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The PRB is publishing two reports in February 2021: the Monitoring Report on the Financial and Oper-
ational Impact of COVID-19 on the SES and its Report on the revision of the RP3 targets. This report is
the latter and focusses on the revision of the targets for the remainder of RP3. Both reports reflect the
extraordinary situation of 2020 and 2021, which justifies opening them with similar remarks from the
Chair.

In the Monitoring Report 2019, published in autumn 2020, | had written that managing the financial
consequences of COVID-19 would be a major challenge for stakeholders and Member States. Little did
we know how difficult it would become to cope with the pandemic and how many lives would be lost.
Despite the view of this bigger dimension, the concerns of a struggling aviation industry, which is one
of the hardest hit, remains a critical factor as it connects people, families, businesses, countries, and
provides a livelihood for millions.

The pandemic has changed basic notions about the aviation industry, especially in Europe which —
compared to other regions of the world — showed the deepest decline in air travel. Continuing as be-
fore is not an option, and all stakeholders agree on this.

When the current legal framework for the Single European Sky was defined many years ago, no one
considered events such as the current crisis. The SES Basic Regulation assumed a growing aviation in-
dustry where users would be able to pay for the services provided by ANSPs (users pay principle) with
a stable stream of revenue from an increasing number of passengers. It is clear the risk sharing mecha-
nisms do not effectively deal with the collapse of air travel due to unforeseeable events beyond the
control of aviation stakeholders.

During pre-COVID times, structural deficiencies of European air traffic management became evident.
One of them was the lack of flexibility and scalability of service provision. Until 2020, it resulted in a
shortage of capacity in the core area of Europe, which impacted the entire network. Since traffic
started to drop, the deficiencies converted into costly excess capacity.

In discussions about reasonable measures and cost-savings, Member States and ANSPs often point out
that air traffic management is essential infrastructure. This is the case, which was demonstrated in the
early days of the pandemic when air cargo was critical to bring medical equipment to Europe. But the
issue needs a wider perspective: ANSPs point out how difficult it is to scale operations of air traffic
management to actual demand. Considering that the highest cost bloc of ANSPs are staff costs fol-
lowed by investments, adjustments will indeed be challenging. To contain future financial risks, as well
as achieve scalability and resilience, ANSPs will have to overcome the silos they operate in and reform
their way of working i.e. restructuring their companies and investing in new technologies, which will
enhance digitalisation and enable cross-border services. This challenge is not new and it is addressed
by the ATM Masterplan and SESAR deployment.

On behalf also of my colleagues, | would like to thank our colleagues from Eurocontrol, namely the
Network Manager and the Aviation Intelligence Unit, colleagues from EASA and finally the PRB Support
Team for their invaluable contributions to this report.

W&eﬁagfﬁ#

Regula Dettling-Ott
PRB Chair
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The travel restrictions implemented by governments to contain COVID-19 brought cross-border air
travel to unprecedented low levels, in some regions to almost a standstill. Europe was and is especially
hard hit with most flights serving city pairs in different countries. No one had predicted how deep the
crisis would run and the volatility of air traffic remains a challenge.

Early on during the pandemic, Member States decided they did not want to change the Basic Regula-
tion of the Single European Sky because of the pandemic. An adaptation of the Implementing Regula-
tion was considered sufficient to manage the impact of lower traffic on the performance and charging
scheme. Thus the exceptional measures Regulation was adopted, implementing the revision of the tar-
gets, assuming that air travel will resume early 2021. This scenario has proven to be too optimistic.

An economic regulation for monopolies such as the services for air traffic management depends on
forecasts to set targets for quality and price, compensating for the lack of competition. The same
holds true for the revision of targets. Since the beginning of the pandemic, Eurocontrol started to de-
velop scenarios on how air traffic may evolve. These scenarios were and are impressively accurate.
Based on a recommendation from Eurocontrol, the PRB has relied on the STATFOR forecast scenario 2
for its recommendations for the revision of the targets for RP3. Nevertheless, all stakeholders need to
prepare for continuing uncertainties and variations of demand.

All stakeholders have an inherent interest in approving the revised Union-wide performance targets by
spring 2021, because they are a prerequisite for Member States to revise their draft performance
plans and submit them by October 2021. Similarly, Member States should do their utmost to ensure
that their local performance targets are consistent with the Union-wide performance targets. This is
essential for enabling the subsequent swift adoption of the performance plans. If a performance plan
is not adopted in 2022 the whole process of adjusting the unit rates would also be delayed for the
Member State concerned, including in respect of the adjustment which allows the ANSPs to start re-
covering the revenue shortfalls incurred due to the COVID-19 crisis.

Safety

During the pandemic, safety remains the highest priority for air traffic management. The PRB recom-
mends maintaining the current safety targets for the Effectiveness of Safety Management Systems.

The PRB recommends the Commission to retain the current Union-wide safety targets.
Environment

Data from 2020 shows that with low traffic, Member States are able to offer more efficient routes and
that airspace users operated on such improved routes. Many ANSPs, together with the Network Man-
ager, made an impressive effort to lift thousands of restrictions in the first months of the pandemic
with low traffic. These measures had a local impact. To reach an improvement at network level, all AN-
SPs must contribute. Data from the Network Manager also shows that Free Route Airspace will be im-
plemented in all SES countries by the end of RP3 —another contribution to improve environmental
performance. In addition, airlines should increase the use of the shortest available route. The planning
tools both of airlines and the Network Manager can still be optimised in this respect. More ambitious
targets are thus justified for the coming years when traffic remains below 2019 levels.
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The PRB recommends revising the Union-wide targets for horizontal flight efficiency and to make them
more ambitious.
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Proposal for revised Union-wide environment targets

2020 2021 2022 2023 2024
Current Union-wide targets 2.53% 2.47% 2.40% 2.40% 2.40%
Proposal for revised Union-wide targets 2.53% 2.39% 2.37% 2.37% 2.37%

Capacity

Union-wide targets should ensure ANSPs offer sufficient capacity to meet actual and expected de-
mand. Currently, there is costly excessive capacity which would call for zero delays. The PRB recog-
nises that ANSPs need some flexibility in terms of capacity to restructure their business. The actions
needed are defined by the ATM Master Plan. Without pressure on capacity, Member States and ANSPs
should be better positioned to implement it.

In view of the forecasted traffic and factoring in a tolerance for restructuring, the PRB recommends
revising the capacity targets. The revised targets reflect the substantially lower traffic for 2021 and -
with gradually increasing traffic — the system-wide cost optimum for delays (0.5 minutes delay per
flight) for the years 2023 and 2024. These targets will allow ANSPs to implement technological
changes to respond to changes in demand which will be the hallmark of the remainder of RP3, putting
capacity where and when it is needed.

The PRB recommends revising the Union-wide capacity targets for en route ATFM delay.

Proposal for revised Union-wide capacity targets

2020 2021 2022 2023 2024
Current Union-wide targets
. . 7 . .
(min/flight) 0.9 0.9 0 0.5 0.5
Proposal for rev1§ed L.Jnlon—WIde targets 0.9 0.35 05 05 05
(min/flight)

Cost-efficiency

The drastic drop in trafficin 2020 (> 50%) has a substantial impact on the revenues and costs of air
navigation services.

With the additional monitoring for 2020, Member States were asked to report the measures put in
place to address the financial and operational impact of the pandemic, specifying cost data for 2020
and the forward-looking data for the remainder of RP3. Despite the several measures reported by AN-
SPs, the Union-wide results show negligible effects. For 2020, ANSPs reported Union-wide costs which
would be only 1% less than 2019 actual costs. For 2021 onwards, ANSPs assume that no reductions
would be possible against the 2019 actual costs.

