in the future?

Cost-effectiveness
To what extent do you think the Network Manager carrying out its work efficiently?

What aspects / means / actors or processes render the Network Manager more or less
efficient? What can be improved (if relevant)?

Cost-base and financial arrangements of the Network Manager

Do you have any areas of concerns regarding the budget and cost allocation of the Network
Manager?

How transparent do you think the budgeting process and financial arrangements of the
Network Manager are?

What processes are you aware of to ensure that investment or expenditure decisions of the
Network Manager provide good value for money e.g. business case procedures?

Do you have any recommendations on improvements of the cost base and financial
arrangements of the Network Manager?
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D Mapping of legislation to Network
Manager Work Programme
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Mapping prepared by Steer Davies Gleave
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Mapping prepared by Network Manager
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Mapping of Network Manager Work
Programme to organisational
structure
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Network Strategy | Performance Forecasts &

NMD and Development Relations Network CNS/IM Services Training Network Technical Systems
Agency Functiona
Business WP Description
Aa
Plan
N et work Te Network Technical Systems

Communications Networks and Systems

TFMS - Facilities for NM

Support DNM infrastructure = network and pl atforms

IT Infrastructure Projects

PAN EURDPEAN NETWORK SERVICE [PENS)

Technical Architecture, Proc and Contract A

NTS Line p

| System Upgrade and Architecture

Supportand k B
Software Adapations
New Devel cpments
Technical Exploitation Unit
Business Continuity Support
Business continuity Project

DM Di Support
|Elznwue Management Support
Business Partnering Finance, HR and Procurement
Ensuring Safety, Quality and Security Management and Regul atory Compliance)
Line Management
Stratesic Projects
Strategic Network Projects
Fres Rowts Arspace Project
Flight Plan & Flight Data Evolutions
Airspace Management Advanced FUA
N-CONNECT
Cooperative Traffic Managament
Network Business Intelligence
Airport and TMA Network Integration
European ATM Information Management Service (EAIMS)

1

= steer davies gleave June 2016 | 114



Review of the Single European Sky Network Manager | Final Report

Agency
Busings
Plan

Functional

A (WP Description

and Development

Network CNS/IM Services

Network Technical Systems

| | Identifi cati on of the operational safety hazards at networi | avel

Network Operations Training for external customers

RP-8 Savings |

OPS Room Reorg
|0P5 Room Reorg

Additional Savings to be ident ified

|Additional Savings to be identified

N et work Of Network rations

Operations Domains

Network o| tions

|Operations Domains

WM Crisis

|Operational System Acceptance Testing

|Network Operations Management Coardination

Operations Planning

Airspace Design
N [ Flan

ASM/ATFCM Processes and Procedures

Development, Harmoni sati on, Validation ATM Procedures

|Airspace Simul stions

Network Operations Line Management

NM Airports

[DNM Scar o DN M Scarce Resources
|Sﬁm Resources

ransponder Code Function
Mode ogater Code Allocation (MICA)

|Radic Frequency Function (RFF)

Performand Performance Forecasts Relations

|OMR Line Manzgement

Forecasts and Net work Inteligence
[copa
STATFOR
prisvE
rational Al i and Reportil
|Operational Analysis and Reporting
User Relations

|Riels tions, agreements customer access and support
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Organisations providing responses to
our draft findings and
recommendations

Table F.1: Organisations providing comments

Network Manager Joe Sultana, Head of Network Management Directorate
Blue Med FAB Alessandro Ghilari, Blue Med Administrative Secretariat
FAB CE Jan Klas, ANS

FABEC Robert Schickling, DFS

SW FAB Mario Neto, SW FAB representative on NMB

UK Ireland FAB Robert Westerberg, NATS
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Response to Network Manager
comments on draft findings and
recommendations

Table G.1: Table of responses received from Network Manager on 26 April 2016

Draft finding/ recommendation Network Manager comment Steer Davies Gleave response

Governance

Key findings Il
The NM is not independent

Key findings IlI

The working relationship between
the NM and NMB needs to be
improved

NM as part of Eurocontrol is an
independent and impartial body
ensuring no interference on the
achievement of the SES objectives.

NM has made its own decisions
with respect to the CEF
applications, can make agreements
with third parties based on the NM
CDM process, it ensures its own
views to the NMB and the fact that
it relies on Eurocontrol staff for the
NMB secretariat does not have any
impact on the independence of the
NM.

There was no issue with the
communication between NMB and
the PC and several NMB actions
requested the NMB chairperson to
write to the PC chairman.

