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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

Executive summary
Introduction

The European Commission (the Commission) is preparing for Reference Period 3 (RP3) of the
Single European Sky (SE&)ormance and Charging ScherfasAir Navigation Services

(ANS) As part of this process, it is considering options for changing Regulation (EU) No
390/2013(the Performance Regulatioand Regulation (EU) No 391/2013 (the Charging
Regulation).

1 The Peformance Regulatiofays down the performance schenfar setting and
implemening binding targets for EU Member States in the key performance areas (KPAS)
of safety, environment, airspace capadatyd cost efficiency. The first Reference=iBd
(RP1yan from 2012 to 2014andwas followed by the currerfive-year Referenced®iod
(RP2 which runs from 2015 t8019. The scheme, binding for the EU Member States, is
extended to third stategcurrently Norway and Switzerland, but to include six Balkan
states fom RP3)

I The Charging Regulation lsgely linked to the Performance Regulatamdlays downa
common charging schenfer ANS Charges are calculated on the basis of determined unit
costs tha are set for each year of the ReferenaeriBd. The schemelao includes
incentive mechanismgroviding forsharing of financial risks between air navigation
service provideréANSPsand airspace users.

The primary legislation underpinning the $&f not be subject to change in RP3, and any
modifications to thePerformance and Charging Schemes will therefore be made through
changes to the key implementing regulations mentioned above. At the same time, it is
important to consider the need for some changes to other legislation to ensure that selected
options havethe desired effect

Steer Davies Gleave was commissioned in August 2017 to identify specific options for change
and assess their impacts. The aim of the studytwas

1 identify options for RP®y drawing oravailable materialigcluding material from the
Commission, PRB and EASA as wellakeholders' position papers);

1 perform an impact assessment of these options and assess their contribution to the
objectives of the Performae and ChargingcBemesfor RP3

1 provide recommendations for future developmiesf the schemes in RR#&sed on the
identification of a preferred optionand

1 develop guidance materiaupporting the implementation of the preferred option

During this study, we have:

1 sought to describe the problem in more detail, using evidence ioleth from stakeholder
consultation and additional research; and

! Regulation (EC) No 549/2004 (the Framework Regulation) and Regulation (EC) No 550/2004 (the
Services Provision Regulation).

% For example, it is likely that implementation of some of the options under consideration would require
a change to Regulation (ENo 677/2011 laying down detailed rules for the implementation of air
traffic (ATM) network functions (Regulation 677/2011).

= steer davies gleave February 2018 i



Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

9 investigated the impact of options for addressing the problem, developed in discussion
with the Commission and tested with stakeholders.

Stakeholder consultation

We undertook three separateonsultation activities to provide stakeholdexsth an
opportunity to express their views on the policy objectives for RP3, the key issues to be
addressedand the expected impact of a set of specific measures intended to address the
problems identified. iese were:

i atargeted stakeholder consultation organised by Steer Davies Glieavhjchover 70
organisations were invited to participatehichwas launched in September 2017 and
remained open until end of December 2017;

i faceto-face and telephone imtrviews with 26 stakeholderscluding industry
representativesANSPgsairspace users, employee representative bodies, national
authorities and other partiedjeld during the period 15 September 2017 to 30 November
2017; and

1 afull-day stakeholder worksip in Brussels, attended by more th&h0 industry
participants, on 1ANovember 2017.

The stakeholder consultation exercise confirmed that there m@slear consensus among
stakeholders on the appropriate direction for RP3. There was some common goauhd

nature of the issues experienced during RP2 but strong differences of opinion on how these
should be addresse@ven within stakeholder groups.

Intervention logic

Inthe case of the Performance Scherttee key problems identified were thalhe vaious
monitoring and incentive mechanisms are not sufficiently integratedeliver optimal
outcomes, notably in the area of capacity provision, do not fully capture the performance of
the air navigation industry, fail to take account of the interactioesAeen the different KPAs
and give rise to duplication of regulatory effoRegardinghe Charging Scheme, the
mechanisms are overly complex and onerous and insufficiently transparent, with the result
that the scheme does not create sufficiently strongentives to improve efficiency and can
give rise tgperverse incentives

Our analysis indicated that the problem can be linked to:

1 inadequate integration of capacity planning amgttwork managemenprocesses;

1 insufficient incentives to take account efivironmentl impactsn route design;

1 perverse incentives arising from the relationsbigtween cost efficiency and capacity;

9 difficulties in ensuring consistency betwebmionwide and lower level targets;

I insufficient consideration of the interactiorebveen terminal anden-route services

9 duplication of egulatory monitoringesulting inan excessivadministrative burden;

1 lack of clarity of the Charging Scheme; and

1 inefficiencies arising from risk sharing and the fact that charges are not sufficiently
reflective of underlying costs

Policy objectives

Given these findings, we developed objectives to guide the design of potential policy
interventions for RP3. In the context of this study, focused on possible changes to
implementing regulations, we equed the general objectivewith the overall aims for the
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

modification of the two key pieces of legislation under review (the Performance and Charging
Regulations). Walsodeveloped specific objectives, shown in the table below, which are a
restatement or ecast of objectives already defined for RP3 in papers submitted to the SSC.

T Recognises tradeffs and interactions
Ensure key interdependencies between different elements ahe
captured in target setting process Performance Schemerequires that these
be considered explicitly
1 Identifies the need for NSAs and ANSPs to

Ensure gateéo-gate approach take account of interactions between

embedded in management of terminal and erroute air traffic
Performance performance management in setting targets and
Scheme formulating plans

1  Recognises the need for greater
coordination between processes defined by
the Performance Regulation and those set
out in Regulation 677/201fbr which the
Network Manager is responsible

Strengthen role of NSAs and reduce §  Highlights the importance of giving NSAs a
duplication of regulatory monitoring greater role in the regulatory framework

Ensure link between Performance
Scheme and Network Management

T Recognises the need to address the
Charging Ensure efficient allocation of risk underlying issue of misalignment of charge
Scheme between stakeholders and costs and misallocation/inadequate
management of risks

1  Recognises the nedd reduce resources
required to administer the schemes so that
they can be redeployed more effectively in
the improvement of air navigation services

1  Responds to stakeholder concerns that the
Schemslack clarity in key areas and &o
complex and onerous

Simplify operation ofthe Schems

2B SRS and improve theiefficiency

Source: Steer Davies Gleave

Policy options

As required by the Task Specificatidoisthe study we identified and reviewed a wide range
of possible measures for improving the Performance and Charging Schemes h&$3
were sifted and combined into geries of coherent optiondote, however that measures
discounted for the purposes of changing the Performance and Charging ScluoerRe3
shouldnot necessarilype permanently set asidén particular we note that

1 The changes to be considered indiimpact assessment are restricted to changes in
implementing regulations, and that changes to Commission regulations beuld
introduced in later periods

91 Further, while some technologies and/or performance indicators may be insufficiently
mature to be mtroduced within the next two years, further development during RP3 may
enable their application in RP4 or RP5

The figure belowillustrates thestructure of the optionslevelopedand their relationship with
each otherNote that option A is a standalortion, as well as being a component of options
B, C1l and C2.
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

Structure ofthe options considered in the impact assessment

Option C1

Responsibility for
designing traffic
risk sharing and
incentive
mechanisms to
NSAs

Monitoring of
capital expenditure
coupled with
enforcement
powers for NSAs

Option C2

Modifications to
risk sharing
arrangements
Introduction of
centralized
incentive scheme
Monitoring of
capital expenditure
coupled with
potential to adjust
charges in

subsequent RPs

Source: Steer Davies Gleave
Approach to the Impact Assessment

The shorilisted policy options were subjected to an impassessmenflA)to estimate their

impacts across a range of areasline with the Better RegulatioBuidelinesandi ¢ 2 2 f 6 2 E£ @

We constructed an Exebhsed IA tool to enable us to calculate the quantified and monetised

impacts in each Member State andig&srland across a 2fear assessment period from 2015

to 2035. The tool was used to:

f definethe baseline scenarig§ KA OK OlF'y ©6S RSAONAOGSR Fa | WR2
there is no significant change to the regulatory framework put in place for RP2 and
established trends continue;

1 estimate the impacts of the four policy options tested for RFi#) impactsmeasired in
terms of deviations from the baseline; and

1 assess the sensitivity of the options tested

We used multcriteria analysis (MCA) to combine impacts to judge each option. We also
analysed qualitatively impacts that could not be assess#dg the 1Aool.

Results and conclusions of the Impact Assessment

From the results of the MCA and the qualitative asseent of impacts, we considérat
Option C1 is the mostppropriateoption for implementation in RP3. It delivers slightly lower
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

delay savings thaC2, but significantly more than Options A andhihortantly,C1 also

delivers the lowest unit rates of all the options resulting in similar levels of administrative cost,
but without affecting the cost of capital to the same extent as Optiof&. svings in unit

rate brought by @tion Clare driven primarilyoy effective scrutiny of capital expenditure
programmes of ANSPs by the N&Ad reimbursement of planned capital expenditure that is
not delivered We also note that it is supported by both NSAd ANSPs, although airspace
users are concerned that it would further complicate the Charging Scheme by introducing
geographical variation into the application of both rigkaring and incentive mechanisms.

Option B delivers benefits in the form of bett@ignment between planned and actual capital
expenditure including through reimbursement of planned expenditure not delivered, as under
Option C1lt alsoenables some savings in regulatory resources, which translate ismoall
reduction inunit rates.However, the removal of risk sharing arrangements resultsin a

increase in the cost of capital and the option provides no direct incentives for ANSPs to reduce
delay.We also note thathe option does not commansupport across the stakeholder

community.

Option C2has the potential to deliver lower unit rates as well as the highest reduction in delay

among all four options. As it involves only limited changes to risk sharing arrangements, it

does notresultiaYl 4G SNRA F £ Ay ONB I a Sl. Howevel, g stigge@tth@tzha G 2 F O
introduction of a parEuropean capacity incentive framework, with supporting delay

attribution and dispute resolution arrangements, raises issues that are not adequately

captured by our estimates of increased regulatory solt particular, we consider that

achieving the necessary consensus across a sufficiently wide range of stakeholders would be
challenging within the timeframe available for agreeing changes for RP3.

For option C1 to delivethe intended benefitsNSAsvould need to beadequately empowered
and resourced, as their level of responsibifity delivery of RP3 objectivesowld be

increased, firstlyn the area ofttapacity but especialiy relation tocostefficiency, where their
involvement with the traffic isk-sharing schemand the incentive mechanismgould be
enhancedMore specificallyif there were a failure by NSAs tecrutinisecapitalexpenditure
effectively from the start of RR&e benefits of the option could be significantly undermined
Hence, following implementation, the impacts would need to be kept under rewigiva

view to a futher assessment prior to RPAurther, n the light of these results, we suggest that
the Commissioshouldprovide support, possibly in the form of ndninding guidance, to NSAs
on effectivemonitoring ofcapital expenditurefactors to be taken into account bfefiningthe
risk sharing and incentives mechanisms anduringstakeholder consultations are
meaningful.
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

1 Introductior

Background

1.1 The European Commission (the Commission) is preparing for Reference Period@ {(RP3)
Single European Sky (SES) Performance and Charging Schemes. As part of this process, it is
considering options for changing Regulation (EU) No 390/2013 laying down a performance
scheme for air navigation services and network functions (the Perfocen&egulation) and
Regulation (EU) No 391/2013 laying down a common charging scheme for air navigation
services (the Charging Regulation). Steer Davies Gleave has been commissioned to identify
specific options for change and assess their impacts.

1.2 The prinary legislation underpinning the S&E8Il not be subject to change in RP3, and any
modifications to the Performance and Charging Schemes will therefore be made through
changes to the to key implementing regulations mentioned above. At the same timd,bewi
important to consider the need for some changes to other legislation to ensure that selected
options have the desired effett

Purposeand organisationof this report

1.3 This report is théourth main deliverable for the impact assessment of options for the
regulatory approach in RP3 of the SES Performance and Charging Schemes. It has been
prepared to meet the requirements for tHeinalReport set out in the Task Specifications for
the study.

1.4 Thereport is organised as follows:

1 Chapter 2 summarises the methodological framework for the study;

1 Chapter Jresents an update of thaiervention logiaunderpinning the impact
assessment

1 Chapter 4presents the results of a sifting and consolidatiorthef measuresonsidered
during the impact assessmeahd describe$our policy options

1 Chapter Sprovides adescriptionof the impact &sessment toalised for the study
including the baseline scenarmd the assumptions used quantifying impact®f
different options

1 Chapter6 presents the results of the impact assessment; and

® Regulation (EC) No 549/2004 (the Framework Regulation) and Regulation (EC) No 550/2004 (the
Services Provision Regulation).

* Far example, it is likely that implementation of some of the options under consideration would require
a change to Regulation (EU) No 677/2011 laying down detailed rules for the implementation of air
traffic (ATM) network functions (Regulation 677/2011).
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

1 Chapter 7sets outour conclusions.
15 The report also includes the following Appendices:

1 Appendix A provides a long list of measures for improving the Performance and Charging
Stemesthat were identified and reviewed during the study;

1 Appendix B summarises the results of an initial sifting of the measunggrovides an
explanation for the exclusion of further measuiging the process of formulating final
options

1 Appendix Geports on the results of the stakeholder consultation undertaken as part of
the study;

1 Appendix D summarises the proceedings at a stakeholder workshop held on 14 November
to discuss series of proposed options for change;

1 Appendix E provides more deftan the assumptions used in the quantitative anatyarsl

1 Appendix F presents the results of the impact assessment for each Member State.
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

2 Methodological framewor

Overview

2.1 Since any changes to the Performance and Charging Schemes for RP3 will bédith#ed
relevant implementing regulations, it has not been necessary to carry out a full impact
assessment of the options for change. We have nevertheless undertaken the assessment in
I OO2NRIyO0S ¢AGK GKS / 2YYAaaTmhesy Quireimgad G SNI wS 3 dz
assessment studies to proceed according to the following steps:

9 Identification of the problem:the changes to the legislation considered must be designed
to address specific problems for which there is clear evidence.