ANSPs were also asked to report any additional financing agreed or planned for 2020 and 2021. The
data submitted shows that only a limited number ANSPs needed additional finance from third parties
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own means.
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The PRB approached the revision of the cost-efficiency targets based on the following principles:

e The only verified cost data available for revising the targets are those of RP2 and namely 2019
(which were the highest in RP2).

e ANSPs had limited flexibility to immediately react to the sudden drop in traffic, with staff costs
being their largest cost bloc and the need to maintain investments. Data from RP2 shows that
around 4% of the 2019 Union-wide actual cost base was for overtime. In times of excess ca-
pacity, overtime is not needed. In addition, 4.5% of the 2019 actual costs was related to the
remuneration of capital. During the most severe crisis of European aviation, Member States
as shareholders of the ANSPs should waive this remuneration as a contribution to bear the
cost of infrastructure. The two items alone would amount to a cost-reduction of around 9%
against the 2019 actuals. In view of the crisis, a further -1% in cost reduction against 2019 ac-
tuals must be possible.

e Based on the current legal framework (including the exceptional measures Regulation), air
space users will have to cover the revenue gap of 2020/21 starting in 2023. The unit rate of
2023 onwards will be increased by a substantial amount far into RP4, unless Member States
agree to cover the revenue gap. This also justifies proposing targets requiring cost contain-
ment measures for ANSPs, because airlines will have to foot the bill for failing to do so.

The PRB recommends revising the Union-wide cost-efficiency targets.

Proposal for revised Union-wide cost-efficiency targets

2019 Baseline 2020/2021 2022 2023 2024

En route costs

(€2019) 6,265,631,152 | 11,278,136,074 5,639,068,037  5,639,068,037  5,639,068,037
2017

Service units

(M3) 124,741,008 109,968,026 86,656,273 101,925,348 116,358,421

Determined
unit costs 50.23 102.56 65.07 55.33 48.46

(€2017)

Proposal for re-
vised Union- +104.2% -36.5% -15.0% -12.4%
wide targets
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INTRODUCTION
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e Inthe course of 2020, it became apparent that the downturn would not be short-lived.
e In November 2020, the Commission and Member States adopted exceptional measures for RP3.
e This document contains the PRB advice and recommendation for the revision of the RP3 targets.

Context for proposing revised targets

The revision of the Union-wide targets is an un-
precedented event in the implementation of the
Single Sky framework. There were several cases of
revision of performance plans, but never the revi-
sion of targets at Union wide level.

The COVID-19 pandemic has reduced traffic sub-
stantially. In April 2020, traffic was over 85% lower
than in April 2019. In the summer of 2020, the
number of flights in Europe recovered slightly.
However, traffic levels remained below 50% of
those experienced in 2019. In addition, airlines ex-
perienced lower seat load factors on these re-
maining flights caused by low passenger demand
deceasing by 83% in Europe during October 2020,
compared to 2019.1

In the course of 2020, it became apparent that the
downturn would not be short-lived and the traffic
forecasts on which the performance plans Mem-
ber States had submitted for 2020 and for the
2020-2024 reference period (RP3) were no longer
valid. The performance and charging Regulation
had not foreseen such drastic changes to basic as-
sumptions and needed to be urgently reviewed.

In November 2020, the Commission adopted ex-
ceptional measures for RP3 altering the provisions
for the cost-efficiency KPA of the performance
and charging Regulation (hereafter the “excep-
tional measures Regulation”).?

The pandemic struck at a time when the Commis-
sion was preparing its Decision on the draft per-
formance plans of Member States for RP3 which
they submitted in October 2019. Following the
Single Sky Committee of March 2020, the Com-
mission decided not to adopt the proposed Deci-
sion and the status of the draft performance plans
of 2019 remains unchanged, i.e. they remain a
draft. Instead, the Commission adopted the ex-
ceptional measures Regulation, initiating the revi-
sion of the RP3 targets. For the PRB, this meant
that the Commission would require its advice and
recommendation for the revision of the Union-
wide performance targets by February 2021, ena-
bling the adoption of the revised targets by 1°
May 2021.

Based on the exceptional measures Regulation,
Member States were required to provide to the
Commission initial forward looking cost data for
RP3 as well as data on measures taken to address
the impact of the COVID-19 pandemic by 15 De-
cember 2020. The PRB has analysed these submis-
sions in its Monitoring Report on the financial and
operational impact of COVID-19 on the SES, pub-
lished in February 2021.3

The PRB wishes to thank Eurocontrol and EASA for
their support in the preparation of this report.

1.2 PRB approach to setting revised targets

8

Revising the targets for RP3 is challenging. The de-
velopment of the pandemic remains uncertain
and forecasting is difficult in view of the unpre-
dictability of the factors defining the return of
cross-border travel by air. As in previous target
setting activities, the PRB relied on the traffic fore-
cast published by Eurocontrol.

The PRB has analysed how the decrease in traffic
affects the validity of current targets and whether
the methodology and assumptions for calculating

1|ATA Press Release No: 105. Passenger Recovery Disappoints in October. Date: 8 December 2020. Revenue Passenger Kilometres were -83%
lower in Europe in October 2020 compared with October 2019. This compares to a reduction of 70% in the available seat kilometres.

2 Commission Implementing Regulation (EU) 2020/1627.
3 Monitoring Report on the financial and operational impact of COVID-19 on the SES.
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them remains adequate. The PRB has found that
whilst its basic assumptions remain valid, certain
modifications were necessary due to the different
timeline and the extraordinary circumstances af-
fecting European air traffic.

The PRB assessed what resources ANSPs had at
their disposal in 2019 and how they performed in
2020. In addition, the PRB considered the financial
situation of ANSPs as reported in December 2020.

The data from 2020 indicated that during the two
months when traffic was still at forecasted levels,
the problems with performance experienced in
RP2 remained: delays were above the targets and
environmental performance did not comply with
the targets either (i.e. extension of routes re-
mained). The picture only changed after traffic de-
creased. The following can be concluded:

o Safety: The traffic downturn creates chal-
lenges for ANSPs and NSAs. Modifications in
the other three KPAs must not endanger the
safety objectives laid down in Regulation (EU)
2017/373.

e Environment: Performance improved be-
cause of the traffic downturn. Airlines flew
more direct en route trajectories than ever
before, yet the targets were only just
achieved. This highlights scope for further im-
provement, especially because reducing the
output of CO2 emission, including the emis-
sions from aviation, has become a top priority
for the European Union.

8/32

e Capacity: The downturn of traffic caused an
oversupply of capacity. Traffic reduced drasti-
cally within a very short period. As it is ex-
pected to remain below the 2019 values for
the next five years, ANSPs should be able to
meet more ambitious delay targets.

e Cost-efficiency: ANSPs must provide air navi-
gation services even if only a few aircraft op-
erate through their skies. Nevertheless, the
drastically reduced traffic in 2020 and the
forecasted reduction for the remaining years
of RP3 justify requiring ANSPs to adapt their
costs to the new situation. Data shows that in
2020, in general, ANSPs were not able to ad-
just their costs to the downturn. Costs in 2020
are estimated to be only 1% lower than in
2019. In 2019, Member States and their AN-
SPs needed 6.3B€,017 to manage 9.9M flights.
ANSPs are expected to adapt their cost for the
remainder of RP3.

12 The PRB held a consultation meeting on 4" Febru-

ary 2020 with stakeholders. This gave the oppor-
tunity for airspace users, air navigation services
providers and professional staff organisations to
present their views on the revision of targets for
RP3. It also provided an opportunity for the
broader stakeholder community to ask questions
regarding the ongoing work of the PRB. The out-
comes of these discussions have been considered
during the preparation of this report.

Key principles for the revision of targets

Safety remains the highest priority. Safety levels have to be maintained or improved.

Target setting must consider that there is currently 50% less traffic than in previous years, with expectation of a
partial recovery by the end of RP3.

ANSPs need to deliver improvements in terms of environmental and capacity performance, restructure their busi-
ness where possible and accelerate the implementation of the European ATM Master Plan to achieve the targets.

Cost levels must reflect the drop in traffic and the forecasted duration of the downturn of traffic due to the pan-
demic.
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TRAFFIC FORECAST
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e Traffic forecasting is difficult during volatile times, resulting in high levels of uncertainty and signifi-
cant differences between the scenarios.

e The PRB advises the Commission to use of the November 2020 STATFOR Scenario 2 (most likely
scenario) as the basis for the revision of the targets.