There is no lack of transparency
between the NM and NMB. All the
information requested by the NMB
has been provided by NM. The
example on conflict of interest is
out of context and partially
reflected.

For the reasons set out in this
report, we consider that the
Network Manager should be legally
independent in order to ensure that
it pursues SES objectives effectively.
Giving the Network Manager
separate legal status will enable it
to exercise full management
autonomy, for example with regard
to the recruitment and
remuneration of staff and making
legal agreements with third parties.

This statement is not consistent
with our understanding based on
discussions with the NMB. The NMB
is not provided with regular access
to management accounts and has
not been consulted on strategic
projects and CEF funding
applications.
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Draft finding/ recommendation Network Manager comment Steer Davies Gleave response

Recommendations |

Eurocontrol should define internal
procedure ensuring greater
autonomy for NM

Recommendations |

The NM should be established as a
legal entity, able to manage its
activities and make decisions and
agreements on its own behalf. It
should prepare its own financial
accounts, which should be subject
to independent audit.

Recommendations |

The NMB should have full powers
to:

e Approve the appointment of
the Director of the NM

e Approve the annual accounts
as well as the budget and
investment proposals

e Approve the Network Strategy
and Operations Plans (as now)

¢ Undertake ongoing monitoring
of both operational and
financial performance

¢ Ensure performance of the
tasks as laid down in the IR.

Recommendations Il

The NM should prepare and make
available to the NMB information to
support its duties

The already existing internal
procedures cater to greater
autonomy. For example:

e PartIXimplemented

e CDM processes on WP, budget,
third countries

e Signature by Director Network
Manager on behalf of NM.

Cost allocation in the future will

potentially lead to greater

managerial freedom on the part of

NM vis-a-vis the delivery of support

services.

The goals listed by the NMB are
already and predominantly
addressed by the existing structure.

Any new form of entity, if so
decided by the Member States,
should only be within the
Eurocontrol structure —only in this
way will impartiality and
independence be preserved as the
only authority to which the NM is
accountable would remain the
States and not commercial
interests.

Some of those points are currently
not applicable to any European
“network” entity.

The other points are currently
feasible and achieved in the context
of the existing Implementing Rule
CDM.

Any information requested by the
NMB members has been provided
and will be provided in the future.

We consider that, pending legal
independence, the Network
Manager should seek further
autonomy, based on additional
CDM processes as appropriate.

We note that the creation of a
separate legal entity within
Eurocontrol is possible and refer to
this option in our revised findings
and recommendations. However, in
our view other options, including
the creation of an entity with “legal
personality” should also be
explored. The aim of this
recommendation to establish the
Network Manager as an entity that
can take management decisions
independently of Eurocontrol.

As discussed in Chapter 4 of this
report, a number of these powers
are exercised by the supervisory
boards of European agencies. They
are also exercised by conventional
corporate boards. Powers such as
approving annual reports and the
budget are fundamental to the
accountability of the NMB.

This statement is not consistent
with our understanding based on
discussions with the NMB. The NMB
is not provided with regular access
to management accounts and has
not been consulted on strategic
projects and CEF funding
applications.
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Recommendations Il

Transparency and reporting
requirements written into the
specification of the contract

Recommendations IlI

¢ Inaccordance with Article 13 of

its Rules of Procedure, the
NMB should prepare a Data
and Confidentiality Policy
Statement

¢ All members of the NMB
should be required to confirm
that they understand and will
abide by the terms of the
Statement.

Financial arrangements

Key findings IV

The NMB is not sufficiently
informed

677/2011, 390/2013, NM CDM set
out all the requirements for the
reporting. There is no need to
duplicate the reporting
requirements in new specifications
and contracts. This would defeat
the purpose of having legislation
regulating the matter.

The proposed solution is not going
to eliminate the conflict of interest.
Independent personalities need to
sit in the NMB. We welcome the
industry participation in the CDM
process, but sufficient protection
should exist to reflect the need to
have a neutral Network
Management Board. Also, the issue
of the conflict of interest has been
perceived in a one-sided way.
Wouldn't it also exist if, according
to the ‘competitive tender’, a
member of the NMB applies for this
tender using the info they obtained
during their term in the board?

Several incorrect statements are
made in these findings, showing a
lack of detailed understanding of
the tasks, despite several
discussions and meeting notes with
the contractor that were showing
the contrary of what was put in the
findings.

The NM activities are defined in
detail in the NM work programme
and they correspond to the various
legal obligations that NM has. On
this basis, the NMB always had the
opportunity to challenge such
activities and related resources.

The NMB can receive any further
information as described in the key
findings; they have to define what
they want.

The KPIs are defined in the NPP and
they are available to the NMB.