1 Specification of objecties:once the problem has been identified, it is necessary to define
a number of objectivet guide the subsequent formulation of options.

1 Formulation of options:options must be developed by combining individual policy
measures that have been sifted against clear criteria. Each option should represent a
coherent package of measures that, together, meet all the objectives defined in the
previous stage.

1 Analysis/comparison of optionsthe options are comparedsingrigorous analysis of
their expected effect®n charges for air navigation services (ANS), the cost efficiency of
the air navigation service providers (ANSPs), the administrative burden of the
Performance and Charging Schemes (including regulatory costs incurred by ANSPs and
National Supervisory Authorities (NSAs)), employment within the ANS sector and the
environment.

1 Conclusionsa preferred option is selected based on the results of the comipas
analysis. The impact assessment must also make recommendations on the appropriate
changes to legislation to implement the preferred option, and on guidance to
stakeholders that is expected to suppdinem in working within the new regulatory
arrangenents. Implementation must be supported by a monitoring framework, based on
one or more operational objectivablat will facilitate subsequent evaluation of the new
Performance and Charging Schemes at a later date.

2.2 The relationship between these various g$as shown in the figure below. In the remainder of
this chapter, we describe each in more detail.

® Commission Staff Working Document: Better Regulation Guidelines (8D) 350 final).
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Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

Figure2.1: Overview of methodological framework

Desk Identify
research measures

General Select

objective — _—
. Sift Develop/ prefe'rred
option

Intervention measures test 1A tool
logic
Make

Specific Develop Analysis of eeommend:
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Identification of problem

2.3 It is important that any changes to the Performance and Charging Schemes introduced for RP3
address identified failings in the existing regulatory framework applied during RP2. We have
investigatedcurrentproblems by reviewing number of information sources, in particular:

1 relevant studies of the sector undertaken by, or on behalf of the Commission, Eurocontrol
and other institutionsand forumswith an interest in ANS and the SES;

1 papers submitted to the Single Sky Committ8&8C) discussing possible changes to the
Performance and Charging Regulations in anticipation of;RP3

1 papers provided by stakeholders in response to proposals discussed by the SSC and
responsego the stakeholder consultation forming part of this study;

 the Network Strategy Plan 202919 and Network Operations PlgiNOPR017-
2019/21 prepared by the Network Manager in accordance with Regulation 677/2011;
and

1 the Annual Monitoring Reports prepared by the Performance Review Body (PRB).

2.4 We have used these sources to develop a comprehensive definition of the problem arising
from shortcomings in the existing legislation,s&s out in Chapter 3. The problem definition
includes an assessment of a baseline scenario, representing a quaptisjedtion of the
outcomes for the ANS sector, measured in terms of the four Key Performance Areas (KPAS)

®In particular, we have reviewed Revision of the Performance Scheme (options) (SSEADE/AGPS)
and Revision of the Charging Scheme (options) (SSC/H@BMVPE), edt provided as an annex to the
Task Specifications for this study.

" Network Strategy Plan 2012019, Network Manager, July 2014,

8 European Network Operations Plan, Network Manager, June 2017.
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2.5

2.6

2.7

2.8

Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

covered by the legislationif the Performance and Charging Schemes were to remain
unchanged during RP3 and beyond. The baseline is described itelChap

Specification of objectives

In discussion with the Commission, we specified a series of objectives for changes to
legislation in RP3. In accordance with the Better Regulation Guidelines, these consist of:

1 general objective, aligned with treag-based goals and capturing the overall purpose of
the changes under consideration; and

91 specific objectives reflecting theeed to address thdifferent aspects of the problem
investigated in the previous step.

As required, we have developed specific objexs that are SMART (specific, measurable,
achievable, relevant and tireound), such that it will be possihlpost RP3to determine
unequivocally whether they have been met. Both the general and the specific objectives, and
their relationship to the poblem definition, are described in Chapter 3.

Formulation of options

A wide range of measures were already under discussion in the SSC and other SES forums prior
to the start of the study. We undertook an extensive review of these at the inception stage

before sifting and consolidating them into a series of options through the process shown

below.

Figure2.2: Formulation of options

Literature Stakeholder Stakeholder
review consultation workshop

Review of Application of Packaging of Refinement o

sources IS G measures options

Long list of Short list of Initial Final options
measures measures options for analysis

Source: Steer Davies Gleave

The long lisbf policy measures included in Appendix A was derived from a wide range of
sources. These included three pieces of analysis undertaken by the Performance Review Unit
(PRU) on behalf of the Commission, namely:

§ adiscussion paper on improved demarabacitybalancing’;
1 areview of different proposals for enhancing the measurement of the environment:KPA
and

°The four KPAs identified in the Framework Regulation and subject to monitoring under the
Performance regulation are safety, the environment, capacity and cost efficiency.

10 Improved demanetapacity balancing, discussion paper, Eurocontrol, 15 Septemi&r 20
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2.9

2.10

2.11

Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

9 asimulation of different models of risk sharing that could be introduced under the
Charging Regulatich

We also reviewed proposals described in the papers submitted to the SSC (see footnote 4) and
suggestions put forward by stakeholders in separate documents provided to the Commission
and in discussions during the consultation exerd®eerall, wadentified 67 separate

measures30 concerning the Performance Scheme &Ttoncerninghe Charging Schertte

The long list was subjected to a sifting exercise to identify a set of practical measures that
could realistically be implemented for RP3. This requiredapplication of sifting criteria
recommended by the Better Regulation Guidelines, suitably modified and supplemented to
reflect the characteristics of the SES and the associated regulatory framework. The criteria
applied are shown iffable2.1.

Table2.1: Sifting criteria

Legal feasibility Measuresshould respect the finciple of conferral. They should also respect any
obligation arising from the EU Treaties (and relevant internatiogeg@ments) and
ensure respect fofundamental rights. Legal obligations incorporated in existing
primary or secondary EU legislatiorayralso rule out certain measures.

Technical feasibility ~ Technical constraintand lack of technical maturitpay preventthe implementation,
monitoring and/or efiorcement of theoretical measures

Previous policy Certainmeasuresmay be ruled out by previous Commission policy choices or
choices mandates by EU institutions.

Coherence with other Certainmeasuresnay be ruled out early due to poor coherence with other genera
EU policy objectives  EU policy objectives.

Effectiveness and It may already be possible to show that someasuresvould achieve a worse cost
efficiency benefit balance thamthers
Proportionality Somemeasuresnay clearly restrict the scope for national decisimaking over and

above what is needed to achieve the objectives satisfactorily.

Political feasibility Measureghat would clearly fail to garner the necessary political support for
legislative adoption and/or implementatiamayalsoneed tobe discarded.

Relevance When it can be shown that two options are not likely to differ materially in terms ¢
their signifi@ant impacts or their distribution, only one should be retainedaddition,
measures must address, at least to some degree, the objectives for the propose«
policy or legislative change (in this case, the objectives for RP3).

Accountability Wherea measue allocate responsibility to parties that they cannot necessarily me
for reasons outside their contrasuch thatthe parties cannot be held accountable
the measure may be rejected.

Source: Better Regulation Guidelineslapted by Steer Davies Gleave

Following the sifting exercise, we combined the remaining measures into a series of options
for analysis. Each option was developed with a vieméeting all the objectives for RP3

" Support to the impact assessment of RP3 options, togjeBvironment, Eurocontrol, 15 September
2017.

2Support to the impact assessment of RP3 options, togje&nomics, Eurocontrol, 13 October 2017.

2 n practice, it is difficult to specify éhnumber of potential measures reviewed precisely. As indicated
in Appendix A, some are similar to, or overlap with, others and some are insufficiently well defined to
allow them to be distinguished clearly from the alternatives.
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previously definedTheywere shared with stakeholders at a workshop hieldNovember

2017, the proceedings of which are summarised in Appebdiand further refined in the light
of comments and observations received. The final set of options analysed are described in
Chapter 4.

Analysis/comparison of options

2.12 We have analysetthe options by estimating their impacts in terms of a wide raofymetrics,
including those related to the KPAs covered by the Performance Schitimanalysis was
undertaken using the impact assessm@wt)tool described in Chapter 5, which calculates
impacts of options relative to the baseline projectidie have also assessed some impacts
qualitatively in the view of the difficulties of modelling them relialgigher because of
inadequate data or difficulties in capturing behavioural responses togggmwithin thelA
tool. The following table summarises our approach to the analysis of impacts.

Table2.2: Approach to the analysis of impacts

Quantitative

Impact .
analysis

o} ()
5} 8 >
(%} 7 <
5] T =
c c ©
o o >
= = (04

analysis

Economic impacts

1 Charges paid by airspace users Vv

2 Regulatory impacts airspace user/ANSP costs \Y,

3 Regulatory impactg NSA/Member State costs Vv

4 Service quality (measured in termsaufst ofdelay) \%

5 Changes in ease of free movement of goods, capital and worker \%
6 Changes in consumer choice and prices \%
7 Impacts on barriers to entry and market structure V
8 Relocation of businesses between Member States \%
9 Economiceffects on small and medium sized enterprises (SMEs) V
Social impacts

10 Employment levels V V

11 Working conditions and job quality \%
12 Level of infringement of social rules (including labour law) \%
Environmental impacts

13 Fuel burnand the associated costs V V

14 Level of carbon dioxide emissions \Y, \Y,

Source: Steer Davies Gleave

2.13 Thescope andunctionality of the impact assessment taeflectsthe following
considerations:
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2.15

Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

I We do not anticipate there will be an impact on the level of air transport activity
(measured in flights or service units) a result of any of the options modelféd
However, the tool includes a baseline projection of traffic for the purpose of caloglatin
unit rates.

§ The SES KPIs included within the tool are limited to delay and (@E#ough KEA is
included only within the baselinas it was not possible to estimate the impact of any of
the policy options on the metrjcThe impact of options on costfigiency is captured
through the estimation of unit rates, antbne of the options is expected to have an
safetyrelated impactqother than on the regulatory cost associated with safety
monitoring).

91 All options have an impact on regulatory cogieurredprimarily by ANSPs and NSAS)
We have assumed that any increases or savings in such costs will be reflected in an
adjustment to the determined cost base and not internalised by the organisation
concerned.

Stakeholder consultation

We undertook an extensive stakeholder consultation exercise in support of the study,
engaging with stakeholders throughe followingchannels

1 acombination of facgo-face and telephone interviews wit6 stakeholdersncluding
airspace userand their epresentative organisation®ANSPs, functional airspace blocks
(FABS)CANSO, the Network Manag®&tfSAsand Member States;

1 areview of stakeholder written submissions to the Commission and the SSC;

1 questionnaires tailored to different stakeholder groupsdadistributed to74 stakeholders
across the European Union; and

1 a stakeholder workshop held in Brussels at which we set out proposed options for analysis
and sought comments on their merits and likely impacts.

The results of the stakeholder consultatioreaet out in Appendix C. The level of response to
the questionnaire is shown in the figure below.

! This reflects the sharef air navigation charges in total airline operating costs, which we estimate to
be between 8% and 12% in the case of low cost carriers. Any change to charges resulting from the
options considered in this study is therefore likely to have only a margineldt on air fares, which are
anyway determined by a wide range of marketated and commercial factors as well as underlying
costs. We have assumed, as a first approximation, that traffic levels do not vary between options.

®KEA is a measure of the haontal enroute flight efficiency based on the actual trajectory of the
flight. It is defined as a comparison between the length of thearte part of the actual trajectory
derived from surveillance data and the corresponding portion of the great distance, summed over
all relevant flights traversing European airspace.
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Figure2.3: Level of stakeholder questionnaire responses
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Source: Steer DadeGleave analysis
Conclusions

2.16 Based on the analysis described above, and taking account of stakeholder comments on the
proposals discussed at the workshop, we identified a preferred set of policy changes for
implementation in RP3. These are described iapidr 7, together with a number of
recommendations relating to the introduction of supporting guidance and a monitoring
framework to facilitate evaluation.
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3.1

3.2

3.3

3.4

Impact assessment of options for the téagtory approach in RP3 of the SES Performance and Charging Schemes

Intervention logi

Introduction

This chapter discusses the intervention logic underpinningrtipact assessment. This is
based on a review oklevantdata sourceseferenced through this repoytand the results of
the stakeholder consultation exercise described in Appendix C.

Asalreadynoted, the possible changes to the Performance and Cha&ghgmes that the
Commission is considering for implementation in RRS8limited to the implementing

regulations and will not therefore be subject to a full impact assessment of the kind
undertaken when a major new policy intervention is in prospect. Atingly, the Task
Specifications for this study do not require us to undertake a thorough investigation of the
problemand associate@évidence base supporting the case for intervention. Nevertheless, it is
important that the impact assessment is rootedairtlearly specified intervention logic
informingboth the selection of appropriate policy measures and their grouping into coherent
policy options for further analysis.

Overview

We provide an illustration of the intervention logickigure3.1. As shown, we have
considered the Performance and Charging Schemes separabélyg that in formulating
policy measures and options and assessing their impeetsave als@onsidered the
interactions between them. In each case, we have:

91 defined the principal problem in terms of a failure to deliver the full benefits anticipated
when the Performance and Charging Regulations (and broader framework of SES
legislation) were imgmented,;

1 set out a number of problem drivers, which represent the key elements of the problem
that will need to be addressed in RP3; and

1 indicated the underlying root causes thaaveinformed the development of individual
policy measures.