As stipulated in Article 9 of the Commission Imple-
menting Regulation (EU) 2019/317, the traffic
forecast for Union-wide targets should be based
on the latest available Eurocontrol Statistics and
Forecast Service (STATFOR) base forecast.

STATFOR published its latest five-year traffic fore-
cast for IFR movements in November 2020.* Pre-
vious STATFOR publications have provided high,
base and low forecasts. This latest forecast is
based on three scenarios linked to the availability
and effectiveness of vaccinations for travellers or
the end of the pandemic:

e Scenario 1 — Vaccine summer 2021: vaccine
widely made available for travellers (or end of
pandemic) by summer 2021, with traffic re-
turning to 2019 levels by 2024.

e Scenario 2 — vaccine summer 2022: vaccine
widely made available for travellers (or end of
pandemic) by summer 2022, with traffic re-
turning to 2019 levels by 2026. Eurocontrol
considers this the ‘most likely’ scenario.

e Scenario 3 — vaccine not effective: lingering
infection and low passenger confidence, with
traffic returning to 2019 levels by 2029.

15

16

Traffic forecasting is difficult during volatile times,
resulting in high levels of uncertainty and signifi-
cant differences between the scenarios pre-
sented. The most likely scenario, Scenario 2, sug-
gests that traffic in 2021 may return to approxi-
mately 50% of the traffic movements of 2019. By
the end of RP3 the scenario estimates that traffic
movements could return to 93% of 2019 and then
take a further two years of RP4 to return to the
traffic levels of 2019.

The PRB advises the Commission to use the No-
vember 2020 STATFOR Scenario 2 as the basis for
the revision of the targets.

4 https://www.eurocontrol.int/publication/eurocontrol-five-year-forecast-2020-2024.
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e The PRB advises the Commission to retain the current Union-wide safety targets.

3.1 Introduction to the safety KPA

17 The pandemic does not change the overall goal re-
lated to safety, which remains the highest priority
and should be further improved. The impact of the
pandemic on aviation underlines the importance
of having a robust and vigilant safety management
system, able to retain safety levels under signifi-
cantly varying circumstances.

3.2 Analysis of the safety KPA
Current status

18 At the time of writing of this report, there is no
verified data available for the monitoring of the
Safety KPA (EoSM for ANSPs) for 2020. The PRB
expects that ANSPs continue the positive develop-
ments seen under RP2 and recognise that the abil-
ity to adapt to COVID-19 requires a robust and vig-
ilant safety management system to manage un-
foreseen developments.

19 Compliance with Regulation 2017/373 will help to
improve the maturity of the safety management
systems.

Outlook for the safety KPA

20 When setting the current targets for RP3, it was
assumed a continued increase in trafficand a need
to provide additional capacity without a corre-
sponding increase in the cost base. Changes to op-
erational concepts (e.g. Free Route Airspace, Ad-
vanced Flexible Use of Airspace, dynamic airspace
configuration) and technical air traffic manage-
ment systems (e.g. virtualisation, increased au-
tomatisation) were expected. Thus, the targets for
safety performance were counterbalancing tar-
gets for other KPAs, mainly for capacity and cost-
efficiency.

21 The pandemic has changed the priorities, going
from the need to provide additional capacity to
adapting operations to reduced traffic, whilst re-
ducing the CO2 output of aircraft and reducing
costs without compromising safety levels:

e ANSPs must be able to provide required lower
capacity at reduced cost due to the significant

22

drop in revenue, without compromising
safety.

e ANSPs must implement changes to opera-
tional concepts, technical systems and their
organisations under financial constraints
without compromising safety.

e The recovery is likely to be unpredictable as
the return of traffic is uncertain. ANSPs must
implement measures to safely accommodate
the forecasted increases in traffic rather than
awaiting potential future drops in demand.

e Traffic will grow again, and the year-to-year
increase may be higher than seen in RP2. This
will challenge ANSPs differently depending on
what measures they implemented in re-
sponse to the financial impact from the pan-
demic. Changes may occur within short time-
scales requiring ANSPs to react promptly
while maintaining safety.

The EASA survey on the safety issues arising from
the pandemic highlighted the need for well-func-
tioning management systems to ensure that or-
ganisations can identify and manage risks effec-
tively.®> Retaining the current targets will ensure
that ANSPs maintain their safety achievements.

3.3  PRB recommendations for the safety KPA

23

Based on the analysis and after coordination with
EASA, the PRB advises the Commission to retain
the current Union-wide safety targets - i.e. ma-
turity Level D in the safety management objective
“risk management” and Level C on all other objec-
tives.

5 Review of Aviation Safety Issues Arising from the COVID-19 Pandemic, EASA, https://www.easa.europa.eu/newsroom-and-
events/news/easa-published-review-aviation-safety-issues-arising-covid-19-pandemic.
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bitious targets.

e Member States should improve environmental performance in years with excess capacity.
e Planned network improvements, lower traffic levels, and reduced congestion allows for more am-

e The PRB advises the Commission to revise the Union-wide environment targets.

Introduction to the environment KPA

The pandemic impacted travel by air at a time
when the environmental footprint of aviation was
in the spotlight. The sharp decrease of flight
movements contributed to the global reduction of
greenhouse gases (-9%).° For the revision of the
environment targets, the PRB has considered that
the number of flight movements will remain at
levels lower than 2019 for the remainder of RP3.

The environmental key performance indicator
measures the extension of horizontal routes at
Union-wide level. In 2020, horizontal flight effi-
ciency improved because of more direct en route
flight trajectories showing that ANSPs and air-
space users can fly more directly when there are
no capacity constraints.

PRB analysis of the environment KPA

The current Union-wide performance targets for
the environment KPA were calculated based on
the following elements:

e historic performance;

e the contribution of factors that are outside of
the control of ANSPs i.e. weather and air-
space user route choices;

e improvements to the route network design
expected by 2024 according to the Network
Manager, including the implementation of
Free Route Airspace;’

e feedback from stakeholders.

The PRB analysed these factors when proposing
revised targets.

Historic performance

27

The data for 2019 shows that a high volume of
traffic and a lack of capacity leads to poorer flight
efficiency. In 2019, months with lower traffic and
lower delays show lower route extension (Figure
1).

3.0% Nov Oct Apr May

Jul

Sep Aug

2.2% Jan

0.0 0.5 1.0 1.5 2.0 25 3.0 35 4.0
ATFM delays (min/flight)

2019 ====2019 capacity target

Figure 1 - 2019 monthly environment performance against
monthly capacity performance (source: PRB elaboration), showing
a correlation between the two. 2020 data is less clear as delays
were almost zero in most months.

28

29

For 2020, delays were zero in most Member
States, but route extensions continued to exist.
Thus, flight efficiency was analysed with respect to
its correlation with traffic i.e. IFR movements.

The data for 2020 shows that environmental per-
formance depended on the level of traffic irre-
spective of capacity constraints and followed a
similar correlation as 2019 - i.e. months with
fewer IFR movements showed lower route exten-
sion. In summer 2020, when traffic recovered
slightly, flights had a higher extension, demon-
strating the sensitivity between environmental
performance and traffic levels under the current
structures/airspace design (Figure 2, next page).

6 https://www.nature.com/articles/s41467-020-18922-7#:~:text=Near%2Dreal%2Dtime%20daily%20emissions,(1551%20Mt%20C0O2).

7 https://www.eurocontrol.int/publication/european-route-network-improvement-plan-ernip-part-2.
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Figure 2 — 2019 and 2020 horizontal flight inefficiencies against
the number of IFR movements (source: PRB elaboration), showing
a correlation between traffic levels continued to exist in 2020 de-
spite many months of zero delays.

30 Taking into account these results, Member States
should be able to improve the environmental per-
formance in years with excess capacity and low
traffic. The available figures for 2020 confirm this:
the lower traffic helped Member States achieve
the target of 2.53% for 2020.

31 All three scenarios of the traffic forecast suggest
that during RP3, traffic will increase from the his-
toric low but the levels of 2019 are unlikely to re-
turn during RP3. Member States should therefore
be able to improve environmental performance.