The reporting requirements set out
in legislation are too high level to
provide clear guidance on detailed
reporting requirements. The CDM
process is helpful in this regard, but
we consider that greater clarity
could be achieved by documenting
requirements in the same way as
for a contract.

We suggest that the Data and
Confidentiality Statement should be
developed before making a
judgement on whether it is
sufficient.

As noted in our report (see
paragraphs 4.17 to 4.19), we are
not persuaded that a potential
conflict of interest provides a
justification for withholding
information from the NMB. Bidders
for a contract are frequently
provided with detailed historical
information to ensure a level
playing field, and we would expect
the same approach to apply if the
Network Manager role were subject
to a competitive procurement.

We disagree strongly with the first
and second parts of this statement.
There is currently no means by
which the correspondence between
the requirements of the legislation
and the activities set out in the
Work Programme can be
independently verified.
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Key findings VI
Illustration of good practice (EASA
budget presentation)

Key findings IV

NM is funded through the financing
arrangements for Eurocontrol as a
whole — airspace users do not
transparently benefit from cost
savings

Recommendations IV

In 2016/2017 the Commission
should establish an approach to
application of a unit rate for NM
services. In particular it must
decide:

e An appropriate calculation
methodology for the unit rate

e Whether it should be subject to
cost-sharing under 390/2013

e Whether this should be
charged as an administrative
unit rate in the manner of the
CRCO or through classification
of the NM as a Charging Zone
with determined costs.

The NM should calculate and

publish this unit rate in parallel with

the current financial processes.

The unit rate should be the NM

financing mechanism from the

beginning of the new designation.

NM provides to the NMB much
more detailed information than the
EASA good practice mentioned in
the document. It seems that the
contractor did not fully assess the
information provided.

Processes are currently discussed to
put this in place for RP2.

NM executes functions and tasks,
not services. All those are public
functions and tasks addressing both
civil and military aspects.

NM would support further work on
this matter.

This statement is not consistent
with our understanding based on
discussions with the NMB. In
addition, we have reviewed the
Budget Checkpoint for the third
quarter of 2015 and do not
consider that this provides the
same level of disaggregation of
information as is reported by EASA
(see paragraphs 5.71 to 5.79).

We note the Network Manager’s
comment but consider that a move
to a unit rate would be the most
effective means of addressing this
finding.

We consider that many of the
functions and tasks are services as
the term is generally understood.
We also note that The Network
Manager makes reference to the
description of functions as “services
of general interest” in legislation in
a later comment.

We welcome the Network

Manager’s support for further work
on this issue.
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Recommendations V

The NM should prepare and make
available to the NMB on a quarterly
basis:

e Management accounts
providing information at the
general ledger level

e A comparison of actual and
budgeted expenditure by
quarter, disaggregated to the
general ledger level, and a
comparison of KPIs against
targets.

Requests for approval of
investment expenditure made to
the NMB should be supported by a
business case prepared according
to a template and methodology
agreed by the NMB. Business cases
should include:

* an explanation of the strategic
case for the investment

e anassessment of the financial
impact of the investment based
on discounted cash flow
analysis

e arecord of assumptions
underpinning the analysis

e qualitative and quantitative risk
analysis.

Cost base and cost effectiveness

Key findings VII

The NM interprets the scope of the
role in preparing NSP, NPO, NPP,
Work Programme, budget

As said above, NM has shared and
will continue to share any
information requested by the NMB.

The preparation of the business
cases on specific projects is feasible
and has been initiated for N-
CONECT.

NM does not interpret anything.
The content of all these are either
described in the IR or are part of
the CDM process. The content of
the Work Plan and budget has been
developed following the requests
expressed by the NMB Budget Task
Force. This was recognised in the
minutes of the NMB Budget Task
Force in June 2015. EASA constantly
checks the full conformity of those
documents with the NMF IR. This
includes also the civil/military
coordination procedures and
associated system requirements.
This finding shows the lack of
understanding of the consultants of
the NM functions/tasks or the lack
of knowledge of the applicable
legislation, despite the fact that full
explanations and evidence has been
provided.

Network Manager comment Steer Davies Gleave response

As already noted, our
understanding is that the NMB has
not had access to all the
information it requires in order to
carry out its role.

We welcome the Network
Manager’s comment in relation to
business cases.

We disagree strongly with this
statement, as already noted. There
is currently no means by which the
correspondence between the
requirements of the legislation and
the activities set out in the Work
Programme can be independently
verified. This is demonstrated by
the fact that only the Network
Manager was in a position to
comment on the results of our work
to relate the requirements of the
legislation to the Work Programme.
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Key findings VIII

It is not possible to determine
whether the NM'’s cost base is
appropriate.