In addition, wehaveformulatedgeneral objectives (high level aims, in this case ultimately
rooted in theoverall objectives of the SE®)d specific objectives (more focused aims, aligned
with the principal elements of the problem), in accordance with the methodologcdeed in
the previous chapteWe outline the main elements of the problem in the following sections
before going on the explain the objectives.
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Figure3.1: Overview of the intervention logic
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3.9

Impact assessment of options for the regulatory approach in RP3 of the SES Performance and Charging BictaéiReport

Problem definition
Key problems with the Performance and Charging Schemes

Both the Performance and Charging Schemes represent a substantial development of the SES,
delivering benefits in the form of stronger incentives to imprgesformance across the full

range ofKPAsand much greater transparency and consistency of performance data, notably in
respect of the cost information used to calculate unit rates. Nevertheless, it is also clear from
the experience of stakeholders, commicated through the SSC and other forums, that both
schemes need to be improved if the benefits of the SES are to be fully realised and efficient
pricing and delivery cANSs to be achieved. More specifically:

91 inthe case of the Performance Scheme, theows monitoring and incentive mechanisms
are not sufficiently integratetb deliver optimal outcomes, notably in the area of capacity
provision, do not fully capture the performanoéthe air navigation industry, fail to take
account of the interactionbetween the different KPAand give rise to duplication of
regulatory effort and

1 inthe case of the Charging Scheme, the mechanisms are overly complex and onerous and
insufficiently transparent, with the result that the scheme does not create sufficiently
strong incentives to improve efficiency and can give rigeetverse incentives

We discuss the drivers of these problems and their underpinning root causes in the following
paragraphs.

Problem drivers and root causes
Integration of capacity planning afdOP processes

The Commission has noted that the differgi¢cesof legislationthat define and give effect to
the SE$night be better aligned to ensure the efficiency of certain measures being considered
for RP3This is particularly apparent in tliaseof the planning processes defined by

Regulation 677/201whichare intended to support the setting andanitoring of Uniorwide
targets:

1 Soecific provisions included in the legislation require the Network Manager to produce a
Network Operations Plan (NR) for the delivery of the targets and identify any potential
for differences between reported and planned performance.

1 The Performance Regulation also requires the Network Manager to prepare a Network
Performance Plan (NPP) and, on request, to defineective measure§ targets are not
met.

In practice, thePerformance Scheme is insufficiently flexible to enable short term changes in
response tdNOP processes, and thereaisywayinsufficientcomplianceof NOP
recommendations to addresshortfalls inservice deliverye.g.at weekends anduring

holidays) ANSP representatives tended to agtbat there shouldbe a better link between

the Performance &eme andhe network functions,although they considered that
integrationshouldnot result in a condsion of operational and regulatory functians

Relationship between the environment and route design

The Performance Scheme captures the relationship between flight routing and environmental
impacts through two Key Performance Indicators (KREP (which measures horizontal flight
efficiency by reference to the trajectory in the last filed flight plan) and KEA (which measures
horizontal flight efficiency by reference to the actual trajectory flown). While the actual
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trajectory ultimately deternmes the environmental impact, and often differs from the

planned trajectory, KEP is nevertheless important since it provides an indication of the
environmental impacts potentially arising from the planning process. However, flight planning
is currently isufficiently dynamic, since tredrlines flight planningystems do noalways

make full use of various tools and techniques facilitatingouging and do not enable a full
exploitation of constrained routes (CDRs)d/or free route @&space (FRA). Thissans that

the Network Manager andNSPsan only influence flight planning to a limited degree, which
tends to undermine the value of KEP as a measure of the contribution éfNisndustry to
reducing environmental impacts.

3.10 In addition, the avironment KPA is not subject to comprehensive measurement, with
measures such as fuel emissions, vertical flight efficiency, noise levels and air quality excluded
from the list of performance indicators monitored. In some cases (e.gcaéflight
efficiency), thishas beerdue to thedifficulty of identifying the contribution of different
parties to measured inefficiencyhile in others (e.g. noise), it reflects the fact that the
associated environmental impacts are lo@ia. mainly on the ground or at low fliglkevels)
and not easily captured within the Performance Scheme. Nevertheless, the limitations of the
current measurement arrangements mean that this element of the scheme is not enabling full
exploitation of the potential environmental benefits of the SES

3.11 We identified support for the view that the environment KPA should be subject to better
measurement during the stakeholder consultation. ANSPs, in particular, were concerned that
current metrics did not adequately capture the contribution of differenttjes to measured
outcomes. For example, Naviainggestedhat environmenal targets shouldocus onairlines
rather than ANSPs, and thelhargingshould bebased orthe actuallown routein order to
bring charges into line with costs actually incurrEABEC also supported the view tte
impact ofother stakeholder®n ANSP performancghould be captured within the
Performance Scheméor example througtihe monitoring of relevantenvironmentl
indicators

Relationship between cost efficiency aragacity

3.12 In principle, it should be possible for ANSPs to deliver appropriate capacity ineffament
manner, optimising the pricequality ratio faced by airspace users. The latter have stressed
the importance of achieving the appropriate balancepdg€e and quality through the
regulatory process, as there is no competitive discipline on ANSPs. However, during the
stakeholder consultation, and through their responses to SSC discussions, ANSP
representatives and other stakeholders have suggesteduhdtie emphasis on achieving cost
efficiency targets can undermine the quality of service delivery by encouraging
underinvestment. When ANSPs face cost pressures, they often seek to postpone or reduce
capital expenditure programmes, which has a detrimeeféct on capacity in the medium to
long term.

3.13 At the same time, airspace users have expressed concerns that capital expenditure is not
subject to sufficient regulatory scrutiny, with the result that planned expenditiime costs of
which are reflectedn unit rates may not be delivered. Ehrsame concern was raised in a
recentreport from the EuropearCourt of Auditor¥, which noted thatt OF LIA G f SELISY RA
included in performance plans is part of the determined unit cost and will be charged to

1 Single European Sky: a changed culture but not a single sky, European Court of Auditors, 2017.
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airspae users even if ANSPs opt to cancel or postpone such investments. While the

Performance Review Body hasmtified capital underspendingf approximatelye1 billion

during the 20122015 period, there is no provision for the return of these amounts to users

aK2dz R GKS NBfFUSR AygSadySyda ySOSNI YI GSNRLE
Unionwide and lower level targets

3.14 In principle, the planning framework defined by the Performance Regulation includes a
process for setting Uniewide targets covering the various KPAs and consistegetarat a
more disaggregated level (the national aRéBlevels). However, in practice the relationship
between the various targets can be unclear and they are not always consistent. This is partly
the result of different target setting requirements in fdifent KPAs, as follows:

1 inthe case of safety apacity and the avironment, targets for the relevant KPIs are
largelyset at the FAB levE|

1 cost dficiency KPI targets are set at the level of the charging zone (as a first
approximation, the national lel); and

1 performance plans are aligned with Flight InfornoatiRegior{FIR) boundaries.

3.15 Coupled with the interaction between KPAs, these differences in the approach to target
setting tend to undermine accountability for performance. This is a concerméodésign of
effective incentive schemes, for example where individual ANSPs can receive rewards for
improving capacity notwithstanding th#étte overall FAB target for thexpacity KPI is missed.

3.16 These concens echo the findings of th€ourt of Auditos report, whichmade a number of
recommendations to better addreske fragmentation of the SE$ particular the Court
directedthe Commission to assess the added value of maintainingetpaelaitory
requirements for FAB§ 3 A @Sy GKSANI AYSTFFSOUGAGSs8taa Ay (I NE
review policy options which, on their own or in addition to FABs, could effectively deliver
defragmentation and generate economies of scalg/ (G KS / 2 dzNIi Q&couldA S¢ 3= & dzO
includethe active promotion of integrated or cross border service provision, taking into
account possible restructuring of ANSP servioemncouragea more competitive approach

3.17 The difficulties surrounding consistent target setting are compounded by insuffici
involvement ofNSAsand other stakeholders in the determination of Uniafide targets. At
present, the Performance Regulation provides for the adoption of targets no later than 12
months before the beginning of aeRerence Rriod and the subsequent pparation of
consistent performance plans and targets by NSAs. In practice, this introduces the potential
for inconsistency, leading to delays in the approval of performance plans. Moreover, there is
currently no formal mechanism for enabling NSAs to compaia information on local
influences and constraints on national targets (e.g. in the form of likely ranges for KPIs), which
would help to improve the reliability of targets and simplify the process for ensuring
consistency.

3.18 In addition, the process foewising plans and targets is overly complex and unclear. This is
partly due to the inclusion of provisions within the Performance @hdrgingRegulations
apparently duplicating mechanisms for making revisions (in particular, the alert mechanism
defined byArticle 19 of thePerformanceRegulatiorand the traffic risk sharing mechanism
defined by Article 13 of th€hargindRegulation. It also reflects a lack of integration with

7 Arrival ATFM delay minute targets are set at the national level.

= steer davies gleave February 2018 14



Impact assessment of options for the regulatory approach in RP3 of the SES Performance and Charging BictaéiReport

other parts of the SES framework, for example the planning processes defifahiation
677/2011as already discussed

Terminal/erroute interaction

3.19 The Commission is concerned that industry planning processes do not encourage@ gate
gate approach, whereby interactions between terminal aner@me air traffic movements are
consideredin the development of specific plans and targetarticularly in respect of the
capacity KPAThis concern was echoed by airspace users during the stakeholder consultation.

3.20 In aprevious report for the Commission on modulation of chat§ese highlighted the
difficulty in defining clear boundaries between-esute, terminal and approach activity, not
least because of the range of different practices and distinctions between activities applied
across the European Union. At the same time, the usnabute air traffic flow managenma
(ATFM) delay as the KPI faipacity and the monitoring of delay due to terminal and airport
navigation services as a lower level performance indicator may be inhibiting the adoption of a
more integrated approacHhn addition, failure to monitor vertical flight efficiency means that
the contribution ofcontinuous climb operation (CCandcontinuous descent operation (CDO)
to overall flight efficiency is not currently captured.

3.21 Airspace userstrongly support a embedied gateto-gate approachn the management of
airspace. Howeveryhile the ANSP communitgndorsesthe importance of such an approach
they also note that it cannot be delivered through the management of airspace alone. For
example

1 CANSQ@onsidered thathe objective ofa gateto-gate approactwas close to being met
as it considers that hile there is no single gat®-gate indicatorthe major parts of a
flight are already coverely indicators It alsoindicatedthat such arapproach should not
obscurethe performance ofen-route and terminal servicegor create barries to market
based provision ofdrminal ANS wére Member Statessought to implement it

1 FABEGtated thatit fully supported a gat¢o-gate approach, but observed that sinak
requirements on terminal servicesere determined locallyKPlgor capacity anccost
efficiency inrelation to terminal serviceshould continue to be set nationalllf.also
noted that the performance contribution from other stakeholders should be regulated
the share of erroute ANSPs inverall delayis approximately 259%.

1 More generally, the stakeholder consultation confirmed that makiSPsonsider that
delivery of a gaté¢o-gate approach depends on a range of factors, some of which are
outside their catrol.

Regulatory monitoring and the administrative burden

3.22 Article 18 (1) of the Performance Regulation requires tila¢ National Supervisory
Authorities and the Commission shall monitor the i Sy G G A2y 2F LIDIBF 2 NY | Y
results in further duplication of monitoring activity, adding to the level of administrative

8 policy options for the modulation of charges in the Single EuropearSgier, Davies Gleavapril
2015

We have not been able to identify the source of this figure. However, we note that, according to the
2016 Performance Review report,-eoute ATFM dlay accounted for 56.4% of total ATFM delay, and

of this 55.3% related to capacity and staffing issues for which ANSPs are primarily responsible. 55.3% of
56.4% equates to 31.2%, which is broadly comparable with the figure indicated by FABEC.
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resource required, since the integration of monitoring processes within the different
organisations is not clearly definedoreover,some stakeholders repted that a lack of
standard templates and failure to introduce automated processascontributing to the
administrative burden.

3.23 The current duplication of regulatory activity is partly doe lack of independence and
resources among some NSAs, creqatimeed for greater scrutiny of performance plans by the
Commission and the PRB. This concern was raised in the recent Court of Auditors report,
which identified various cases demonstrating the adverse effects of failing to ensure
hierarchical and finanal separation of ANSPs and NSAs:

1 In Francethe NSA and the ANSP report to the same Director General and share financial
resources from a common budget, primarily funded by the same navigation charges over
which the NSA has regulatory oversight.

1 In Hungay, there isarguablyno functional separatiorfas required by the Framework
Regulationks the national lavallocates responsibility for establishittte ATM cost base
to the ANSPand the NSA lacks the necessary resources to carry out its oversight role.

3.24 As discussed in Appendix B, these issues cannot readily be addressed without a change to the
Framework Regulation, which is outside the scope of the current impact assessment, but they
serve to demonstrate the pressing need to strengthen both the rolecapabilities of NSAs if
the Performance Scheme is to operate more effectively in RP3.

3.25 There was widespread support for a strengthening of the role of NSAs among stakeholders,
although there were different views on what this would mean in practice. For pbeam

1 CANSO considered that the Performance Scheme should be simatifieldiplication of
activity eliminated to enable NSAs to operate more effectively.

1 HANSA suggested that a clearer and more robust regulatory framework was required.

f Belgocontrol consigred that whileNSAscan best address local requiremeaits =~ (i K S
nature of the relationship between individual ANSPs and their respective NSAs should be
taken into account in deciding how much regulatory authority to pass to the latter

1 IATA also supported grengtheningof the role of the NS#&but noted that this would
requireimprovements in areas such thnical/operational competencend
systems/processes for quality managemelbtalso highlighted the importance of
introducingorganizational structwgsto preventconflicts of interest.

1 A4E added thathe performance of NS#should be overseehy the Commissioasthey
do notalways act in the best interesof all stakeholderdt also suggested thahere
should be anore effective appeaiechanisnfor NSA decisions

3.26 We also note thattie Performance Scheme overlaps with the Safety Risk Management
Process (SRMP) administered by EASA. This resuitthir duplication of performance
Y2YAG2NRAY3 | OGA@GAGeY LRGSYyGAlrtfte fSIFERAYy3 G2 A
relation to monitoring for the purposes of the Performance Scheme, and its relationship with
the administration of the SRMP alseeds to be better defined.