32 Data show that there is a correlation between KEA
and delay (en route ATFM delay in minutes per
flight). For each additional minute of en route
ATFM delay per flight, KEA increases by +0.15 per-
centage points.

33 Considering the proposed revision of the current
capacity targets (see Chapter 5), this change trans-
lates to a reduction in the current environmental
targets of 0.08 percentage points in 2021 and 0.03
percentage points thereafter.

External Factors

34 The PRB analysed whether the original buffers ap-
plied to the current Union-wide targets to account
for external factors such as weather, network dis-
ruptions etc. are still valid. The PRB found that the
analysis remained valid with the new data availa-
ble since the previous target setting process and
therefore no further adjustments are needed to
account for external factors.

Improvement to the route network

35 Inthe European ATS Route Network Version 2020-
2024, published in July 2020, the Network Man-
ager expects the route extension to decrease from
2.22% in December 2019 to approximately 1.85%

36
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by 2024, due to improved airspace design. This as-
sumes that all recommended airspace projects
are implemented, including Free Route Airspace
throughout the SES area.

The calculation of the Network Manager also as-
sumes that all flights can use the route network
without any restrictions and with all CDRs perma-
nently available, which cannot be fully imple-
mented in day to day operations.

4.3 Proposal for revised targets for the environ-

37

38

39

ment KPA

The PRB advises the Commission to revise Union-
wide environment targets (Table 1, next page).
The target for 2020 is unchanged, as this would
amount to a retroactive adjustment of the target
for the environment KPI.

The revised breakdown values for the environ-
ment KPA as calculated by the Network Manager
are shown in Annex |.

The proposed targets are based on lower fore-
casted traffic, less congestion and lower delays, as
well as an improved network. The recommended
revision of the current targets for horizontal flight
efficiency may at first glance seem modest (from -
0.08 percentage points in 2021 to -0.03 percent-
age points for the remainder of RP3). However, it
should be considered that the current targets
were ambitious and would have required a sub-
stantial effort from Member States. Nevertheless,
Member States and stakeholders should still be
challenged with respect to environmental perfor-
mance and complacency would not be compatible
with overall priority to reduce CO2 emissions of
aviation.
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Proposal for revised Union-wide environment targets

2020 2021 2022 2023 2024

Current Union-

. 2.53% 2.47% 2.40% 2.40% 2.40%
wide targets

Proposal for re-
vised Union- 2.53% 2.39% 2.37% 2.37% 2.37%
wide targets

Table 1 — Proposals for revised Union-wide environment targets.
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52

42

43

CAPACITY
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traffic growth.

capacity to meet the (low) demand.

e Previous reference periods focused on increasing capacity and coping with strong and continuous
e Due to the steep drop in traffic and the excess capacity, ANSPs are expected to provide adequate

e The PRB advises the Commission to revise the Union-wide capacity targets.

Introduction to the capacity KPA

Union-wide performance targets for capacity aim
to ensure that sufficient capacity is offered to
meet demand. After the drop in traffic due to the
COVID-19 pandemic, the assumptions behind the
current capacity targets are no longer valid.

The focus of previous reference periods was on in-
creasing capacity and coping with strong and con-
tinuous traffic growth in certain regions of Europe,
and with saturated airspace in the core area. In
RP2, structural capacity and staffing issues were
responsible for high levels of delay. Since the in-
troduction of travel restrictions following the out-
break of the pandemic in Europe, the European
network has a costly excess of capacity.

PRB analysis of the capacity KPA

The PRB analysed whether the methodology and
assumptions used to calculate the current Union-
wide performance targets for capacity remain
valid for RP3.

The current Union-wide performance targets for
capacity were calculated based on a methodology
built on the following elements:

e the system-wide cost optimum of en route
ATFM delays;

e the historical statistical calculations for delays
caused by adverse weather;

e the historical statistical values for delays
caused by disruptions (technical or industry
action related);

e the status of the network and the structural
issues and staffing problems during RP2.

System-wide cost optimum of en route ATFM delays

44 The system-wide cost optimum delay is calculated
by the Network Manager to identify the optimum
balance between the cost of delay and the cost of
providing additional capacity.

45 The calculation compares the cost of a unit of de-
lay and the cost of additional capacity to eliminate
a unit of delay. When there is excess capacity, the
cost for accommodating additional flights is prob-
ably zero.® Therefore, the system-wide optimum
of en route ATFM should be close to zero until the
excess capacity has either been eliminated by re-
ducing resources or absorbed by increased de-
mand.

Allowances for weather and disruption-related de-
lays

46 Data from 2020 shows that as traffic levels have
decreased, en route ATFM delays associated with
disruptions and weather also diminished.’

47 Delays relating to weather and disruptions thus
occur when capacity is constrained. When there is
an excess of capacity these delays are greatly re-
duced, although it can be assumed that the
weather conditions have not changed in 2020. AN-
SPs are less able to manage the impact of weather
when capacity is constrained and, during RP2, the
allocation of the weather code for explaining de-
lays was more likely a capacity issue.

48 The PRB considers that as traffic will start to grad-
ually recover, ATFM delays caused by adverse
weather and disruptions could also start to in-
crease, because ANSPs again will have difficulty to
manage expected weather occurrences without
causing delays. Given the fact that it will take years
for traffic levels to reach 2019 levels, ANSPs can
be expected to implement processes to manage

8 If the costs associated with providing additional capacity is zero (i.e. there is an excess of capacity), then delay should also be zero (other-

wise there would be a cost associated with reducing the cost of delay).

9 It is reasonable to assume that the weather in 2020 was not significantly different from other years and therefore there is a strong link be-
tween the drop in traffic and the fall in delays related to weather.



/P R B Performance review body
of the single european sky

weather and disruption-related issues and to min-
imise respective delays once traffic rebounds to
2019 levels. Delays relating to capacity and staff-
ing constraints should be allocated as such and
weather delays must only be allocated in the ex-
ceptional case when weather is the sole cause for
delays.

Existing structural issues and staffing problems

49

50

51

The PRB Annual Monitoring Report 2019 and the
first two months of 2020 highlighted the persist-
ing issues in airspace structures, inadequate de-
ployment of new technologies, and staffing prob-
lems in some Member States. This contributed to
the Union-wide delay targets not being met in
RP2. These issues would have remained in 2020 if
traffic had not reduced so significantly.

Member States have reported various measures
to contain costs in 2020. Some of these measures
may affect the capacity offered by the ANSPs
through the reduction of ATCO hours. They can be
temporary, such as the cancellation of overtime or
the adjustments of rostering schemes or the re-
duction of working hours. Certain measures could
have long-term effects such as laying-off control-
lers, accelerated retirement schemes, and post-
poned recruitment of new ATCOs. Once the recov-
ery is established, ANSPs must find the right bal-
ance between cost containment measures and
the provision of adequate capacity. Based on the
information received in December 2020, it is not
possible to assess the extent to which ANSPs have
taken such measures. The PRB will review this fur-
ther during the assessment of the performance
plans.

The PRB expects ANSPs to use the downturn of
traffic to address structural issues and staffing
problems, recognising that planning of training
and staffing in times of highly uncertain traffic
forecasts is challenging. Approaching these prob-
lems in the same way as during RP2 will most likely
repeat the dire consequences experienced in
2018 and 2019 with considerable capacity issues
in some area control centres impacting the entire
network and causing billions of euros of delay
cost.
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Outlook for the capacity KPA

52

53

54

55

56

Until traffic levels recover significantly, ANSPs are
expected to provide adequate capacity, as excess
capacity will continue to be present in the net-
work. Once traffic reaches 70-80% of the levels in
2019, ANSPs need to provide required capacity to
avoid delays rising. ANSPs will have had sufficient
time to provide solutions enabling them to match
the offered capacity to actual demand.

Considering the data of 2020 and the uncertain-
ties of traffic forecasting, plus the potential im-
pacts of adverse weather and disruptions, it would
be ambitious and pragmatic to set the target for
2020 and 2021 at the actual average en route
ATFM delay per flight of 2020.1°

Traffic is expected to recover gradually over the
remaining years of RP3 and absorb excess capac-
ity. Therefore, the target for average en route
ATFM delays for the period of 2022-2024 is rec-
ommended at 0.5 minutes per flight.