Key findings IX

The costs and benefits of the
inclusion of non-SES states are not
transparent.

The distinction between the
Network Manager cost base and
Network Services cost base is not
clear.

The approach to cost estimation
and allocation could be improved.

The drawing on slide No 25 is
completely incorrect and
misleading. There is a detailed
description of the Work Programme
provided to and approved by the
NMB. NM had to re-do for the
consultants a full mapping done by
them.

The NM area is currently defined in
the NMF IR and in the EC
Appointment Decision. There is no
need for a CBA related to third
countries as per the definition of
NMF IR. For the inclusion of other
“third countries” a CDM process
has been agreed.

There is a clear distinction between
Part | and Part IX activities and
costs. This has been provided to the
contractors. The statement that this
distinction is not clear is not fully
understandable.

The allocation of pension costs has
been explained to the NMB and the
method was accepted as this was
part of the budget approval.
Unenhanced methodology for the
allocation of indirect costs is
currently under investigation and is
expected to be implemented in the
near future, most probably as from
2018 budget. The average staff
costs for part IX are based on the
various job brackets of the NM
posts and, as a result, they take
account of the level of
specialisation of the staff.

We disagree strongly with this
statement, as already noted. We
are grateful to the Network
Manager for its assistance in the
mapping work reported in Chapter
6. However, the fact that only the
Network Manager could provide
this support demonstrates that it is
not possible to independently verify
the correspondence between the
legislation and Work Programme
activities.

There is no definition of the “NM
area” in Article 2 of the
Implementing Rules. While third
countries are defined, the
provisions relating to them are, in
our view, subject to ambiguity (see
Table 7.2 of the main report).

We have also identified a number
of issues relating to the distinction
between the Network Manager and
Network Services in Chapter 5.

Our concern about the basis for
allocating pension costs — that it
does not take account of
obligations accumulated in respect
of Network Manager staff over the
long term — remain.
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Key findings X
Overall NM unit staff costs are

significantly higher than those of
ANSPs

Key findings XI
The NMB is not able to monitor

cost efficiency according to well-
defined KPls.

The NM'’s internal KPIs and targets
are limited to operational metrics.

There are no KPIs focused on the
NM'’s specific contribution to
outcomes.

Recommendations VI

The European Commission should
initiate the preparation of a more
precise description of required
activities (specification) of Network
Manager activities, providing more
detailed information on the scope
of work required to deliver the
functions and tasks defined in
legislation. This should be
completed in 2016/ 2017.

The preparation of the specification
should draw on the expertise of the
NM as necessary, but should be led
by the Commission with guidance
from the NMB and stakeholders, as
appropriate. The specification
should also take account of the
findings of the current study on the
definition of the network.

The metrics used “cost per flight” is
not the one used in IR 390/2013. In
the assessment made by PRB on the
NPP, they concluded the NM has a
better reduction of the Determined
Unit Cost than the European
average.

The comparison of the staff costs
does not take into consideration
the specialisation level of the staff.

It is not clear which staff categories
have been used for the evaluation.
In the majority of ANSPs, the
average cost is lower as there is a
wider range of administrative staff
whose salaries are much lower than
that of operational staff. The data
seems inconsistent since the source
is not mentioned, it is uncertain
whether the salary costs of the
ANSPs include benefits provided by
their national legislation or simply
the basic salary. In contrast, the
metrics used to calculate the staff
costs of Eurocontrol seem to
accumulate all benefits, allowances
and internal taxation.

It is incorrect to say that there are
no KPIs focusing on the NM'’s
specific contributions to outcomes.
They are all included in the NPP.
The NPP also includes KPIs focused
on the NM’s specific contribution to
outcomes.

NM does not interpret anything.
The content of all these are either
described in the IR or are part of
the CDM process. The content of
the Work Plan and budget has been
developed following the requests
expressed by the NMB Budget Task
Force. This was recognised in the
minutes of the NMB Budget Task
Force in June 2015. EASA constantly
checks the full conformity of those
documents with the NMF IR. This
includes also the civil/military
coordination procedures and
associated system requirements.
Guidance from NMB should
consider the coverage of all current
roles and tasks as they are currently
well described in the NMF IR.

The full analysis described in this
report demonstrates that the
average unit staff cost for the
Network Manager is above the
average unit ATCO cost of a number
of ANSPs. This tends to confirm our
view that Network Manager unit
staff costs are high relative to those
observed elsewhere in the industry.

The data used in the analysis
described in this report is fully
sourced.