3.27 Similar concerns have arisen in respect of the Charging Scheme, partly due to the ambiguity
and complexity of some of the risk sharing and incentive mechanisms underpinning it, as
discussed further belown addition the Comnssion has noted that the timescales within
which the NSAs must submit information atise providedfor its review and validation are
challenging. This tends to increase the resources that each party needs to administer the
regime, while increasing thesk of error and nortompliance.
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Lack of clarity of the Charging Scheme

3.28 Various aspects of the Charging Scheme are unclear and/or give rise to inconsistencies in the
application of specific provisions. Concerns identified by the Commission and stakeholders
include the following:

1 Article 15 of the Charging Regulation, which sets out requirements for incentive schemes
for ANSPs, is open to considerable interpretation, leading to significant variation in the
parameters used to calculate financial bonuses aguigities;

9 incentive schemes must be based on established capacity targets, which means that some
ANSPs have no opportunity to earn a bonus (since they face a target of zero delay) and
that all ANSPs have a disincentive to accept additional traffic likedsiise aboveéarget
delay;

1 the reporting tables supporting the Charging Scheme, while providing useful information,
have become increasingly complex and onerous to prepare, but remain ambiguous to
some degree (for example, in respect of the treatment thfeo revenues); and

9 various provisions of the Charging Regulation, including those relating to market
conditions and restructuring costs, have had little or no application, and it is possible that
this is the result of lack of clarity or transparency mgkiindifficult to assess the costs of
compliance.

Risk sharing and cost reflectivity

3.29 The complexity of the Charging Scheme arises partly from the number of mechanisms
intended to modify the risk allocation and the interaction between them. We note, in
particular, that:

1 the traffic risk sharing mechanism includes a dead band, sharing keys within a defined

NF}y3aS 2F QGIENRFGAZ2Y YR F OFLE YR LINPOARSAE
only making for a relatively complex calculation but ate@ntivising cautious traffic
forecast$;

9 GKS woO2aid SESYLI Q YSOKlandsiacsexperigrieeito ditdzNIi K SNJ O2
showsit relates to costs accounting for less than 1% of the total cost liaisearguably
disproportionate and applies to costisat ANSPs can manage to some degree; and

1 the inflation risk mechanism, while similar to mechanisms applied in the regulation of
other sectors, can lead to substantial and inappropriate retrospective adjustments to
certain costs (e.g. depreciatipn

3.30 The adnmistration of these mechanisms requires significant resource within the Commission,
the NSAs and the ANSPs, adding to the regulatory burggrightedabove In addition, it
arguably makes it more difficult for ANSPs and airspace users to planAsiGchargesaid
and received over the Referenceridd can be influenced by a wide range of factors but only
FFAGSNIF GAYS t13d 28 faz2 y20S GKFG Ad Aa yz2i

®The dead hnd provides an incentive to underestimate traffic by up to 2% when preparing forecasts,
since a variation between forecast and actual traffic falling outside the dead band results in additional
revenue from airspace users.
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compliant with the requirements of the basic legislatiamderpinning the Charging
Regulatio™.

3.31 Some stakeholders have also argued that the Charging Scheme does not result in cost
reflective charges. Key concerns include the following:

1 Oharges are based on the route and distances flown in the latest availgftiegdlan
rather than the actual route flown. This means that charges do not fully reflect underlying
costs of service provision, and can cause a misallocation of risk and reward between
ANSPsAgainst this, airspace users have noted that basing chargéeactual route
flown could encourage ANSPs to manage airspace with a view to increasing route length
and hence revenues, an issue discudsether in Appendix B

T TKS bSG@g2N] alyl3aISNDRa O02ada INB y2i &dedzZFFAOAS
that they are properly reflected in charges. This issue was identifiad éarlier report
for the Commission on the Network Manafferand remains a concern among a number
of stakeholders, particularly airspace users. More generally, the Commissioioteas
that the current unit rates on which charges are based do not provide transparent
information on the costs of different ANSP services within the overall service offer,
weakening the relationship between costs and charges and potentially leading to a
misallocation of resources.

3.32 However, we were not able to identify a consensus view on whether the current allocation of
risk delivered by the Charging Scheme is efficient. For exa@pNSO commented that the
objective of an efficient allocation of risketween stakeholders wdargelymet, while FABEC
considered that improvements could be made in respect of traffic and cost risk

Objectives

3.33 As shown irmmable3.1, wehave specified both general and specific objectives for the options
included in the impact assessment. In the context of this study, which is focused on possible
changes to implementing regulations, we haguatedgeneral objectives with the overall
aimsfor the modification of the two key pieces of legislation under review (the Performance
and Charging Regulations). In each case, the intention is to improve the efficiency and
effectiveness of the schemes that they define during RP3.

3.34 Our suggested spedaifobjectives are a restatement or recast of objectives already defined for
RP3 in papers submitted to the $5Glote that each relates to one or more specific problem
drivers, such that if all objectives are met the Commission can be confident that tine ent
problem has been addressed, at least to some degree. In combining individual policy measures
into packages for the purposes of defining options for assessment, we have sought to ensure
that each specific objective is matched by at least one measure.

3.35 The following table provides a brief rationale for each of the specific objectivEahie3.1.

o Regulation (EC) No 550/2004 the provision of air navigation services in the Single European Sky
(the Service Provision Regulation).

2 Review of the Single European Sky Network Manager, Steer Davies Gleave, June 2016.

% seefootnote 4 abwe.
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Table3.1: Specific objectives

1
Ensure key interdependencies
captured in target setting process
1
Ensure gatdo-gate approach
embedded in management of
Performance performance
Scheme
1

Ensure link between Performance
Scheme and Network Management

Strengthen role of NSAs and reduce
duplication of regulatory monitoring

1
Charging Ensure efficient allocation of risk
Scheme between stakeholders
1
Both schemes Slmpln‘y operauo_n o_fh_e Schems
and improve theiefficiency q

Recognises tradeffs and interactions
between different elements of the
Performance Schemerequiresthat these

be considered explicitly

Identifies the need for NSAs and ANSPs to
take account of interactions between
terminal and erroute air traffic
management in setting targets and
formulating plans

Recognises the need for greater
coordination between processes defined by
the Performance Regulation and those set
out in Regulation 677/2011 for which the
Network Manager isesponsible

Highlights the importance of giving NSAs a
greater role in the regulatory framework

Recognisethe need to address the
underlying issue of misalignment of charge
and costs and misallocation/inadequate
management of risks

Recognises the need to reduce resources
required toadminister the schemes so that
they can be redeployed more effectively in
the improvement of air navigation services
Responds to stakeholder concerns that the
Schemslack clarity in key areas and &
complex and onerous

Source: Steer Davies Gleave
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4 Development of option

4.1

4.2

4.3

4.4

4.5

Impact assessment of options for the regulatory approach in RP3 of the SES Performance and Charging BictaéiReport

Introduction

As required by the Task Specificatiémisthe study we have identified and reviewed a wide

range of possible measures for improving the Performance and Charging Schemesas RP3
shown in Appendix A. These have beetedifind combined into a series of coherent options
using the methodology described in Chapter 2. In this chapter, we describe the options in
detail, referencing the individual measures that they include and providing a rationale for their
formulation. We have also summarised the changes to legislation that would be required to

implement them.

As already noted, the development of options was based on a short list of measures
established through the application of the sifting criteria set outable2.1. The reasons for
settingaside certain measures during thetial sifting exercisand in the subsequent
development of optiongre set out in Appendix B. In additian,this chapter we have
provided an explanation dfow andwhy the remaining measures have been adapted
defining a final set of coheremiptions for analysis.

Note, however that while measures malyavebeen discounted for the purposes of changing

the Performance and Charging ScherfeesRP3this does noalwaysmean that they should
be permanently set asidén particulay we note that the changes to be considered in this
impact assessment are restricted¢banges in implementing regulations, and that changes to
Commission regulations could be introduced in later peridsther, while some technologies

and/or performance indicators may be insufficiently mature to be introduced within the next
two years, @rther development during RP3 may enable their application in RP4 or RP5.

Structure of options

¢CKS LINRPLRalfa R2LIWGSR F2NJwto gAff RSLISYR 2V
willingness to agree on speciimendments to the relevanegulations. We have therefore
structured the options to reflect different degrees of change, increasing the potential for
agreement in some areas while allowing scope for ongoing debate in others. At the same time,

we note the need to meet the requiremengs

i KS

I 2YYAaaA2yQa

which state that options for investigation in an impact assessment must meet all the

objectives for change.

Given these constraints, we have developedation (Option Ayepresentinga minimum
aspiratian for changing the framework of regulation for RP3. It includes measures designed to
strengthen the independence and capability of NSAs and to improve the process for setting

performance plans and targets. It is also intended to improve the managemeirspaee

= steer davies gleave
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4.6

4.7

Impact assessment of options for the regulatory approach in RP3 of the SES Performance and Charging BictaéiReport

capacity through the&NOPproduced by the Network Manager in accordance with Regulation
677/2011.

The elements of Option A, which are largely focused on the Performance Sdreaksp
common to all other options under consideratidorhis means thizOption A, whig it isan
independent standaloneoption, is also part oDptions B, C1 and C2 arstherefore defined
Fa aiKS OmeBlowhddiekstirgatedncludedn each of the other options

1 Option B: this involves radical simplificatiohthe Charging Scheme through replacement
of the current risk sharing arrangements with a simple price cap (removing the existing
risk sharing and incentive mechanisms) and strengthened regulatory scrutiny of capital
expenditure.

1 Option C: this involvestaining the current framework of risk sharing but modifying the
parameters to achieve an alternative allocation of risk. It has two variants, namely:

I Option Clunder which, subject to Commission approval, the parameters would be
specified by the NSA withview to reflecting local circumstances within the relet
charging zone and incentiveechanisms would similarly be locally determined; and

I Option C2, under which risk sharing mechanisms and incentive arrangements would
be centrally determined (with pameter values defined in legislation) and provide for
increased risk exposure for the ANSPs.

The structure of the options and their relationship with each other is illustrated in the figure
below.

Figure4.1: Structure of options

Core Option A
+ Simplification/clarification in reporting
* More empowered NSAs
«  Amore efficient performance planning and targeting process
*  Better integration with network functions (NOP)
*  Streamlined measurement of safety management effectiveness
*  Enhanced measurement of environment KPA
* Enhanced measurement of capacity KPA

* Responsibility for * Modifications to
designing traffic risk sharing
risk sharing and arrangements
incentive Introduction of
mechanisms to centralized
NSAs incentive scheme

* Monitoring of * Monitoring of
capital expenditure capital expenditure
coupled with coupled with
enforcement potential to adjust
powers for NSAs chargesin

subsequent RPs

Source: Steer Davies Gleave
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Option A¢ the core option
Purpose

4.8 As already noted, Option A can be considered a minimum aspiration that meets all the
objectives for RP3. It is intended to build on #asting regulatory framework, strengthening
the role and powers of NSAs and integrating processes that already exist rather than
introducing entirely new arrangements. At the same time, it would provide NSAs with
additional powers designed to ensure tANSB comply with their respective performance
plans and with the requirements of the NOP. It would also introduce new environment and
capacity measures to enhance the effectiveness of the Performance Scheme by enabling
monitoring of vertical flight effieincy and different aspects of deladle discuss each element
of the option in turn in the following sections.

Simplification and clarification
Definition

4.9 This element of the option includegveral measures to clarify aspects of the Performance
Scheme and provide for some simplification that will reduce the regulatory burden. These are
as follows:

1 The treatment of public funding of investment for the purposes of calculating unit rates
should be clarified, with such funding identified explicitly in the calculation in Table 2 of
Annex VI of the Charging Regulation. Supplementary guidance shouldkgisovidedby
the European Commissida ensure that public funding is treated correctly as a category
2F W20KSNJI NB@SydzSaQ dzyRSNI AGSY p 2F ¢l o6ftS w

1 The process for applying initial unit rates prior to approval should also be clarified. We
suggest that andjustment in the form of a reimbursement (or, where applicable,
additional payment) should be made for the year in which it applies rather than through
the calculation of unit rates for the subsequent year.

1 Operational performance monitoring should appbythe group of airports covered by the
airport collaborative decisiomaking (ACDM) process. Cost efficiency targets should,
however, be determined by reference to all airpoatsvhich terminal air navigation
services are provided.

Rationale

4.10 There is arrently considerable ambiguity over the appropriate treatment of public funding of
investment in air navigation services, and the basis for including such funding as a category of
W2 iKSENI NBOSYdz8aQ Ay (KS OF t OdzRP3GHo@dbe ® F dzy A G N.
ensure that such public funding of capital expenditure included in determined costs is properly

**The ACDM process, which is intendenl ¢nable improvements in airport operating efficiency

through optimal use of resources and enhanced predictability of events, has been implemented at 25
European airports. A key benefit is that the Network Manager receives more accurate targefftake
times, allowing improved erpute sectoral planning and a more coordinated gidegate approach.

Note that the list of airports in scope for@DM may evolve.
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reflected such that investment is not oveemunerated, a concern expressed by
representatives of airspace users during our stakeholder ctatimn?.

411 As regards the treatment of initial unit rates prior to approval, we note that€harging
Regulation already provides for circumstances in which the elapsed time between submission
of unit rates for approval (1 June in yeaflhand the finabate for informing the Commission
of any necessary revisions (1 November in yeay is not met. However, Article 17 currently
requires that any adjustments arising from the temporary application of initial rates is taken
into account in the calculationfdhe unit rate for the following yeain our view, this
complicates the calculation and reduces transparency and economic efficiency, since the rate
in the following year is not a reflection of the underlying cost of service provision.

412 The proposal relang to the number of airports subject to operational performance
monitoring reflects current reporting practice, which falls short of the aspiration at the
beginning of RP2. At present, operational information is only provided for a limited number of
airports, and itisarguably more important to ensure that this is of sufficient quality to provide
an indication of performance levels at key locations across ther&B8&r than to seek
information from a wider group of airports that they do not have theagity to provideThe
focus on ACDM airports will achieve this aim while providing stakeholders with greater clarity
on the scope of the reporting requirements.