During most of the remaining years of RP3 there
will be excess capacity (“buffer capacity”) availa-
ble. The PRB recommends using this “buffer ca-
pacity” to implement projects which in the past
were constrained by a lack of skills, and mission
critical human resources (e.g. ATCOs, engineers,
experts) and/or operational restrictions during
the implementation. “Buffer capacity” also gives
ANSPs flexibility to accelerate the implementation
of the ATM Master Plan and restructuring
measures.

The PRB recommends that ANSPs define and plan
these measures and identify the costs and bene-
fits associated. This must include yearly mile-
stones of the implementation process for moni-
toring purposes. For milestones that are not met,
the PRB will recommend to the Commission to re-
quire corrective measures for the Member State
in question.

Impact of military activities

57

It may be assumed that the COVID-19 pandemic
has affected military airspace use activities, alt-
hough not as significantly as in civil air transport.
However, considering the traffic and capacity out-

10 When setting the current targets, the upper bound for the contribution from weather related delays was 0.22 minutes per flight. For other
disruptions it was 0.12 minutes per flight. Therefore an allowance of 0.34 minutes per flight should be sufficient to cover delays relating to
these causes.
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look for RP3, the impact of military activities is ex-
pected to continue to be low, but it may gradually
become an issue in regions with capacity con-
straints.

The PRB expects that ANSPs will use the downturn
of traffic to further improve civil-military coopera-
tion.
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5.3 Proposal for revised targets for the capacity

59

60

KPA

The PRB advises the Commission to revise the Un-
jon-wide capacity targets (Table 2). The target for
2020 is unchanged. This is because this would
amount to a retroactive adjustment of the target
for the capacity KPA.

The revised breakdown values for the capacity
KPA as calculated by the Network Manager are
shown in Annex |I.

Proposal for revised Union-wide capacity targets

2020 2021 2022 2023 2024
Current Union-wide targets
(min/flight)® 0.9 0.7 0.5 0.5
Proposal for rev1§ed L.Jn|on—W|de targets 0.9 0.35 0.5 05 05
(min/flight)

Table 2 — Proposals for revised Union-wide capacity targets.

11 As for the case where Union law ceases to apply to the United Kingdom.
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are justified.

e The 2019 baseline should be based on 2019 actual values, no further adjustments to the baseline

e The 2019 actual costs should be the starting point for the revision of the targets.
e The PRB advises the Commission to revise the Union-wide cost-efficiency targets.

Introduction to the cost-efficiency KPA

Given the downturn in traffic and the traffic fore-
cast for the remainder of RP3, the current targets
for the cost-efficiency KPA are no longer valid.

The limited time available for the revision of the
targets did not allow the PRB to undertake a cost
benchmarking study as done when setting the cur-
rent targets.?

The revised targets for cost-efficiency and the
evaluation of the future costs are based on the
data submitted by Member States on 15" Decem-
ber 2020, as well as on the RP2 actual costs,
namely 2019.

6.2  PRB analysis of the cost-efficiency KPA

Cost-efficiency baseline applied for the revision of tar-
gets

64

Setting the Union-wide targets requires establish-
ing a baseline value for determined costs and for
the determined unit costs. Article 9(4)(a) of the
Implementing Regulation (EU) 2019/317 specifies:
“The baseline value for determined cost shall be
estimated by using the actual cost available for the
preceding reference period and adjusted to take
account of latest available cost estimates, traffic
variations and their relation to costs”. With re-
spect to the baseline values for the determined
unit cost, it states that “[they] .... shall be derived
by dividing the baseline value for the determined
cost with the traffic forecast expressed in service
units for the year preceding the start of the refer-
ence period”.

65

66

67

68

Neither the Implementing Regulation (EU)
2019/317, nor the exceptional measures Regula-
tion specify how to establish the baseline values in
case the Commission revises the targets.

When the Commission adopted the baseline val-
ues for RP3in 2019, it used estimates for 2019, as
the actual values for 2019 were not yet known at
the time of adoption. Now, in 2021, the actual val-
ues for 2019 are known. The PRB is of the opinion
that these actuals should be considered for the re-
vision of the baselines, as this follows the principle
of using the latest available actual data. Therefore,
the revised cost-efficiency 2019 baseline should
be based on 2019 actual values, adjusted for infla-
tion and RP3 rules relating to the calculation of en
route service units.'®

The 2019 actual costs were the highest of any year
in RP2, even higher than the determined cost for
the same year. The increase is mainly attributable
to staff costs, due to the capacity shortage, i.e. ex-
tensive use of overtime hours and staff train-
ing/hiring. Given that these extra costs are in-
cluded in the baseline, no further provision (i.e.
adjustments) in the baseline would be justified.

In the 2020 data submission, Member States re-
ported a wide range of adjustments to the 2019
baseline. The eligibility of such adjustments will be
analysed during the assessment of the revised
draft performance plans. But it is already apparent
for the reasons stated above that such adjust-
ments could only be justified in proven and spe-
cific exceptional circumstances such as a modifi-
cation of the scope of services (e.g. addition of
new entities, modified allocation of en route and
terminal costs). In the assessment of the draft per-
formance plans submitted in 2019, the PRB has in-
dicated the elements eligible for each of the Mem-
ber States.**

12 Advice on benchmarking of ANSPs and EU-wide cost targets. Academic Group: Nicole Adler, Peter Bogetoft, and Nicola Volta.
https://webgate.ec.europa.eu/eusinglesky/e library en.

13 Service units based on M3 method.
14 PRB assessment of RP3 performance plans, https://webgate.ec.europa.eu/eusinglesky/e library en.
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The PRB proposal of the revised 2019 baseline val-
ues for the purpose of setting the cost-efficiency
targets is presented in Table 3.

Current 2019
baselinels

Proposal for
revised 2019
baseline

En route costs

6,245,065,000 6,265,631,1521°

(€2017)
Service units (M3) 126,712,000 124,741,008
Determined unit 49.29 50.23

costs (€2017)

Table 3 — Proposal of the revised 2019 baseline values.

Cost base for 2020 and 2021

70

71

72

73

The revision of cost-efficiency performance tar-
gets at Union-wide (and local) level should cover
the determined costs of calendar years 2020 and
2021 as a single period.Y’

The calendar year 2020 showed a drop in traffic,
with service units decreasing 58% compared to ac-
tual 2019 service units (56% less movements). The
situation most likely will continue in 2021, with
service units being forecasted 54% lower than ac-
tuals in 2019 (48% less movements).

In the data submitted in December 2020, Member
States overall indicate the 2020 Union-wide en
route costs being -1% less than the 2019 actual
costs. In 2021, they would be 2% higher than 2019
actual costs. Several Member States, however,
show a decrease in their 2020 and 2021 cost base,
some with a remarkable decrease: in 2020 they
plan to lower costs up to -24% against 2019 actu-
als, and in 2021 up to -21%.'® These Member
States prove that the cost base can be substan-
tially lower when traffic shows a dramatic de-
crease.

Setting the 2020 and 2021 cost base the PRB con-
siders that:

e for the revision of targets, the 2019 actual
costs should be the starting point and not the

15 As for the case where Union law ceases to apply to the United Kingdom.
16 The actual costs 2019 are not including the DFS corporate action programme.

17 As defined in the exceptional measures Regulation.
18 percentages computed at charging zone level. 2020 cost base: Slovakia -24%, Austria -16%, Portugal -14%, Bulgaria -14%, Malta -13%,
Latvia -13%, Slovenia -11%. 2021 cost base: Slovakia -21%, Latvia -14%, Czech Republic -11%.