We accept the Network Manager’s
comment in relation to KPIs focused
on its specific contribution to
outcomes. However, the lack of
KPIs focused on cost efficiency
remains a concern.

We disagree strongly with this
statement. All legislation requires
interpretation to some degree. As
already noted, there is currently no
means by which the
correspondence between the
requirements of the legislation and
the activities set out in the Work
Programme can be independently
verified. This is demonstrated by
the fact that only the Network
Manager was in a position to
comment on the results of our work
to relate the requirements of the
legislation to the Work Programme.
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Recommendations VII

Following completion of the
specification, the NM should
prepare a bottom-up resource plan
for delivering the activity defined in
the specification for each remaining
year of RP2. For each activity, the
resources and associated costs
should be identified, distinguishing
between relevant staff grades, skills
and salary levels.

The specification should provide
the basis for the preparation of all
NM documentation and the budget
from 2017. The Work Programme
and the budget should align with
the elements of the specification.

Recommendations VIII

Following completion of the current
study on the definition of the
network, the NM should undertake
a full cost benefit analysis of
inclusion of non-SES Member States
in the NM area.

Recommendations IX

The NM should provide the NMB
with quarterly reports comparing
KPIs with targets.

KPIs should include all the
operational KPIs currently tracked
internally.

KPIs should also include financial
measures, for example:

e Cost per Service Unit/flight

¢ Indirect costs as a % of total costs
e Average cost per FTE.

The bottom-up resource plan
already exists in the detailed NM
work programme. The need to go at
relevant staff grades, skills and
salary levels is not understood. The
WP and budget for 2017 is currently
under preparation. It will not be
feasible to align it with any
specification.

The NM area is currently defined in
the NMF IR and in the EC
Appointment Decision. There is no
need for a CBA related to third
countries as per the definition in of
the NMF IR. For the inclusion of
other “third countries” a CDM
process has been agreed.

This is feasible, depending on a
clear request from NMB.
Nevertheless, such information is
already available to the NMB
through the NPP (cost per service
unit) and through the budget
papers and budget outturns
(indirect costs as a % and average
cost per FTE). This information was
provided to the consultants.

Network Manager comment Steer Davies Gleave response

The preparation of the work
programme is not a substitute for
the exercise we propose since it is
not a fully bottom-up exercise using
a zero-based budgeting approach.
We consider that such an approach
could be applied in parallel with the
development of the Work
Programme, with the latter (and
the budget) brought into line with
the bottom-up resource plan in
time for NMB approval in March
2017.

As already noted, there is no
definition of an “NM area” in Article
2 of the Implementing Rules, and
we consider the use of the term
“third country” in the legislation to
be ambiguous.

We consider the cost benefit
exercise to be important in
providing reassurance to
stakeholders. However, we are not
suggesting that existing work in
relation to third countries should
necessarily be conditional on a
positive outcome and recognise
that issues of operational integrity
and wider SES policy must be taken
into account.

We welcome the Network
Manager’s comment that this is
feasible. We note that, regardless
of whether information is available
to the NMB from other sources, it
should be reported to the NMB on
a regular basis if an effective
working relationship between the
Network Manager and its Board is
to be established.
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Recommendations X

Regardless of whether the
designation is subject to
competitive tender, re-designation
of Eurocontrol should be subject to
the organisation preparing and
submitting a tender to undertake
the role.

The European Commission should
lead the preparation of a tender
specification, drawing on the
detailed specification prepared in
2016/ 2017 and relevant industry
expertise, to include:

e Acontract for the delivery of
the NM functions and tasks
over the next [two] RPs

e Aservice level agreement,
defining a series of financial
and operational KPIs

¢ Performance incentives linked
to the KPls, as appropriate.

Recommendations XI

In submitting a tender, any
applicant should be required to
prepare:

e A proposed unit rate sufficient
to cover the expected costs of
delivery

e Adelivery plan, explaining how
it intends to deliver the
contract requirements
efficiently and effectively for
the unit rate indicated

e Avresource plan and financial
model supporting the unit rate
and delivery plan.

This recommendation makes the
assumption that a tender will be
organised. This needs to be clarified
by the EC. The preparation of the
tender specifications should also
include Network Management
expertise, as required, to preserve
the fully network interests.

The “contract” and SLA might be
possible after the designation of
Eurocontrol and could be based on
aspects already included in the NPP
and on additional elements, if
required. The performance
incentives could also be part of the
NPP.

This recommendation makes the
assumption that a tender will be
organised. This needs to be clarified
by the EC. NM strongly contests any
declarations being made to
introduce a market discipline into
sovereignty-based functions and
sees the recommendations of a full
commercial tender as a means to a
priori exclude Eurocontrol from
applying.