Changes to legislation

Table4.1: Simplification and clarificatiorg changes to legislation

i  Statethat operational performance monitoring will apply to those airports that
have the greatest impact or have the maggnificant demand upon the ATM
network, modifying Article 1list of airports to be defined, and may evo)ve

1  Provide for more explicit treatment of publicly funded capital costs in
determination of unit costs in Annex Il of the ChiaggRegulatiorg incorporate

Chargindregulation guidance being prepared for RP2

1  Clarify process for applying initianit rates prior to approvamodifying Article
17(1) of the Charging Regulation

We have not identified any significant changes to thedater legal framework that
would be neessary to implement these measurd$owever, there may be a case for

Other legislation reinforcing the requirements for monitoring and reporting of operational data under
Article 20 of Regulation 677/2011 to ensure that any reductioreported data is
balanced by rigorous and regular reporting.

Performance
Regulation

Source: Steer Davies Gleave review of SES legislation
More empowered NSAs
Definition
413 We consider that the following measuresll strengthen the role of the NSAs:

1 The Performance Regulatishould be amended to confer enforcement powers on NSAs,
including the ability to exact penalties in the event that ANSPs pengligtiail to comply
with their performance fans or with corrective measures identified in the NOP.

*n practice, guidance on this issue is already being developed by the Commission, and festisdex
to clarify the treatment of public funds under the framework already in place for RP2. Hence, this
element of the simplification and clarification component of Option A for RP3 may prove unnecessary.
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1 NSAs should be required tiemonstrate their independence, impartiality and capabilities
prior to receiving delegated authority to specify local risk sharing and incentive
arrangements (as provided for under Option C1 below).

1 The Commission should provide guidance on best practigelation, including case
studies of good regulatory decisignaking that draw on the experience of Member
States.

Rationale

4.14 We note that the degree of independence, capability and resourcing of NSAs varies
considerably across Member States, dine policymeasures defined abowere intended to
address this as far as possible without revising primary legisfitigarious stakeholders have
stated that NSAs frequently lack the powers to ensure that ANSPs take action to remedy
shortages of capacity, and thsendorsed by the work on balancing demand and capacity
dzy RSNI I {Sy o6& 9dz2NPO2yiGNRfQa t SNF2NXYIYyOS wS@AS
our view, NSAs must be given explicit enforcement powers if they are to undertake a greater
role in providng regulatory scrutiny in the absence of a fully independentBaropean
regulator.

4.15 At the same time, we consider that the Performance Scheme must also take account of the
current position of NSAs, recognising that some will not have the capability rtake
and/or scrutinise the analysis needed to support the development of bespoke risk sharing or
incentive frameworks (as under Option C1 below). Hence, we suggest that NSAs should be
required to demonstrate their independence and capability to the Cogsion prior to
undertaking a significantly enhanced role, although all would have the ability to exact
penalties for service failures. In addition, we believe that there would be merit in the
Commission providing guidance on good regulatory practice toedtreowledge of successful
approaches to particular aspects of regulation, for example analysis of capital expenditure and
the organisation of stakeholder consultation. This should build on the work of the NSA
Coordination Platform.

4.16 This approaclgoes somavay to addressinthe issue of I$A independence highlighted in the
recent report by the Court of uditors on theSES. The Court stated thatlember States
should ensure that NSAs are hierarchically, financially and functionally independent from
ANSPs anbave the resources necessary to oversee and monitor the performance and
charging schemest alsonoted that the prompt adoption of the applicable provisions in the
SES2+ legislative package would be beneficial in this réydite, as already indicated,
ensuring NSA independence through legislative change is not within the scope of changes
envisaged for RP3, enhancing ithgowers and capability would help to strengthen their
autonomy and potentially pave the way for more extensive change in the future.

*®See Appendix B for a discussion of the letiis@amplications of making NSAs more independent.

" seefootnote 14 above
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Changes to legislation

Table4.2: More empowered NSAg changes to legislation

1  Permit NSAs ttake enforcement actioin the event that ANSPs persistently fail
to comply with their performance plans or with corrective measueeiition a
new provision to Article 18.

1  While no further changes would be required under these measures, under Og
C1 below it would be necessaryddd a new provision to Article 4 requiring NS/
to demonstrate their capability and independence before being given delegate
authority to set risk sharing and incentive mechanism parameters.

Charging Regulation No changes required.

Performance
Regulation

We have not identified any significant changes to the broader legal framework that
Other legislation would be neessary to implement these measuréss discussed in Appendix B, full
independence for NSAs would require a changArticle 4 of Regulation 549/2004

Source: SteeDavies Gleave review of SES legislation
More efficient performance planning and targeting
Definition

4.17 We consider that performancelans for RP3 should be prepared @oonsistent basis, either
at the national/charging zone level or the functiomaispace block (FAB) level. This would
enable Member States, through discussion, to decide the appropriate geographical scope of
plans and targets according to local circumstances. Some may consider that the preparation of
FABIlevel plans introduces an aifidnal layer of administration while bringing only limited
benefits, while others may wish to preserve established mechanisms from-oooder
cooperation embedded within a FAB organisation.

4.18 Whilein our viewthis flexibility is likely to result in siditant benefits, as discussed further
below, it is important that it does not result in further complexity compared to the current
arrangements (in which safety, environment and capacity targets are established at the FAB
level and cost efficiency targeéd the national/charging zone level). At the same time, while
doubts have been expressedbout the value in preparing performancéps at the FAB level,
it is important that ANSPs continue to work collaboratively to ensure dvosger
coordination and povide crossborder services where appropriate. Hence, we suggest that the
Performance Regulation should also require that:

1 NSAs notify the Commission in advance, nine months before the beginning of the
Reference Period (i.e. three months before the subiaissf plans to the Commission),
whether they intend to prepare their plans at the FAB ational/charging zone level,

1 Member States having determined the geographical scope of the plan, NSAs ensure that it
applies consistently across all targets (inahgdsafety, environment, capacityna cost
efficiency targets);

1 regardles of their geographical scope, performandarns include initiatives designed to
support crossborder coordination and the prasion of crossorder services; and

1 NSAs report on recernd expected progress in the deployment of common projects
under theSingle European Sky ATM Research (SESAR) progasaymeore generally, on
change management practices in relation to operational and staff matters

4.19 We alsosuggesthat NSAs should hatke opportunity to provide information on local
conditions thatcouldinform the setting of Unioswide targets. Any such information would
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need to be submitted to the Commission at led8tmonths prior to the start of the Reference
Period if it is to beaken into account in initial proposals for Uniarnde targets (issued by the
Commission 15 months in advance in accordance with Article 10 of the Performance
Regulation). In preparing information for submission, we would expect the NSAs to take advice
from the relevant ANSPs as well as the Network Manager.

Rationale

As noted in a recent SSC papethe development of FARvel performance lans has tended

to weaken the link between measured performance and the contributions to performance
made by individubANSPs. This has been particularly evident in the operation of incentive
mechanisms, which have resulted in some ANSPs being rewarded although ovetaildtAB
targets have been missed. There is therefore a case for enabling ANSPs and NSAs to re
establi$ the relationship between individual contributions to performance and measured
outcomes while ensuring consistency in the geographical scope of local targets. This would
ensure clear accountability while improving the transparency of the Performance chem

However, we recognise that the impetus towards crbesder collaboration generated by the
introduction of FABs must be preserved, and consider that Member States should be
permitted to continue to plan at the FAB level where they can demonstrate thaidelivers
significant benefits. We also suggest that crbesder initiatives should continue to be
encouraged regardlesof the geographical scope of performandans. The potential value of
new approaches to crodsorder collaboration and servicegrfexample dynamic

sectorisation, was recently underlined in a paper submitted to the NSA Coordination Platform
FAB Working Grodp and the performancelans provide a critical mechanism for the
realisation of such initiatives and the associated bendifits.therefore important to ensure

that they continue to be developed and applied through the SES planning framework,
including in circumstances where individual plans are prepared at the national/charging zone
level.

We also consider that the Performan8eheme should provide a mechanism for tracking the
progress of SESAR deploymanhational level An explicit requirement on the NSAs to
comment on progresm relation to SESAR and to report on broader change management
practicesin the performance fans would ensure that they provided useful information (which
should anyway be taken into account in performance planning) without adding materially to
the administrative burden.

2 seefootnote 4 above

* NCP/FABWG/12/06, 6 September 2009.
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Changes in legislation

Table4.3: More efficient performance planning and targetingchanges to legislation

1  Permit preparation of performance plans and setting of targets at the national
level, modifyingArticle 11(1).
1  Require NSAs to include an explanation of the initiatives in place or being
developed to support crossorder coordination and the provision of cross bord:
Performance services, modifying Article 11(3).
Regulation 1  Require NSAs to report on past and expected pEsgiin deployment of SESAR
common projects, modifying Article 11(3).
1  Require NSAs to provide specific inputs to the Network Manager nine months
before the setting of Uniomvide targets on particular local conditions expected
constrain performance in arlgPA, modifying Article 10.

Charging Regulation No changes required.

The impact of these measures could be reinforced and/or extended through chang
the responsibilities of the Network Manager and the SESAR Deployment Manager
More specifically:

1 In preparing the Network Strategy Plan (incorporating the Network Performan
Plan), the Network Manager could be required to identify all initiatives support
the development of crosborder coordination and provision of crebsrder
servces, highlighting those on which the delivery of the plan is particularly
dependent. This would require modification to Article 6 and Annex V of
Regulation 677/2011.

1  The SESAR deployment manager could be required to report to the Commiss
on the implicaions of the Performance Plans for the implementation of commc
projects. This would require a modification to Article 9(2) of Regulation 409/2(

Other legislation

Source: Steer Davies Gleave review of SES legislation
Better integration with network functions
Definition

In preparation for the impact assessment of options for RP3, the Commission requested
Eurocontrol to undertake work to determine how demand and capacity could be better
balanced”. We consider that the suggested approach, which focuses on better integratio
between the performance planning and monitoring processes defined by the Performance
Scheme and the network planning activity undertaken by the Network Manager, provides a
basis for more dynamic capacity balancing. It also increases the scope for oegalzion at

the local level to ensure delivery of capacity plans, in line with the objective of strengthening
the role of NSAs. The elements of the proposal are as follows:

1 The Network Manager would continue to use traffic forecasts to provide locaiereate
values, setting the parameters within which ANSPs prepared their performance plans for
submission to the NSAs and the Commission. Initial capacity plans would be based on the
STATFOR central forecast, with deviations from this triggering changagetwe to
cover changes in cost under the traffic risk sharing arrangements. ANSPs would be
permitted to use alternative forecasts of traffic where these could be justified (e.g. based
on evidence of systematic deviations of actual traffic from previodsTEOR forecasts),
with the Commission assessing the arguments (taking advice from the PRB) as part of the
process for approving performance plans.

% seefootnote 8 above
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1 The traffic thresholds defining the validity of the performance plans would be aligned with
those defining tle limits of the traffic risk sharing mechanism and the alert thresholds. In
effect, these thresholds would determine the range of traffic scenarios that could be
accommodated by the performance plans through automatic adjustment of revenues
without the neal for reopening the plans

1 A new mechanism would be introduced to enable the Network Manager to reassign delay
providing it with flexibility to reroute flights in circumstances where individual ANSPs
might otherwise resist additional traffic becausetloé impacton delay at the local level.
This could take the form ofd@elay budgeforming part of the Unionwide target, and
local reference values would be set after it had been taken into accélietrnatively, it
might involve attribution of delagcrding to the identity of the ANSP causing the re
routing or the introduction of delay insurance (with the Network Manager covering claims
for delay due to rerouting up to a predefined threshold). Regardless of the mechanism,
the Unionwide capacity targetvould not be affectetf.

1 At the start of the Reference Period, the Network Manager would develop an initial NOP,
setting out required and planned capacity profiles over the following five years as well as
local reference values, consistent with the Unigite targets. This would be tgated
every six months, with the Network Manager modifying the required capacity profile in
the light of changes in traffic levels and other events affecting the demand and supply of
capacity whilecontinuing to ensure condencyof individual reference values with the
Uniontwide targets. ANSPs would be required to modify their capacity plans accordingly.

1 Ongoing capacity and flow management would continue to be undertaken through the
existing pretactical and tactical procees. The delay budget alternative mechanism
would, however, be available to enable ANSPs to accept more traffic than anticipated in
the NOP.

1 The Network Manager would monitor delays against reference values as well as required,
planned and delivered cagity. It would also suggest corrective measures to address
emerging problems, identifying these in the next NOP (after approval by the Network
Management Board). NSAs would have the power to impose financial peribétiesial
delay targets were not met or corrective measures set out in the NOP were not adopted.
Such penalties would be discretionary and in addition to any payments made under
incentive mechanisms in operation under the Charging Scfieme

1 If, notwithstanding previous attemptsteenforcement, an ANSP continueamiss targets
and/or failedto take corrective action identified in the NOP, it would be possible for the
Commission to take action, as under the current legislation. However, there would be an

% Note that this framework would need to be modified if combined with Option B below, whichdwou
involve the abolition of the traffic risk sharing mechanism. The traffic thresholds would nevertheless
continue to define the limits within which the Performance Plans were considered to remain valid.

¥ Hence, in tle case the delay budget mechanisatarget of 0.5 minutes per flight and a delay budget
of 0.1 minutes per flight would result in delay of 0.4 minutes per flight being allocated to ANSPs (with
reference values calculated accordingly).

¥ Regulatory frameworks can include penalties in the sesfdiquidated damages (i.e. automatic
compensation under a contract for losses due to a failure to deliver a service to the required standard)
and penalties in the sense of discretionary fines for material and/or persistent failures to meet

regulatory tagets. We are aware of frameworks that include both, as in the case of the UK rail sector
where track access contracts include delay compensation mechanisms while the Office of Rail and Road
also has the power to fine the infrastructure manager for poorf@enance.
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explicit role for the PRB, after seeking information and advice from the Network Manager,
in supporting the Commission in developing further corrective measures.

1 The Network Manager would be subject to monitoring against KPIs designed to capture
performance indifferent areas of its roleThese would be set out in the Network
Performance Plan (NPP) prepared in accordance with Arijd)@bthe Performance
Regulation and approved by the Commission as part of the broader process of approving
the NPP.