19 Estimation based on the action taken by ANSPs as reported in the 15t December 2020 submission.

20 Detailed analysis provided in Annex IIl.
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costs Member States included in their draft
performance plans submitted in October
2019. These plans were not approved and the
PRB in February 2020 published a detailed as-
sessment of issues to be resolved. ANSPs had
sufficient time to react and consider these re-
quirements for improvement. Moreover,
COVID-19 and its effects on traffic started in
March 2020. Therefore, Member States had
nine months in 2020 to act.

e Part of the ANSPs cost base is composed of
costs that cannot be reduced in the short
term. Moreover, ANSPs operate in a regu-
lated market in which they must provide the
infrastructure and related services even in
times of reduced demand. Nevertheless, sev-
eral Member States were able to substantially
decrease their costs against 2019 actuals for
2020 and 2021 without compromising the
availability and quality of their services.

e 2019 was the year with the highest costs of
RP2, including payments for overtime to alle-
viate delays. The PRB estimates the Union-
wide costs related to overtime being approxi-
mately 4% of the 2019 actual costs.*

e During RP2, Member States charged approxi-
mately 4.5% of the cost base in 2019 for the
remuneration of the capital. In times of crisis,
Member States should reconsider whether it
is appropriate to charge airspace users the re-
muneration of capital.

e In preparation for RP2, Member States sub-
mitted forward looking costs which on aver-
age were 8% higher than the actual costs, in-
dicating that they overestimated their costs.?
It can be assumed that the latest submission
from most Member States includes a similar
margin.

In view of the above considerations, the PRB ad-
vises the Commission to set the 2020 and 2021
cost base as 90% of the 2019 actual costs, expect-
ing that ANSPs can manage a cost base which 10%
lower than in 2019. Therefore, the determined
costs for the 2020 and 2021 as a single (combined)
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period should amount to 11,278,136,074€5017.
Considering that 2020 and 2021 are combined to
a single period, those ANSPs which have not yet
taken adequate measures to lower their cost will

have to react and adapt their business, as several
Member States have done.

Cost base from 2022 to 2024

75 Despite an expected modest increase of traffic for
the last three years of RP3, the service units and
movements forecast show lower figures than the
2019 actuals, i.e. ANSPs will still have to manage
fewer flights than in 2019.2* Member States data
submissions show that, following their plans, the
Union-wide en route cost would increase in the
last three years of the period, reaching 6.9B€5017
in 2024 (+11% compared to 2019 actuals).

76 In setting the cost base from 2022 to 2024, the
PRB considers that:

e The industry long term technical improve-
ments (e.g. allocation and utilisation of re-
sources) and the implementation of SESAR
solutions should be taken into account and
factored into the cost-efficiency targets, as
they will improve the performance of air nav-
igation services.

e Service providers have a pivotal role in the
aviation industry and need to contribute to its
economic sustainability and to its recovery.
Despite being regulated monopolies, service
providers should react to demand contrac-
tion by adjusting their cost base.

e Service providers need to adapt and must im-
prove the flexibility and scalability of their op-
erations. This includes structural changes to
their cost base. In the cases where required
structural changes can only be reached
through a deviation from the targets, Imple-
menting Regulation (EU) 2019/317 may allow
it if the measures lead to restructuring costs
in the meaning of the Regulation resulting in
a net financial benefit for airspace users by
the end of RP4 at the latest.

e Most of the draft performance plans that
Member States submitted in October 2019
contained issues with respect to cost-effi-
ciency, which the PRB and subsequently the
Commission had asked to be addressed.

77
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These reservations remain valid and Member
States should adapt their cost base.

e The PRB recognises the uncertainty related to
the forecast of traffic for the last years of the
reference period. Considering that the pan-
demic could (again) take an unforeseeable
turn, the alert threshold defining the possible
revision of the performance plan allows for
the flexibility needed (as described in Section
7).

The PRB advises the Commission to set the 2022,
2023, and 2024 determined costs at 90% of the
actual costs of 2019 taking into account the rea-
sons listed above (i.e. 5,639,068,037€,017 for each
year). The values proposed should not impair the
investment plans nor the training of staff, and pro-
visions for these activities are considered in the
proposed amounts. Costs are composed by quan-
tities, prices and allocation of resources. Member
States have several ways to reduce costs without
simply cutting staff and investments.

6.3 Proposal for revised targets for the cost-ef-

78

ficiency KPA

The PRB advises the Commission to revise the Un-
ion-wide cost-efficiency targets as follows:

e The year-on-year change of en route cost
should be calculated starting from a baseline
value of 6,265,631,152€,0:7 for determined
costs, and 50.23€,017 for determined unit
costs;

e A vyear-on-year change of the average Union-
wide determined costs of +104.2% for the sin-
gle/combined period 2020/2021, -36.5% for
2022,-15.0% for 2023, -12.4% for 2024 (Table
4, next page).

21 Service units -31% in 2022, -17% in 2023, -7% in 2024 with respect to 2019 actuals. Detailed analysis provided in Annex III.
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Proposal for revised Union-wide cost-efficiency targets
2019 Baseline 2020/2021 2022 2023 2024

En route costs
(€2017)

6,265,631,152 | 11,278,136,074 5,639,068,037  5,639,068,037

5,639,068,037

Service units
(M3)

124,741,008 109,968,026 86,656,273 101,925,348

116,358,421

Determined
unit costs
(€2017)

50.23 102.56 65.07 55.33

48.46

Proposal for re-
vised Union-
wide targets

+104.2% -36.5% -15.0%

-12.4%

Table 4 - Proposals for revised Union-wide cost-efficiency targets.
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6.4  Simulation of retroactive adjustments with

79

80

81

revised targets

Under normal circumstances, the en route costs
are charged to airspace users through the unit
rates. The unit rate accounts for actual traffic and
cost, ringfencing the (financial) risk for ANSPs with
the traffic-risk sharing mechanism and shifting the
risk for reduced actual revenues to airspace users,
as well as sharing higher revenues with them.
Given the steep fall in traffic and thus revenues,
these mechanisms were no longer adequate to
cope with the realities of 2020 and 2021, espe-
cially covering the huge lack of revenues of ANSPs
in 2020 and 2021.

Arguing that the SES basic Regulation stipulates
the “users pay principle”, the Commission and
Member States decided that, ultimately, airspace
users would have to cover the gap in revenues for
2020 and 2021. However, given that airlines are
not able to shoulder any additional financial bur-
den in the current crisis and are fighting for sur-
vival, the exceptional measures Regulation pre-
scribes that the necessary adjustment of the unit
rate should be delayed to 2023 and be spread
equally over a period from five to seven calendar
years to avoid a disproportionate effect on unit
rates.?

The PRB has undertaken a simulation to assess the
expected impact of the adjustments based on the
proposed revised targets on the average Union-
wide unit rates for RP3 (Table 5). The simulation is

82
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based on several assumptions and should be con-
sidered as indicative only:?

e only retroactive adjustments are considered.
Carry-overs from RP2 or that could be gener-
ated during RP3 are not included,;

e retroactive adjustments are spread over five
years;

e performance plans will be approved in 2022
and retroactive adjustments will be applied as
of 2023;

e values provided in real €017 instead of nomi-
nal terms.

The simulation shows that with the revised tar-
gets, a total amount of 5.4B€,017 will be recovered
through retroactive adjustments (of which
2.2B€5017 in RP3 and the remaining amount in
RP4). For at least five years, airspace users will
have to pay a substantially higher unit rate to
cover the lack of revenue ANSPs incurred due to
the downturn of traffic during the pandemic. Be-
cause of the retroactive adjustment, the unit rates
will most likely be higher than in 2019 both during
RP3 and part of RP4, effectively erasing any cost-
efficiency gains. The PRB is aware that it would
take a decision at political level to avoid this sober-
ing outcome.

2020 2021 2022 2023 2024
En route costs (B€2017) 5.6 5.6 5.6 5.6 5.6
Service units (M3) (M) 53 57 87 102 116
Missing revenues (B€2017) 2.8 2.6
Retroactive adjustments (B€2017) 1.1 1.1
Simulated unit Rate (€2017) 53.53 53.72 65.07 65.88 57.71
Remaining amounts to be recovered during RP4 (B€2017) 3.2

Table 5 - Simulation of unit rates including retroactive adjustments with proposed revised targets.

22 Article 5 (4) and (5); the remaining paragraphs of the Article describes the changes to be applied to the N+2 carry-overs, which are not
covered in this simulation.
23 Exact values can only be calculated by analysing each Member State when performance plans will be approved and when actual traffic is
known.
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OTHER ELEMENTS
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e The PRB advises the Commission to retain the current alert thresholds.
e The PRB advises the Commission to retain the current comparator groups.