It is important to note that the
contractor disregards that network
functions are “services of general
interest” and the provision of air
traffic services, being connected
with the exercise of the powers of a
public authority, which are not of
an economic nature justifying
application of rules of competition
(EU Regulation 550/2004).

Network Manager comment Steer Davies Gleave response

We emphasise that implementation
of this recommendation is not
conditional on a competitive
tendering process being introduced.
In our view, a single tender process
would provide for greater discipline
than the designation process in
2011, although it would not
generate the same incentives for
cost efficiency as a full competitive
tender.

Introducing the contract and SLA
after the designation would be self-
defeating — the aim would be to
ensure that Eurocontrol responded
to the contractual requirements as
part of the designation process.

We agree that the introduction of a
competitive tendering process will
require clarity in terms of scope and
timing.

We do not accept that introducing
competitive discipline into the
designation process is incompatible
with ensuring sovereignty of
airspace, although we accept that
the unique role of the Network
Manager has implications for the
design of such a process.

We do not accept that competitive
tendering would mean that
Eurocontrol was precluded from
the process — indeed, its
participation would in our view be
essential for a competitive bidding
environment.

We have discussed the legislative
position with the Commission and,
subject to legal advice to the
contrary, do not accept that the
definition of the network functions
as services of general interest
would preclude a competitive
tender. The services in question
are, by their nature, a natural
monopoly in economic terms and
cannot therefore be provided
through a normally functioning
competitive market. However, this
does not mean that they could not
be provided under a contract
awarded following a competitive
tender.
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EUROCONTROL

| refer to the draft final review of the Network Manager and your request for
final comments. The first part of this letter contains the Network Manager’s
general comments of the study, whereas more detailed comments are

available in Annex. These comments are

intended to support the

constructive development of recommendations which will move European
ATM forward in the next decade.

1. The draft Report covers a highly complex substance and arrives at far-
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1130 Bruxelles
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www.eurocontrol.int

reaching short-, and medium- to long-term draft recommendations. Given
the implications of the recommendations for EUROCONTROL'’s current
functionality, and the Network Manager’s role as integral pillar of the SES
architecture, it would appear more appropriate if further clarifications could
be discussed with EUROCONTROL before presenting the results to
European Commission.

. Extensive contributions have been made by the Network Manager both

during the study and subsequent to the presentation of the draft findings
and recommendations. Some of the contributions of the Network Manager
have been selectively annexed to the Report, others not taken into
consideration at all, without any further explanation, and others have been
apparently misunderstood without any questions for clarification. The
comments made by the Network Manager to date and additional
comments to be provided separately aim at providing arguments to
ensure that the Report is more consistent and in itself accurate. The right
recommendations based on a balanced consideration of NM contributions
will be an important step in the further evolution of the Network Manager.
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For example, the issues of conflict of interest have been reduced to a
requirement to sign some data confidentiality document by the NMB
members and misinterpreted into an apparent lack of transparency from
the Network Manager. While it can be stated that the Network Manager
has never withheld any information requested, the review should address
proposals for avoiding conflict of interest in the NM governing body in
which currently ANSPs and airspace users are represented.

. Several statements and conclusions of the Report are still not
substantiated by the findings of the Report itself. For example, despite
several verbal and written contributions, the Report still confuses non-EU
States, which from the start of NM have been part of the network
performance delivery, and other 3rd countries for which a CBA is needed
to include them in the NM operations. It makes no sense to calculate
separately the cost of providing the NM service to Non-EU ECTL States
when the system was set up to include these states in the first place.

. The Report should provide an at least descriptive, if not analytical
overview of the environment and context within which a Network Manager
operates; such an overview is a pre-requisite for an understanding of the
effects of the recommendations. Surprisingly enough, while the Report
recognizes the NM is a unique entity, it then proceeds to qualify it by
drawing comparisons with entities which are fundamentally different in
terms of legal form, structure and costs.

The lack of any consideration of the context within which the Network
Manager operates is more significant considering the previous comments
of the Network Manager on these issues, such as the public service
nature of a number of NM functions and its impact on the governance,
work program and ways of working (airspace management, route design,
representation of states in governance, ensuring state sovereignty is
respected, working with states during crisis, acting on behalf of states in
rejecting flight plans, network planning of major military deployment
scenarios and cross border military exercise coordination). It is essential
that recommendations take good account of this important consideration.