Rationde

Theapproachprovides for greater consistency between key elements of the SES framework, in
particular the performance planning arrangements, the traffic risk sharing mechanism and the
development and application of the NOP. It would strengthen theldetkeen the

performance plans and the NOP, making the latter a more effective tool for planning and
ensuring the implemetation of changes in capacity iasponse to changes in the level and
distribution of traffic. It would also enhance the regulatorgrfrework, with the NOP providing

a trigger for enforcement at the discretion of the NSAs. Note, however, that the NOP would
continue to be primarily an operational document and the Network Manager would not have
any regulatory powers under the proposal.
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Change in legislation

Table4.4: Better integration with network functionsg changes to legislation

T Require that traffic forecastsiust be consistent with STATFOR forecasts and
consistent across KPAgcept where NSAs can justify alternative forecasts,
modifying Article 11(3a).

1  Require that traffic forecasts are consistent with alert thresholds and traffic ris
sharing parameters (ifaffic risk sharing remains in place)odifying Articles
10(4) and 11(3a) as appropriate.

T Modify Article 6 to ensure that the reference values contained in the NOP are
consistent with Uniorwide targets, taking account of the latest traffic forecasts

1  Modify Article 3 to give PRB an explicit role in advising the Commission on
corrective measures (after taking guidance from the Network Manager).

1 Introduce a hierarchy of responses if local capacity targets are not met
(appropriate provisions to be includeal Article 18 of the Performance
Regulation):

1  Corrective measures;

1  NSA sanctiongoupled with revision of performanggan if considered
appropriate¢ seeTable4.2; and

1  Escalation to Commission on advice of PRB.

Charging Regulation §  No changes required.

1  Require the Network Manager to update capacity plans in line with Network
Operations Plan cycle (every six months), ensuring consistencywidimwide
targets and taking account of latest traffic forecastequirement to be included
in list of Network Manager tasks in Article 4(1) of Regulation 677/2011.

f ¢2 SylFoftS GKS AYLX SYSyidlrdAaz2y 2F |
enabling easiere-routing of flights, further provisions would need to be include

Other legislation in Regulation 677/2011.

1  Atrticle 6 and Annex V of Regulation 677/2011 could be strengthened to requil
that the Network Operations Plan (NOP) formally identifies specific failures to
deliver performance plans contributing to the missing of targets, and that it
proposes corrective measures. This would provide the basis for the relevant I
and/or the Commission, on the recommendation of the PRB, to take action ur
the new provisions in th Performance Regulation.

Performance
Regulation

Source: Steer Davies Gleave review of SES legislation
Streamlined measurement ahe safety KPA
Definition

The suggested approach to streamlined measurement of safety reflects the work of the EASA
RP3 S(K)PI development workimgup, which proposed several revisions to the approach to
measurement applied in RP2. It would involve a significant reduction in the number of-safety
related measures, as follows:

1 The effectiveness of safety management would be retained as the sole deiadiicator
of safety, but would apply only to ANSPs. The existing questionnaire would be replaced
with either the CANSO Standard of Excellence or the EASAdomssn assessment tool.

1 The extent of application of the Risk Analysis Tool (RAT) sevessyficition and level of
just culture (both KPIs during RP2) would no longer be measured.

I The extent of automated safety data recording systems and reporting of incidents (both
Pls in RP2) would similarly be removed from the framework of measurement. ldgwev
the number of specific occurrences, other than airspace infringements, would continue to
be monitored within the Performance Scheme.
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1 A new performance indicator, based on the number of hours during which traffic is
greater than 110% of the slot rate agproportion of total ATFM regulated hours, would
be introduced.

We note that there is no clear consensus on which of the two possible approaches to
measuring safety management effectiveness should be adopted. We suggest that it would not
be appropriate ¢ identify the specific metric to be used in legislation, since it may be
necessary to change this in the future in response to new developments in the monitoring of
management effectiveness.

Rationale

We understand that the current approach to measursafety management effectiveness,
which is questionnairdased, is subject to a number of shortcomings and considered not fit
for purpose. The merits of the CANSO Standard of Excellence and EAScraisstool
require further assessment, but each has aadbages:

1 The CANSO approach is already accepted by ANSPs and would enable comparison across
all CANSO organisations (including some outside the European Union).
1 The EASA tool, as its name implies, would allow comparison across aviation stakeholders.

With respect to the use of the RAT, there is little merit in retaining the measure as part of the
Performance Scheme as ANSPs are anyway known to value it as means of identifying risk and
assessing higher severity incidents. Removal of the measure from the sdb¢nerefore

expected to have little effect other than to allow ANSPs greater flexibility to classify lower
severity incidents in a way that reflects their circumstances. In any event, they will continue to
be required to apply the RAT classificatiomaporting runway incursions, separation minima
infringements and ATMpecific occurrences.

The measurement of safety management effectiveness already includes questions related to
just culture, and this can be expected to continue in RP3 (regardless apfiieach to
measurement adopted). Hence, as in the case of use of the RAT, removal of this aspect of the
measurement framework is unlikely to affect ANSP behaviour materially.

The removal of the incidence of automated safety data recording reflectditfieulties

experienced by some ANSPs in implementing recording systems and the risk that mandating
them could undermine the level and quality of reporting. The view among stakeholders
appears to be that the Performance Scheme should define the data tolleeted and the

ANSPs should have the flexibility to use whatever means of collecting is most appropriate
given their circumstances. Similarly, the extent of reporting is considered to add little to the

t SNF2NXIyOS { OKSYS | yR Safaty Risik Mahag@mer® Prét&sBl B R 0 &
(SRMP).

The number of separation minima infringements, runway incursions and-gpBific

occurrences is valuable data, providing an indication of the level of safety achieved, although it
is proposed that the number of apace infringements will no longer be monitored under the
Performance Scheme as it is captured within the ATM Risk Portfaigever, there is value in
monitoring air traffic controlleworkload by reference to traffic relative to the slot rate during
reguated hours as proposed bthe EASA RP3 S(K)PI development working group
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Changes to legislation

Table4.5: Streamlined measurement of safety KRAChanges to legislation

Performance 1  These changes would require modificationSefction 1(1.1) and (1.2) of Annex |
Regulation the Performance Regulation

Charging Regulation §  No changes required.

Other legislation 1  No changes required.

Source: Steebavies Gleave review of SES legislation
Enhanced measurement of the environment KPA
Definition

4.32 Eurocontrol has also undertaken work to assess the potential to introduce additional
measures of the environmental impact of ATM. This involved reviewing tkedégupport for
various proposals among stakeholders and undertaking an assessment of the maturity (and
hence readiness) of specific metrics. Again, there was broad support for the conclusions of this
assessment at the stakeholder workshop, and thegmadith the following proposal:

1 The flight efficiency of the actual flight trajectory (KEA) would be retained as a KPI.
Similarly, the current Pls based on additional time in the-taiphase and arrival
sequencing and metering area (ASMA) transit tinoeil continue to be monitored.

1 The flight efficiency of the planned flight trajectory (KEP) should not be targeted but
NBOGFIAYSR a | tL® ¢KA& ¢g2dA R 0SS adzlJ SYSyds
indicator, allowing the separate contribution of ANSIRd airspace users to flight
efficiency to be assessed.

1 A new measure of vertical flight efficiency, based on the share of flights applying
continuous descent operations (CDOs) from a defined altitude (top of descent, 7,000 feet
or an alternative), wouldbe introduced as a PI.

1 A new measure of the use of military airspace would be introdu€aiwould be based
either on availability of CDR or on availabilityeserved/restricted airspace.

Rationale

4.33 KEA is an important measure of actual fligfftciency, representing the outcome of the
interaction of a range of factors. While it is important to understand the impact of each of
these factors, as discussed below, KEA provides a headline value that can be linked to
observable environmental effectft should therefore be retained as a KPI, the value of which
will depend on the effectiveness of collaboration between ANSPSs, airspace users and other
stakeholders.

4.34 The ongoing monitoring of taxiut additional time and ASMA transit time is important for
ensuring that the Performance Scheme encourages atgatgte approach in ATM.
a2NB20SNE 6KAES 020K FNB I FFSOGSR o0& Tl O02N&
as reasonable proxy measures of ANSP efficiency. They can also be furtheretbielop
address shortcomings in measurement identified by stakeholders (e.g. lack of ANSP control

over pushback and apron and taxi way movements).

4.35 The proposed new measure of vertical flight efficiency reflects recent work carried out by a
Eurocontrolspansored task force, including a range of industry stakeholders, on continuous
climb operations (CCOs) and CDOs. This concluded that a single CCO or CDO can result in fuel
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savings obetween 50 an®00 kilograms of fuel per flight as compared with a+omimised
climb or descent profifé. In practice, inefficient level flight is a particular feature of descents,
and in developing a measurement methodology, the task force therefore focused on CDOs.

The new measure would be a valuable addition to the rangmeironmentrelated metrics
included in the Performance Scheme, since it would:

9 capture the extent to which ANSPs are able to provide CDOs (e.g. through changing
working practices omodifying airspace design);

1 align with one of the objectives of the SESMaster Plan (SESAR Solution #11), which
states that implementation of CDOs in higher density traffic aindigher levels is a
priority; and

1 similarly align with the findings of the recent Court of Auditors report on environmental
KP1&, which recommende their modification to capturéhe responsiveness of the ATM
system to the desired trajectories of airspace users, both in their horizontal and vertical
dimensions, with an indicative deadline of 2019

In addition, the data required to calculate the metis already available, and it would
therefore be possible to introduce it as a Pl in RP3 at reasonable cost.

Stakeholders representing European military users of airspace have argued that release of
military airspace for civilian use (otherwise known asditional routes or CDRS) requires
significant resources, and that the value of this activity should therefore be monitored. This
suggests the need for a metric capturing the use of released military airspace. However, it is
important that any such metrigeflects the demand for airspace at the time civil users are
given access to CDRsvoproposed metris have been proposed by the Network Manager

and would require more discussion with military stakeholderdaterminewhich one would

be most appropriate These are

1 TheRate of CDR Availability (RoQAis represents the average CDR availability according
to the EAUP/EUUP related to a given time period. ROCA represents the ratio of the total
CDR segment opening, whatever category it may be, to theftiotael during a given time
period.

1 TheRate of Airspace Availability (RoA#)s represents the average reserved/restricted
airspace availability according to the EAUP/EUUP related to a given time period. RoOAA
represents the ratio of the total reserved/reited airspace opening time, whatever type
it may be, to the total time during a given time period.

% Environmentg proposal for assessing vertical flight efficiency, Eurocontrol, 24 October 2017.

* Seefootnote 14 above
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Changes to legislation

Table4.6: Enhancedneasurement of environment KPAchanges to legislation

Area of legislation | Changes

1  Use the flight efficiency of the actual flight trajectory as the KPI and relegate t
efficiency of the planned trajectory to the level of Riodifying Section 2(2.1) anc
(2.2) of Annex I.

1 Introduce a new vertical flight efficiency metric as a PI, modifying Section 2(2.
Annex .

T Introduce a new shortest constrained route indicator as a PI, modifying Sectic
2(2.2) of Annex I.

1 Introduce a n&r measure of use of released military airspace as a Pl (modifyir
Section 2(2.2) of Annex I.

Charging Regulation No changes required.

Performance
Regulation

Other legislation 1  No changes required.

Source: Steer Davies Gleave review of SES legislation
Enhanced measurement of thcapacity KPA
Definition

4.39 We consider that the current measures of capacity are insufficient to provide a clear picture of
the level of service provided and should be supplemented with the following:

1 enroute and terminal air traffic flow management (ATFR&)ay per flight incurred at
weekends;

1 ATFM delay incurred in the first rotation; and

1 the number and average value of ATFM delays exceeding 15 minutes.

4.40 We also suggest that NSAs should develop a better understanding of available capacity and
the relationsip between additional traffic (relative to forecast values) and additional cost.
This element of the proposal would need to be achieved primarily through facilitation of
exchange of expertise and information, perhaps within the forum provided by the NSA
Goordination Platform, rather than through provisions in the Performance Regulation.
However, Annex Il of theerformance Bgulation could be expanded to require NSAs to
report on an analysis of capacity and set out the implications for accommodationiafimas
in traffic level€®. This would be particularly important if the core option were combined with
Option C1, discussed below, under which responsibility for setting the parameters of the
traffic risk sharing mechanism would be devolved to NSAs.

4.41 As aleady notedthe implementation of this option would also involve the separate
measurement of the performance of the Network Manager, and the relevant metrics for
inclusion in the NPP would enhance the measurement of capacity. More specifically, these
wouldinclude:

1 minimum level of the effectiveness of safety managemaithe Network Manager;
1 an environmental indicator linked to th&verage horizontal en-route flight efficiency (to be
developed further);

% Note that this requirement would be separate to, but might inform, the investment plans on which
NSAs are already required to report.
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1 Network Managecontribution toen-route and arrial delay savings (each expressed as a
proportion of, respectively, total eroute and arrival delay);

1 average minutes of emoute ATFMdelay per fligh(relating to both delay optimisation
and flight planning);

1 ameasure of the minimisation of individudight penalties with an outcome indicator
based on the percentage of flighwith an ATFM delay greater than 30 minutes; and

1 aNetwork Manager cost metric related to its cost profile eplaced by a specific unit
rate.

Rationale

4.42 The proposed additionatheasures can all be monitored using existing data and their
introduction should therefore not increase administrative costs significantly. Together with
the existing KPIs and Pls, they will provide a more comprehensive picture of the outputs of
capacity povision, focusing on the following key aspects of the service:

1 the extent to which sufficient capacity is provided at weekends, aaadlimented issue
arising from constraints on the availability and deployment of air traffic controllers
through the week

1 the extent of delays arising at the beginning of the operating day, which can have knock
on effects throughout the day;

1 the extent of long delays that can be particularly detrimental to airline operating
efficiency as well as passengers; and

1 the contribuion of the Network Manager to reducing delagd ensuring the efficiency of
ATFM.