Alert thresholds

The Commission Implementing Regulation (EU)
2019/317 requires the Commission to set three
different types of alert thresholds (IFR move-
ments, service unit and reference values) beyond
which Member States may request a revision of
the performance targets contained in their perfor-
mance plan.

The alert thresholds adopted in the Commission
Implementing Decision (EU) 2019/903 for RP3 are
triggered under the following conditions:?*

e actual traffic deviates from the traffic forecast
in the performance plan adopted over a given
calendar year by at least 10% of IFR move-
ments;

e actual traffic deviates from the traffic forecast
in the performance plan adopted over a given
calendar year by at least 10% of service units;

e the variation of the seasonal updates of the
NOP in comparison to the reference values
from the latest NOP available at the time of
drawing up the performance plan is:

- at least 0.05 minutes of en route ATFM
delay if the reference values from the lat-
est NOP available at the time of drawing
up the performance plan is less than 0.2
minutes or

- 0.04 minutes increased by 5% of the ref-
erence value, if the reference values from
the latest NOP available at the time of
drawing up the performance plan is
greater than or equal to 0.2 minutes.

These thresholds grant Member States adequate
options to react to changed circumstances and de-
velopments beyond the forecast, both under nor-
mal circumstances but also in situation as the cur-
rent uncertainty in traffic. In this context, it should
be noted that the STATFOR Scenarios 1 and 3 de-
viate more than 10% from Scenario 2 in all years
of RP3 (both in terms of IFR movements and ser-

24 As for the case where Union law ceases to apply to the United Kingdom.

25 Study provided for the Commission by Steer in 2018.

26 As for the case where Union law ceases to apply to the United Kingdom.

86

vice units). Should one of these scenarios materi-
alise, the thresholds for traffic may be easily trig-
gered leading to a revision of the performance
plan.

The PRB advises the Commission to retain the cur-
rent alert thresholds.

7.2  Comparator groups

87
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The current RP3 targets use comparator groups
for the baseline 2019 which refer to an external
study.?® The study used a similar approach as dur-
ing RP2, relying on traffic complexity, traffic vol-
ume, cost of living indices, traffic variability and
unit ATCO employment costs. Member States
were grouped to maximise the similarities within
each group and minimise the similarities between
groups.

Five comparator groups were identified and
adopted in the Commission Implementing Deci-
sion (EU) 2019/903:2°

e Group A: air navigation service providers of
Germany, France, Spain and Italy.

e Group B: air navigation service providers of
Norway, Sweden, Denmark, Finland and Ire-
land.

e Group C: air navigation service providers of
Czech Republic, Croatia, Slovenia, Hungary,
Slovakia, Bulgaria, Poland, Romania and Por-
tugal.

e Group D: air navigation service providers of
Cyprus, Malta, Estonia, Latvia, Lithuania and
Greece.

e Group E: air navigation service providers of
Austria, Switzerland, Belgium-Luxembourg
and the Netherlands.

The comparator groups are defined for the pur-
pose of assessing performance targets in the draft
performance plans. They are used to assess the
consistency of the charging zone determined unit
cost against the average of the comparators. The
cost baseline refers to 2019, the year preceding
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the COVID-19 crisis. Therefore, the crisis and the

related exceptional measures are later and not
relevant for 2019. The PRB advises the Commis-
sion to not revise the comparator groups.
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8 SUMMARY OF RECOMMENDATIONS
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e The PRB advises the Commission to retain the current Union-wide safety targets.
e The PRB advises to Commission to revise the Union-wide environment targets.

e The PRB advises to Commission to revise the Union-wide capacity targets.

e The PRB advises to Commission to revise the Union-wide cost-efficiency targets.
e The PRB advises the Commission to retain the current alert thresholds.

e The PRB advises the Commission to retain the current comparator groups.
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ANNEX | — ENV BREAKDOWN VALUES

Breakdown values for the environment KPA - KEA

2020 2021 2022 2023 2024
Austria 1.90% 1.96% 1.96% 1.96% 1.96%
Belgium 7.09% 3.10% 3.05% 3.00% 3.00%
Bulgaria 1.95% 2.25% 2.25% 2.23% 2.23%
Croatia 1.49% 1.46% 1.46% 1.46% 1.46%
Cyprus 4.10% 3.84% 3.84% 3.84% 3.84%
Czech Republic 2.26% 2.05% 2.05% 2.05% 2.05%
Denmark 1.21% 1.14% 1.14% 1.14% 1.14%
Estonia 1.33% 1.22% 1.22% 1.22% 1.22%
Finland 0.97% 0.88% 0.88% 0.88% 0.88%
France 2.90% 2.93% 2.81% 2.81% 2.81%
Germany 2.81% 2.31% 2.30% 2.30% 2.30%
Greece 1.94% 2.00% 1.92% 1.92% 1.92%
Hungary 1.45% 1.50% 1.49% 1.49% 1.49%
Ireland 1.56% 1.13% 1.13% 1.13% 1.13%
Italy 2.83% 2.67% 2.67% 2.67% 2.67%
Latvia 1.30% 1.25% 1.25% 1.25% 1.25%
Lithuania 1.90% 1.93% 1.92% 1.92% 1.92%
Malta 1.46% 1.82% 1.80% 1.80% 1.80%
Netherlands 7.22% 2.63% 2.62% 2.62% 2.62%
Norway 1.43% 1.55% 1.55% 1.55% 1.55%
Poland 1.67% 1.65% 1.65% 1.65% 1.65%
Portugal (Continental) 1.76% 1.80% 1.80% 1.80% 1.80%
Romania 1.55% 2.10% 2.05% 2.00% 2.00%
Slovakia 2.10% 2.15% 2.13% 2.13% 2.13%
Slovenia 1.68% 1.55% 1.55% 1.55% 1.55%
Spain 3.23% 3.09% 3.08% 3.08% 3.08%
Sweden 1.26% 1.05% 1.05% 1.05% 1.05%
Switzerland 4.62% 3.95% 3.95% 3.95% 3.95%

Table 6 — Breakdown values for KEA.
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ANNEX |l — CAP BREAKDOWN VALUES

Breakdown values for the capacity KPA — minutes of en route ATFM delay per flight

2020 2021 2022 2023 2024
Austria 0.37 0.10 0.17 0.17 0.16
Belgium 0.20 0.07 0.12 0.13 0.12
Bulgaria 0.17 0.04 0.08 0.07 0.08
Croatia 0.33 0.09 0.16 0.17 0.17
Cyprus 0.36 0.10 0.16 0.15 0.15
Czech Republic 0.20 0.06 0.11 0.11 0.11
Denmark 0.14 0.03 0.06 0.06 0.05
Estonia 0.05 0.01 0.03 0.03 0.03
Eurocontrol 0.36 0.13 0.19 0.19 0.19
Finland 0.09 0.03 0.05 0.05 0.05
France 0.43 0.18 0.25 0.25 0.25
Germany 0.52 0.18 0.24 0.25 0.24
Greece 0.34 0.10 0.14 0.15 0.15
Hungary 0.14 0.06 0.11 0.11 0.11
Ireland 0.07 0.01 0.03 0.03 0.03
Italy 0.25 0.07 0.11 0.11 0.11
Latvia 0.06 0.01 0.03 0.03 0.03
Lithuania 0.05 0.01 0.03 0.03 0.03
Malta 0.02 0.01 0.01 0.01 0.01
Netherlands 0.13 0.06 0.09 0.09 0.10
Norway 0.18 0.06 0.11 0.11 0.11
Poland 0.30 0.07 0.12 0.12 0.12
Portugal (continen- 0.23 0.09 0.13 0.13 0.13
Romania 0.14 0.02 0.04 0.04 0.04
Slovakia 0.18 0.05 0.07 0.08 0.07
Slovenia 0.23 0.05 0.09 0.09 0.09
Spain 0.36 0.12 0.20 0.19 0.19
Sweden 0.15 0.05 0.07 0.08 0.08
Switzerland 0.33 0.12 0.19 0.19 0.19
Baltic 0.29 0.07 0.11 0.12 0.12
BLUE MED 0.32 0.09 0.14 0.14 0.14
DANUBE 0.25 0.04 0.09 0.09 0.09
FABCE 0.18 0.15 0.25 0.26 0.25
FABEC 0.5 0.27 0.37 0.37 0.37
NEFAB 0.69 0.04 0.08 0.09 0.08
DK-SE 0.14 0.05 0.08 0.09 0.08
SW 0.41 0.15 0.22 0.22 0.22
UK-Ireland 0.35 0.15 0.27 0.26 0.27

Table 7 — Breakdown values for en route ATFM delay per flight.
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ANNEX Il — DATA SUBMISSIONS

December 2020 forward looking data submission

90

91

92

93

This section analyses the data submitted in De-
cember 2020 by the national supervisory authori-
ties as input for the setting of the revised Union-
wide targets according to Article 2 of Commission
Implementing Regulation (EU) 2020/1627. The
data contains the baseline values and the latest
traffic and costs forecasts for RP3 en route activi-
ties. This analysis has been conducted taking into
consideration the information and data provided
by Eurocontrol.