. The Report makes recommendations affecting the whole Network
Manager concept without the recognition of the increased performance
delivered to date. In addition, while the Report dwells at length on the
apparent disadvantages of having the NM function within
EUROCONTROL, there is no analysis of the advantages. Although
acknowledging that the terms of reference did not require such an overall
performance review, recommendations which question the whole
structure cannot be separated from issues of performance, impartiality
and public service.

. Finally, the legislation applicable to the NM and of its work program
should have been thoroughly analyzed. In the absence of an analysis of
the legislative framework, readers who are not fully aware of the detailed
legal requirements, or of the manner in which the NM adheres to them,
can be misled. The Report furthermore does not address the legislative
measures and enabling or disabling factors that would be required to
ensure the legal feasibility of implementing the recommendations.

. The draft report concludes that a benchmark comparison of NM is not
possible as there is no clear network definition in the current legislation. It
would have been beneficial that the review addressed both current
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requirements and needed future tasks for the benefit of Europe in order to
support a better assessment of the cost benefit of the NM.

Overall, the report seems to be driven by a pre-determined principle
approach, namely that public functions would be better provided if done by
the private sector under market conditions, whereas elsewhere in the
document (8 4.42) it recognizes that NM functions are ‘quasi-regulatory
and/or services that cannot be provided by competitive markets’.

To conclude, the Network Manager was looking forward to seeing
recommendations on how to streamline the network management and
governance processes, given the designation of EUROCONTROL as the
Network Manager. Recommendations on how to achieve better cost
efficiency would also be welcome. However recommendations driven by
preconceived views of EUROCONTROL without addressing the indisputable
merits of EUROCONTROL to deliver Network Management functions puts
into question the study’'s usefulness as a basis for developing long-term
structural changes to ensure sustainable performance improvements.

Yours sincerely,

Joe Sultana
Director Network Manager

Cc. Mr Castelletti, Head of Unit SES, DG MOVE, European Commission
Mr Waldner, Deputy Head of Unit SES, DG MOVE, European Commission
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Eurocontrol

Dear Mr Sultana

Review of the Single European Sky Network Manager

Thank you for your letter providing comments on our draft final report. While there are clearly
significant differences between us on the findings and recommendations, we are very grateful
to you and your team for the time you have taken to review the report in detail, and for your
support during the five months of the review. In view of your obvious concerns, we thought it
appropriate to set out our response in writing.

In the remainder of this letter, | provide a response to each of the points you raise. For ease of
reference, the numbering of the following paragraphs corresponds to that in your letter.

We agree that the review has covered a complex area, and recognise that a number of our
recommendations indicate a need for far-reaching change. In our view, they are based on a
thorough review of the evidence made available to us by the Network Manager and other
parties, and we consider that this has been accurately reported. Further, while the report
highlights a number of areas of uncertainty, for example in the relationship between the
Network Manager’s Work Programme and the functions and tasks defined in legislation, we
consider that these serve to demonstrate our general finding that there is a need for greater
clarity and transparency in both the definition and reporting of the Network Manager’s
activities.

As already noted, we are grateful for the contributions made by the Network Manager
throughout the study, and we have taken account of your detailed comments in finalising the
report. However, as an independent consultant responsible for undertaking the review, we
must be free to present our analysis and findings in a way that we consider appropriate in
order to meet our Terms of Reference, drawing on the evidence provided by all parties to the
extent that we consider it relevant. All of the Network Manager’s specific comments on our
draft findings and recommendations, together with our response, were presented in full in an
annex to the draft report. In addition, as indicated below, we would like to suggest that your
letter and this response are also included as an annex to the final published report.
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On the particular question of conflicts of interest, for the reasons set out in the report we are
not persuaded that this is currently a material issue. More specifically, we note that if a
competitive procurement process were to be introduced in the future, we would anyway
expect relevant financial and other data to be made fully transparent to all bidders. We also
note that a conflict of interest in relation to such a process could only arise if and when the
Commission formally launched the competition, prior to which it remains hypothetical. As to
the question of the adequacy of our recommendation in this area, we suggest that this can
only be assessed once specific proposals for a Data and Confidentiality Policy Statement have
been tabled. The report also states that the Network Manager should be consulted on the
scope and content of the document. Finally, in response to your statement that the Network
Manager has never withheld information requested, we are bound to observe that members of
the Network Management Board with whom we have engaged in the course of the study do
not agree.