4.43 There is general recognition that NSAs need to have a better understanding of the profile of
availability of capacity within their respective charging zones and its rafitip with demand.
At present, there are no generally accepted direct measures of capacity (as distinct from delay,
representing the output of capacity provision), but it is nevertheless possible for NSAs to
identify the deployment of air traffic controlite, assess their productivity and draw
conclusions about the potential for ANSPs to absorb further traffic. In our view, the inclusion
of analysis of this kind in the performance plans would increase confidence in the delivery of
delay and other targets.
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Changes to legislation

Table4.7: Enhancedneasurement of capacity KPAchanges to legislation

Area of legislation | Changes

1 Introduce the following new Pls, modifyiggction 3(3.2) of Annex |
I  enroute and terminal air traffic flow management (ATFM) delay per fligh
incurred at weekends;
1  ATFM delay incurred in the first rotation; and
1  the number and average value of ATFM delayseeding 15 minutes.
1  Require NSAs to report on an analysis of capacity and set out the implications
accommodation of variations in traffic levetsough new provisions in Annex II.
f Introduce newPkO | LJGi dzNA y3 G KS bSig2N] rfarnafided
modifying Section 3(3.2) of Annex I.

Charging Regulation No changes required.

Performance
Regulation

We suggest that the Network Manager would need to report on the new Pls throug
the regular updating of the NOP and its more general repoffimgtion defined in

Other legislation Article 20 of Regulation 677/2011. However, it would seem inappropriate to refer tc
specific metrics in this regulation as these could change over time and it would be
sufficient to cross refer to Annex | of the Performance Regulation.

Source: Steer Davies Gleave review of SES legislation
Improved measurement of the cost efficiency KPA
Definition

4.44 During the stakeholder consultation, representatives of airspace users commenteith¢hat
lack of transparency surrounding the relationshipgvaeen costs and charges was partly the
result of the application of lagged adjustment mechanisms. This would be addressed by
introducing a new performance indicator of the true cost of ANS services, based on the
application of adjustments to charges in thear in which cost changes arise (i.e. adjustments
would be applied in year n rather than n+2).

Rationale

4.45 The suggested additional performance indicator would allow airspace users, NSAs and other
stakeholders to track changes in the true cost of AN8uitin the Reference Period using a
more meaningful measure of unit cogtgan is currently available

Changes in legislation

Table4.8: Enhancedneasurement ofcostefficiency KPAG changes to legislation

Performance 1  Modify Section 4(4.2) of Annex | to include new PI based on application of
Regulation adjustments in current year

Charging Regulation No changes required.

Other legislation 1  No changeequired

Source: Steer Davies Gleave review of SES legislation
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Option B¢ simplified price cap
Definition

Representatives of the airspace users have highlighted the complexity of the Charging Scheme
in RP2 and noted the difficulties of establishingjear relationship between the service

offered and price charged by ANSPs. This lack of clarity arises from both the risk sharing
mechanisms which, for example, provide for an adjustment to determined costs in year n+2 to
reflect deviations in traffic fronforecast levels in year n, and the incentive mechanism, which
has been applied differently in different charging zones. Option B is intended to address this
issue by simplifying the Charging Scheme substantially while introducing additional regulatory
scutiny of capital expenditure plans and their implementation. It would also include all the
measures covered by the core option described above.

Simplification of the Charging Scheme
Option Bwould involve the following changes to the Charging Scléme

1 Thetraffic risk sharing mechanism defined by Article 13 of the Charging Regulation would
be removed. Hence, if the traffic handled by an ANSP were below what was forecast at
the time the performance plan was prepared, the revenue it received would be lower
than expected, with no compensating adjustment. Equally, higher than forecast traffic
would result in additional revenue, potentially over and above what was required to cover
costs.

1 The costs exempt from risk sharing mechanism set out in Article 14 ohtgiGg
Regulation would also be removed. Hence, there would be no provision for compensating
for unforeseen changes in pension and other specific categories of cosigthicarryover
to a subsequent Referencefod.

9 The costs included in the reportingdi@s submitted in accordanagith Annex Il of the
Charging Bgulation would be expressed in nominal terms, based on an explicit inflation
rate identified by the Member State/ANSP. Differences between outturn costs and the
projected costs in the reportingables due to divergences between estimated and actual
inflation would not result in any compensating adjustment of unit rates.

1 The provisions of the Charging Regulation relating to incentive schemes for ANSPs (Article
15 of the Regulation) would be similaremoved. Hence, there would be no automatic
payment of bonuses or penalties consequent on the actual level of delay diverging from a
benchmark level. However, NSAs would be able to impose penalties for failure to meet
capacity targets under the provisis for discretionary enforcement discussed in the
context of the core option.

Regulatory scrutiny of capital expenditure

As part of the submission of costs for consultation under Article 9 of the Charging Regulation,
Member States would need to ensuresatithe following were included:

¥"We have described the proposal as a simplified price cap since it provides for regulation of unit rates
while removinghe complexity of the mechanisms for adjusting rates in the event of unforeseen
changes to traffic, costs and inflation. However, it must be emphasised that the approach, which is a
modification of the proposal suggested by IATA, is not price cap regukasiconventionally applied by
industry regulators in other sectors.
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1 tKS | b {yeaRdsiomfar investment, together with planned investment for the
forthcoming Reference Period;

9 detailed capital expenditure plans for the Reference Period, showing the profile of
expenditure and how it wakinked to the delivery of the benefits of the associated
investment;

1 mechanisms for monitoring progress in implementing the plans, including clearly defined
change control procedures for modifying plans when required; and

1 confirmation that overall projectd costs, including depreciation on existing and new
assets for the duration of the performance plan, were consistent with improving levels of
efficiency and supported the delivery of Uniande cost efficiency targets.

4.49 Capital expenditure plans would beviewed by the Commission, Eurocontrol, NSAs and
airspace user representatives as part of the review of performance plans under current
processes, with the Commission approving them as part of the process for approving
determined costs. Actual capital expditure would be reviewed against the plan by the NSAs
on an annual basis, with the NSAs noting:

9 the extent of any deviation in capital expenditure from the plans; and
1 whether change control procedures had been correctly applied.

4.50 Following the end of thed®erence Period, the NSAs would prepare reports on any excess
expenditure or underinvestment compared to the plan and provide an assessment of whether
such divergences, over the Reference Period as a whole, were the result of inefficiency. In
making the asessment, they would need to take account of arguments for changing capital
expenditure plans, for example to modify the balance between capital and operating
expenditure or to postpone or bring forward such expenditure in the light of changed
circumstancs.

451 Based on the reports prepared by the NSAs, and after taking advice from the PRB and
consulting with stakeholders (including representatives of airspace users as well as the
Network Manager), the Commission would determine the need for any adjustmettaofes
paid by airspace users due to inefficient underinvestment. Such adjustment would take the
form of a reimbursement of charges paid rather than a modification of determined costs for
the subsequent Reference Period. Additional expenditure incurriciesitly (e.g. as a result
of a divergence between actual and forecast inflation) would not be compensated, in line with
the proposition underlying this option that the ANSPs should accept all risk relating to traffic
and costs.

Rationale

452 As already notedthe primary rationale for this option is the simplification of the Charging
{OKSYS (2 Syadz2NB | Y2NBE (NIyaLl NByd NBtlFGA2Yya
between the service provided and the charges paid. More specifically, it would remove
entirely the potential for adjustments to unit rates in future years as a result of differences
between outturn and forecast values in the current year. The consequence of this would be to
transfer risk largely to the ANSPs, for example allowing them to eatiti@thl revenues if
traffic exceeded forecasts while requiring them to accept lower than expected revenue where
forecast traffic failed to emerge.

453 As the incentive mechanism would also be removed under this option, there would be no
automatic reward for wer-delivery of performance or penalty for unddelivery (although the
ability to impose penalties on a discretionary basis would be available to NSAs, these would
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not take the form of a reimbursement of airspace users). Hence, in the absence of
incentivisation of outputs, there would be a need for greater regulatory scrutiny of inputs,
particularly capital expenditure supporting investment in capacity. This, in turn, would require
more intrusive monitoring of capital expenditure plans than at present,adjdstment of
determined costs and unit rates if the Commission identified (on the advice of the PRB, NSAs
and stakeholders) instances of inefficient undevestment. Such an adjustment would be
calculated to prevent overemuneration of ANSP investmentkey concern of airspace users

in relation to experience in RP2.

Change in legislation
Table4.9: Option B¢ changes to legislation

Performance

Regulation No changes required.

1

1  Remove traffic risk sharing mechanism, deleting Article 13.

1  Remove cost exempt risk sharing mechanism, deleting Article 14.

1  Remove inflation risk sharing mechanism, modifying Article 7(1).

1  Modify Article17 to ntroduce process for regulating capital expenditure:

Charging Regulation 1  Require the ANSPs to prepare a4grar outlook and plans for capital
investment and restructuring over three years, updated annually on a rol
basis and reviewed and approved by their respeciNSAs;

1  Require the Commission to consider the case for reimbursement of unsg

plannedcapital expenditure after review by NSAs and on advice of PRB.

Other legislation 1  No changes required.

Source: Steer Davies Gleave review of SES legislation
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Option C1¢ devolved risk allocation mechanisms
Definition

The risk allocation mechanisms and incentive arrangements for the Charging Scheme are set
out in the Charging Regulation, and are based on clearly defined principles and parameters.
The parameterslefining traffic risk sharing arrangements, namely the dead band threshold,
upper threshold for risk sharing and sharing keys are prescribed in Article 13. There is arguably
greater scope for interpretation of the provisions covering incentive mechanidrtislé 15),

but key parameters are nevertheless clearly defined (e.g. the cap on aggregate bonuses and
penalties of one per cent of annual revenues) and paragraph 1(b) indicates that incentive
schemes should be designed to ensure delivery of the relgyaribrmance scheme targets.

While defining parameters in the legislation provides for greater clarity, there is a case for
allowing more flexibility in the application of both risk sharing arrangements and incentive
schemes. This would allow mechanism$&¢odesigned to take account of the local
circumstances of individual ANSPs. For example, experience from RP2 suggests that some can
accommodate traffic over and above the level forecast in the performance plan without
incurring significant additional cost&hile others can only do so after taking steps to enhance
capacity through changes to working arrangements resulting in increased costs. Similarly,
some ANSPs consistently deliver target values of delay despite accommodating additional
traffic, while otrers have failed to meet their targets even when traffic was considerably

below historical levels. Such differences in performance demonstrate that ANSPs are subject
to different capacity constraints and have delivered different levels of efficiency, mapdyi

need for different risk sharing arrangements. Option C1 would provide for this while including
all the measures covered by the core option described above.

Traffic risk sharing

A more flexible approach to traffic risk sharing could be achievealtying NSAs to define
the relevant parameters within defined constraints, as follows:

1 The NSAs would propose bespoke traffic risk sharing arrangements 12 months before the
start of the Reference Period, allowing sufficient time for the Commission teatise
implications of each proposal, drawing on advice from the PRB and Eurocontrol. In making
the proposal, the NSA would need to demonstrate the case for bespoke arrangements,
based on evidence of available capacity within the relevant ANSP and previous
performance in response to variations in traffic levels. Where the Commission rejected
the proposal, the standard arrangements would continue to apply.

1 The NSA would be able to propose changes to a number of the relevant parameters,
including the dead baih(assuming the dead band remained as part of the defaul
arrangements) anthe sharing keys. However, the values for the sharing keys would be
chosen within a range defined in the legislatphetween 0 and 30 in the case of the
ANSP share of any charigeevenue due to deviations from forecast traffic levels. This
would reflect the range of values of cost elasticity with respect to traffic observed across
the SES (with ANSPs operating close to capacity experiencing an increase in variable costs,
which represent 30% for the cost base on average, and those with substantial spare
capacity facing little or no increase, as a result of additional traffic).

1 Theavailablerange of values for the sharing keys would be the same for both higher and
lower than foreast traffic. However, within these parameters, the scheme proposed by
an NSA could be asymmetric, with different values applying according to whether the
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ANSP experienced more or less traffic than forecast. For example, in the case of an ANSP
operating wih spare capacity, it might be appropriate to set a 0% ANSP sharing key in the
case of traffic increases (because more traffic could be accommodated at no extra cost)
and a 30% ANSP sharing key in the case of traffic decreases (because the organisation
could be expected to reduce costs in response to excess capacity). It would be for the
NSA, in discussion with the ANSP, to determine the appropriate values, taking account of
possible traffic variation and the need to preserve capacity notwithstanding -$aort
changes in demand.

1 The NSA would not be able to change the upper threshold within which the sharing keys
applied, as this would align with the alert thresholds and provide a common trigger for
reopening performance plans, as indicated in the discussidhe core option.

Incentive schemes

NSAs would similarly have the flexibility to specify incentive mechanisms to reflect local
conditions, subject to constraints defined in a revised Article 15 of the Charging Regulation.

This proposal, whichwas6n 2 F G KS 2LJiA2ya aK2NIfAaAGSR Ay {

for the Commission on ATM performance incenti¥esan be summarised as follows:

1 NSAs would propose incentive schemes designed to address identified problems within a
FIRor Member Statefor example delays in excess of 15 minutes or delays at weeKends
Again, it would need to demonstrate the case for bespoke arrangements, based on
evidence of the problem and consideration of the implications for targets and
performance payments (i.e. bos and penalty rates).

1 The NSA would be required to consult stakeholders on the scheme, a number of which
would anyway be involved in its design. Airspace users would be asked for their views on
specific problems to be addressed and, where possible, toctestrate the associated
operational costs (which would, in turn, inform the calibration of bonus and penalty
rates).

1 Again, schemeshould be asymmetric, but would need to be designed within defined
parameters. The maximum value of penalties would be edpg three per cent of annual
revenues, while bonus payments would be capped at one per cent. There would be no
default incentive scheme, and NSAs would not be required to implement one (although
they would need to provide a rationale where they did not).

Cost and inflation risk sharing
The cost and inflation risk sharing mechanisnmild be modified as follows under this option:

1 The current mechanism for exempting certain unforeseen costs from the overall cost
sharing arrangements would be removed. Hens8dSPs/Member States would be
required to absorb all differences between forecast and actual costs, subject to the
following provisions relating to pension costs.