We do not accept that the report confuses the issue of non-EU states. In our view, the key
distinction is between Member States participating in the Single European Sky (SES) and those
that do not. Since the Network Manager is, as you say, an integral pillar of the SES, it surely
follows that the net benefit of extending the geographical scope of the Network Manager’s
functions and tasks beyond the SES geography ought to be demonstrated. Moreover,
regardless of the position in legislation, several stakeholders, including those represented on
the Network Management Board, continue to question whether activity relating to third
countries is justified. We suggest that the best way of addressing challenges of this kind would
be to respond to them directly with a robust analysis of costs and benefits.

Any report of the kind we have prepared is constrained to some extent in terms of content,
and it will always be possible to expand on the material presented. However, we consider that
the description of the Network Manager’s role and governance arrangements presented in
Chapter 3 provides sufficient context for a proper understanding of the issues discussed
subsequently. Further, we see no contradiction in recognising the unique characteristics of the
Network Manager while comparing it to other pan-European bodies with responsibilities
defined in European Union legislation. In our view, notwithstanding their different roles, a
comparison with these organisations offers useful insights into the current governance
arrangements for the Network Manager, in particular the benefits of establishing it as a legal
entity in its own right. Further, to state that the Network Manager cannot be compared with
any other organisation, as your comments imply, is to suggest that nothing useful can be
learned by looking outside the organisation, a view which we reject.

We note your comments in relation to the public service nature of the Network Manager’s
role, and we confirm that we have considered the implications carefully in framing our
recommendations. In our view, none of our recommendations is inconsistent with the concept
of public service provision, and legal separation coupled with the development of a more
detailed specification of the Network Manager’s role could only help to give greater focus on,
and definition of, the service. The pan-European agencies discussed in the report also
undertake key public service functions in support of the development of network-based
sectors, making them particularly relevant for the purposes of comparison.

The report provides a clear account of the Network Manager’s performance, drawing on a
range of published material, in Chapter 7. While no doubt more could be written, we consider
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the discussion is balanced and gives appropriate weight to what is only one aspect of our
Terms of Reference. We do not accept that the report dwells on the disadvantages of having
the Network Manager role within Eurocontrol. Rather we have focused on whether the
governance, financial and reporting arrangements are sufficiently clear, transparent and
effective to ensure that the role is undertaken efficiently in line with SES objectives. We stress
that we do not consider that implementation of any of the recommendations would prevent
Eurocontrol from continuing to undertake the role of Network Manager in the future. Indeed,
we suggest that the organisation’s proactive and constructive engagement in their
implementation could only strengthen the case for its re-designation.

A full analysis of the relevant legislative framework is beyond the scope of our Terms of
Reference and could only have been carried out by legal advisers. However, our findings and
recommendations have been developed after careful examination of the provisions of the
Implementing Rules, the Nomination Decision and other legislation. Where we consider that
implementation of our recommendations would have implications for legislation we have
highlighted this in the report, noting that we are not in a position to give legal advice. At the
same time, we note that our Terms of Reference do not require us to restrict our
recommendations to proposals that would not require legislative change.

Our Terms of Reference did not include a requirement to consider how the role of the
Network Manager might develop, although we suggest that the development of a more
detailed specification of the functions and tasks would provide a useful starting point for such
an exercise.

Finally, we reject the suggestion that the report has been driven by a pre-determined view that
the role of the Network Manager would be better undertaken by the private sector. Of the 14
recommendations made, only one relates to the potential for competitive procurement, and
that is restricted to proposals for further investigation of the requirements for such a process.
The report does not include any recommendation to the effect that the provision of the
Network Manager’s functions and tasks should be subject to competitive tender. Indeed, it
highlights a number of important issues that would need to be investigated further before any
such process could be introduced.

To conclude our response, we consider that implementation of our recommendations would
result in far more effective governance and financial oversight of the Network Manager than
has been the case hitherto. Moreover, far from undermining Eurocontrol’s ability to undertake
the role in future, we believe that adoption of our proposals would help to improve the
relationship with the Network Management Board and other stakeholders, a relationship that
at times has clearly been strained in the past. In our view, this is essential if the Network
Manager is to continue to make a strong contribution to the development of the SES.
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As already noted, in the interests of transparency we suggest that your letter, together with
this response (as well as your earlier comments and our responses relating to the draft findings
and regulations) should be included in an annex to our final published report. This would
ensure that readers would have the opportunity to assess our respective views and draw their
own conclusions about the validity of our findings and recommendations. Perhaps you could
indicate whether you would be happy with this approach. For the avoidance of doubt, we
would obviously not include any of these documents without your consent.

Yours sincerely

4 Q%\ﬂ/\,_;

Simon Ellis

Associate Director

020 7910 5581
simon.ellis@sdgworld.net

cc Olivier Waldner, European Commission
Stephen Wainwright, Steer Davies Gleave
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