1 The NSAs would be requiredrmonitor changes in national pension arrangements
(including clanges driven by legislation and market conditions). Where such changes

% Further development in air traffic management in the area of performance incentives, Steer Davies
Gleave, August 2017.

% \We note that around half of ANSPs do not cause significant defaythat incentives based on simple
measures of delay serve little purpose. Allowing NSAs to develop incentive mechanisms to address
other, capacityrelated issues, would therefore enhance the effectiveness of the incentive framework.
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resulted in an unforeseen change in pension costs, the NSAs would be permitted to
propose a change in the determined cost base, subject to consultation with stakeholders
and an audit by suitably qualifieéctuary(the latter reporting to the Commission and
the PRB). Any change would need to be approved by the Commission.

1 The inflation adjustment mechanism would not apply to certain costs, for example
depreciation.

Regulatory scrutingf capital expenditure

4.59 In principle, the regulation of ANSPs through outpased incentives is inconsistent with
separate regulation of inputs. Under outphaised regulation, the focus is on whether the
regulated entity delivers the required outputs (dedid by the targets and benchmarks
underpinning the incentive mechanism) for the regulated charge, and the regulator is not
required to consider the combination of inputs used. In practice, some regulatory scrutiny of
both operational and capital expenditelis required, particularly where performance levels
are affected by a wide range of factors and targets may be met even where investment plans
have not been implemented.

4.60 We therefore suggest that this option should also include scrutiny of capital expesdiith
ANSPs providing a 4@ar vision and NSAs undertakimgular monitoring of the
implementation of investment plans as in Option@ption C1 also includes provision for
automatic reimbursement of airspace users for planned capital expenditatsgmot
delivered. Again, as und@ption B, this takes the form of a payment at the end of the
reference period following an assessment of the level of the undersgamdinder Option C1
it would be enforced by the NSAs rather than the Commission

Rationale

4.61 We have already noted that the primary rationale for this option is the recognition that
different ANSPs have different levels of available capacity, and hence different capabilities to
accommodate higher than expected levels of traffic. They fase different problems in
managing the airspace, and this is manifested in different patterns of delay in different FIRs
and charging zoneg&igure4.2, which shows trends in traffic, ANSP costs and delay relative to
target for Bulgaria and Denmark, demonstrates the scope for variation in circumstances.

4.62 As shown, the two Member States denstrate the potential for different outcomes following
an increase in traffic. In the case of Bulgaria, the increase arose due to the political situation in
Ukraine, which resulted in the diversion of traffic that would otherwise have been routed
through Ukainian airspace. The ANSP was able to accommodate the traffic while avoiding any
increase in delay (which was kept to zero), but only achieved this through a material increase
in resources (reflected in an increase in the costs of staff, including Hic tantrollers).

4.63 By contrast, Denmark was able to accommodate a significant increase in traffic with little or no
increase in costs while again keeping delay at zero. This appears to reflect the fact that the
traffic increase was largely anticipated ametsumably taken into account in resource
planning for RP2. As a result, the cost elasticity with respect to traffic for Denmark appears
significantly lower than that for Bulgaria, and may even be approximately zero. Taken
together, these examples suggekat the appropriate traffic risk sharing mechanism in each
case will differ.
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Figure4.2: Trends in traffic, costs and delay in Bulgaria and Denmark
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4.64 The option also provides for simplification of the cost shanmeghanism by largely removing
the provisions relating to cost exemption. This reflects the fact that these provisions have
been little used in practice, with exemptions typically accounting for less than one percent of
costsat a SES network levels shan below.

Table4.10: Share of costs benefitting from cost exempt provisions {eute only)

Hnano YATL§ 2012 2013 2014 RP1 total 2015 2016

Pension exempt costs

Total exempt costs 36.1 (7.4) (10.1) 185 17.3 2.8

Total cost&’ 6,258 6,319 6,305 18,881 6,079 6,075
Pension exempt costs (% 0.8% 0.1% 0.1% 0.3% 0.6% 0.4%
Total exempt costs (%) 0.6% (0.1%) (0.2%) 0.1% 0.3% 0.0%

Source: PRB monitorimgports

4.65 This suggests that the current cost exempt provisions are disproportionate, adding to the
complexity of the risk sharing arrangements to address a risk relating to an insignificant
proportion of costs. Removal of the cost exempt mechanism woulcetbee simplify the
Charging Scheme significantly without increasing ANSP risk unduly. However, unforeseen
pension costs, representing the largest proportion of costs falling within the exempt categories
since 2012, are a major concern for a number of ANS® some provision for
FOO2YY2RI 0Ay3 GKSAS GKNRdIzZAK |y FR2dzaAGYSYyd G2
has therefore been included in this option.

4.66 The exclusion of depreciation from the inflation adjustment mechanism reflects concerns
expressed Y stakeholders during RP2 about the risk associated with the potential level of
adjustment under the current mechanism. Further, since depreciation is normally calculated
on a historic cost basis, there is no clear rationale for applying inflation toakegory of
costs.

4.67 The proposal for devolving responsibility for developing an incentive mechanism to the NSAs
similarly reflects the perceived need to provide flexibility in response to variations in local
circumstances. In discussions with stakeholdning the study on performance incentivés
NSAs and ANSPs were particularly supportive of this option, noting that the current approach
defined in Article 15 was too generic and did not incentivise initiatives to addressxknow
problems. These can vary significantly betw&tRsand include the following:

1 Seasonal capacity constraints, typically encountered by Area Control Centres (ACCs)
handling substantial increases in traffic over the summer (e.g. Barcelona), can result in
significant enroute delay. This may be masked by ddb@ged metrics calculated as
annual averages, as used in incentive schemes.

0 Cost exempt paymes can be both positive and negative, which means that the total cost exempt
figure, at either a total or susategory level, is a net total. The net total for any ®alegory, such as
pensions, can therefore be greater in monetary terms than the netltfuir all cost exemptions.

“1 See footnote 10 above.
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9 Sector limitation can arise when staffing arrangements do not allow ANSPs to open the
maximum number of sectors on days wheaffic volumes cannot easily be
accommodated without generating delay. Such problems have been encountered in Brest,
Nicosia and Warsaw ACCs, again in the summer months when holiday traffic results in a
peak in traffic volumes.

1 The deterioration in perforrance at weekends is well documented and arises due to the
difficulties of deploying sufficient air traffic controllers over the weekend period, although
it can be exacerbated by increased traffic levels during holiday periods. Again, poor
performance on pdicular days will be masked by metrics based on average delay
through the year.

1 First rotation delays, arising during the morning peak, can have substantial-&nock
effects, leading to the accumulation of reactionary delay through the day and preventing
airspace users from recovering their original schedules. Accordingly, the NOP for 2017

ARSYUGAFTFASR I NBRdAzOGA2Yy Ay FANRG NROGFGA2Y RS
priorities, targeting a 10% reduction for at least one airport or ACC with a signific
problem.

1 Long delays, in excess of 15 minutes, can cause substantial disruption when they arise but
may not be reflected in metrics based on average delay per flight.

The results of the stakeholder consultation for the study on performance incentigiEated

that NSAs would value the opportunity to implement incentive schemes designed to address
specific problems of the kind outlined above. By targeting such problems, bespoke schemes
could help to improve performance more effectively than a genateme defined in

legislation. At the same time, we recognise that this option would add to the complexity of the
Performance and Charging Schemes, a concern that has been raised by airspace users. This
highlights the potential for tension between the obje@s for RP3 and the need to balance a
greater focus on local circumstances on the one hand, and the need for more transparency
and simplicity on the other.
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Changes to legislation
Table4.11: Option CI¢ changes to legislation

Performance

Regulation 1  No changes required.

1  Modify Article 13 to permit NSAs to specify the dead band and sharing keys v
defined parameters (allowing for the possibility of asymmetric keys) after
demonstrating the case as well as their capacity and independence to the
Commission (se€able4.2).

1  Modify Article 15 to enable NSAs to submit incentive schemes for approval,
setting out the rationale, again on condition that they can demonstrate sufficie
capaciy and independence.

1  Modify Article 15 to specifigey principlesand parameters wittwhichincentive
schemes should comply:

1  Asymmetry, with bonus rates being below those of penalty rates;
1 A maximum cap on penalties and bonuses in any year; and
1  Requirementdr stakeholder consultation.

1  Remove existing Article 15 but introduce new provisions allowing pension cos
be treated separately by exception and where a case can be made.

1  Modify Article 71) toexclude depreciation from inflation risk sharingechanism.
1  Introduce process for regulating capital expenditure with new provisions in Ar
17, as under Option B, but NSAs tmsider the case for reimbursement of

unspentplannedcapital expenditurer other sanctions

Other legislation 1  No changesequired.

Charging Regulation

Source: Steer Davies Gleave review of SES legislation
Option C2¢ centralised risk allocation mechanisms
Definition

4.69 Option C1 relies heavily on NSAs to ensure that the incentives provided by the Charging
Scheme reflect an efficient allocation of risk between ANSPs and airspace users. This is in line
with the objective of RP3 to strengthen the role of NSAs and also mesasgthe need to take
account of local circumstances in the allocation of risk. However, in pracimeNSAs may
not have the capability, either in terms of skills or resources, to take responsibility for the
design of risk sharing and incenti@@angements in the way envisaged under Option C1.

Option C2 is therefore based on a more centralised approach, whereby the relevant
mechanisms are fully specified in the Charging Regulation. However, it includes all the
measures covered by the core optiancluding strengthening the role and enforcement
powers of NSAs in the performance planning and monitoring process.

4.70 The current risk sharing arrangements are already-aefined, but there is a case for
modifying them in the light of concerns expresssdsome stakeholders about the potential
for perverse incentives. The specification of incentive scheme requirements, while relatively
prescriptive, is open to interpretation and has been applied in different ways in different
Member States. There is thdre a case for a centrally defined scheme for a-gamopean
network, providing greater consistency and transparency for airspace users.

Risk sharing arrangements

4.71 Option C2 would involvehe following changes to the current risk sharing mechanisms while
retaining the same broad framework covering traffic, cost and inflation risk:
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1 The dead band currently applying to the traffic risk sharing mechanisms would be
removed, simplifying the mechanism. However, the sharing keys and upper threshold
would remain unbanged, reflecting the lack of any material change in the structure of
ANSP costs since the mechanism was first introduced in 2009 (discussed further below).

1 The same changes to the cost exempt and inflation risk sharing arrangements as under
Option Clwould apply

Incentive mechanism

In our previous report for the Commission on performance incentives, we put forward for
consideration a centrally administered incentive scheme based on the payment of penalties
for delay. The introduction of such a schemeuld be consistent with the centralised
approach to risk allocation under this option. It would include the following elements:

1 The Commission would oversee the development and implementatiarcentrally
defined delay attribution system providing forldg to be attributed tcspecificcauses
and allocated between parties according to fault. Weathedated delays would not be
allocated to any party but all other delays, including those caused by industrial action,
would be assigned to the party best phacto manage the underlyingsk

1 Delay benchmarks would be set at the national/charging zone level and in line with
targets and reference values. Penalties would be calculated automatically on an annual or
monthly basis by the CRCO and paid to airspaeesus the form of discounted charges.

1 Maximum penalty payments would be defined in legislation as a percentage of total
charges per flight.

1 There would be a dispute resolution mechanism whereby disputes over the allocation of
delay would be considered amdsolved by an independent panel.

Regulatory scrutiny of capital expenditure

For the reasons discussed in paragrdb, we suggest that capital expenditure sthdbe

subject to regulatory scrutiny by the NSAs under this option as under Option C1. However, in
line with the principle underpinning Option C2, namely that regulatory mechanisms should
reflect the conventional approach to regulatiowe propose that thelelivery of capital
investment plans should be incentivised through the potential for adjustment to charges in
subsequent Reference PeriddsNSAs would therefore be requiredittentify

underinvestment over a Reference Period, based on the results ofareguonitoring of

progress. This would enable the Commission, after taking advice from the PRB, to decide
whether charges in the following Reference Period should be adjusted downwards to avoid
overremuneration of investment.

Rationale

Thechanges to the traffic risk sharing arrangements under this option are limited since there
is little evidence that there have been any changes in the average structure of ANSP costs
since 2009 that would justify changes to the common risk allocation finariecurrently in

place. This is illustrated in the figure below, which shttal European ANSP costs and traffic
levels over the last eight years.

*2Under a standard regulatory approach, any capital underspend during a reference period is taken into
account in setting charges for the subsequent reference period.
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Figure4.3: Trends in trafic, costs and delay in Europe

SourceACEbenchmarking reports, PRB monitoring reports, RP1/RP2 dashboards and performance plans

The 30:70 allocation of changes in revenue relative to forecast levels was put in place in
2009 and reflected analysis tfe structure of ANSP costs (in particular the share of

variable costs in the total) and of the elasticity of costs with respect to traffic. The

allocation can therefore be considered consistent with the 24.3% of costs accounted for by
air traffic controlérs prevailing at the time. While the figure suggests some decline in the
share by 2015, this appears marginal and is insufficient to suggest a material change in the
structure or variability of costs. There is therefore no clear case for modifying thegha

keys for a traffic risk sharing scheme administered at the Europearfileaimilar

argument applies in respect of the upper threshold applied to the traffic risk sharing
mechanism.

However,a case for removing the dead band can be made on the gi®tmat this would
simplify and increase the transparency of the mechanism. It would also remove the
perverse incentive to plan on the basis of relatively low traffic forecasts in the expectation
that actual traffic will give rise to additional revenuelyudllocated to the ANSPs. While we
note that the use of standard forecasts would anyway remove this incentive, to the extent
that ANSPs retain some freedom to determine the basis of forecasting (whether in all cases
or, as under our core option, by except), we consider that any change designed to
encourage accurate forecasting is likely to be beneficial.

3 As noted in the discussion of Option C1 above, trends in cost vary considerably between Member
States, supporting the case for flexibility in setting sharing keys at the national level. However, there
appears to be no case for change if the sharing kepsirtue to be set at the European level.
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