The United Kingdom has not been included in this
analysis since it is no longer part of the Single Eu-
ropean Sky.

To ensure consistency and comparability with his-
torical values, the cost data has been converted
into real €2017 applying the latest available inflation
rates according to the legal provision applicable
for RP3. Similarly, the service units are presented
in M3 values.

A few corrections have been applied to the data
submitted:

e Jreland included the NSA costs in real terms in
the cost base. These values have been revised
to nominal terms.

e Malta and Slovakia did not submit cost data
related to the NSA. The missing values have
been replaced with the actual NSA costs of
2019.

e DFS’ corporate action programme is not con-
sidered in the analysis.
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En route cost base evolution
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RP2 actual costs

The RP3 data submitted in December 2020 shows
a 12% increase in costs during the reference pe-
riod, from 6.ZB€2017 in 2020 to 6.9B€2017 in 2024
(Figure 3). Compared to 2019 actuals, the costs
are first expected to decrease by 1% in 2020 and
to increase thereafter (i.e. +2% in 2021, +6% in
2022, +9% in 2023, and +11% in 2024).

When analysing RP2, the Union-wide 2015 actual
cost base amounted to 6.1B€,017 with the actual
cost base remaining rather stable during the pe-
riod (i.e. 0% in 2016, 0% in 2017, +2% in 2018, and
+3% in 2019).

According to the data submitted in December
2020, the cumulated Union-wide costs for the en-
tire RP3 would amount to 33B€3017, 8% higher
than the cumulated actual costs of RP2 (31B€,017).

In the December 2020 submission, Member
States provided initial data regarding the baseline
cost values for both 2014 and 2019. Article 9(4) of
Implementing Regulation (EU) 2019/317 defines
the baseline value for determined costs as an es-
timate based on the actual costs of the preceding
reference period and adjusted for the latest avail-
able cost estimates, traffic variations and their re-
lation to costs.

As outlined in point 4.1 of section 1 of Annex | of
Implementing Regulation (EU) 2019/317, the
baseline values are used for target setting pur-
poses. More specifically, the 2019 cost baseline di-
vided by the traffic baseline results in the baseline
determined unit cost (DUC). The cost-efficiency
target, being the year-on-year percentage change
of DUG, is calculated based on the DUC baseline.
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Figure 3 - Union-wide en route cost base evolution, showing rather stable costs throughout RP2 and increasing

costs in RP3.
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99 To ensure consistency between RP2 and RP3 in
the scope of services, the baseline can be ad-
justed. Examples of eligible adjustments for
changes with respect to the scope of services be-
tween RP2 and RP3 are the addition of new enti-

ties or the change in allocation of en route and ter-
minal costs.

100 In the data submitted, 13 Member States pre-
sented an adjustment to the 2019 actual costs,
while only one adjusted the 2014 actual costs. The
Union-wide adjustment to the 2019 actual costs
amounts to 287M#€,017, which leads to a 5% higher
baseline value compared to the actual costs of
2019. The largest adjustments of the 2019 base-
line compared to the actual costs are reported by
Germany (+20%), Norway (+15%), Poland (+14%),
and Greece (+12%). The adjustment of 2014 base-
line is limited to a 0.1% increase of 2014 actual
costs.

101 The eligibility of the adjustments will be evaluated
when assessing the performance plan. However,
several adjustments submitted by Member States
are similar to the ones already evaluated during
the 2019 performance plan assessment.

En route traffic evolution

102 Article 9(3) of the Commission Implementing Reg-
ulation (EU) 2019/317, requires the Commission
to set revised Union-wide performance targets
based on the latest available STATFOR base fore-
cast. Additionally, the national supervisory author-
ities were requested to provide information about
traffic forecasts covering RP3 based on Article 2(2)

103

104

105
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of the Commission Implementing Regulation (EU)
2020/1627.

The latest available forecasts were provided by
Eurocontrol in November 2020 and are composed
of: (i) scenario 1, an optimistic scenario in terms of
post-COVID traffic recovery, (ii) scenario 2, a less
optimistic scenario, and (iii) scenario 3, a pessimis-
tic traffic recovery scenario. The scenario 2 is con-
sidered as the base forecast and the most proba-
ble traffic scenario for RP3.

According to Article 10(2) of the Commission Im-
plementing Regulation (EU) 2019/317, national
supervisory authorities need to set the traffic fore-
casts based on the STATFOR base forecast. How-
ever, deviation from the STATFOR base forecast is
allowed after consulting airspace users’ repre-
sentatives and ANSPs. Differences with Eurocon-
trol's STATFOR base forecast can be related only
to specific local factors not sufficiently addressed
by Eurocontrol's STATFOR base forecast.

Service units as forecasted in the December 2020
Member States’ submission (FW2020) deviate
slightly from the STATFOR scenario 2 forecast (Fig-
ure 4). The minor difference is due to six coun-
tries, which selected a different traffic scenario.
Austria and Norway use a more conservative fore-
cast, while Bulgaria, Germany, Poland and Cy-
prus?’ are more optimistic about traffic recovery
compared to STATFOR scenario 2. The difference
between the December 2020 submission and the
STATFOR scenario 2 is greatest in 2021, where a
deviation of +7% is observed, and the smallest in
2024 (+0.4%).
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Figure 4 - Union-wide traffic evolution and STATFOR forecast scenarios (M3).

27 |n the additional information provided by Cyprus, it is stated that STATFOR Scenario 2 is adopted. However, the forecasts submitted by
Cyprus deviate between 21% and 10% from the STATFOR Scenario 2 for RP3.
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En route unit cost evolution

106 This section analyses the yearly evolution of unit
costs, which is defined as the ratio of the submit-
ted costs and traffic within the respective year. Ar-
ticle 4 of the Commission Implementing Regula-
tion (EU) 2020/1627 defines 2020 and 2021 as
one single period due to the exceptional circum-
stances of the pandemic. Therefore, for 2020 and
2021 the determined unit cost is calculated as a
single value for those two years.

107 The unit costs show a peak for the combined pe-
riod 2020/2021, 111.35€,017 per service unit (Fig-
ure 5). The significant increase in unit cost com-
pared to 2019 (+122%) is mainly caused by the
drastic decrease in traffic (-58%) in 2020 as out-
lined in the previous section. Starting from 2022,
the unit costs are expected to decrease due to the
increase of traffic (i.e. -33% in 2022, -12% in 2023,
-10% in 2024). However, despite this evolution,
the submitted unit cost of 2024 is 18% higher than
the actual 2019 unit cost.

Forward looking data submitted in December
2020 against actuals 2019

108 In this section, RP3 forward-looking data submit-
ted in December 2020 is compared against the ac-
tual costs and traffic of 2019 (Figure 6).

109 The Union-wide actual costs amounted to
6.3B€,017 in 2019. Based on the December 2020
submissions, costs are expected to decrease first
by 1% in 2020 and to increase afterwards, leading
to 6.9B€,017 forecasted costs in 2024.

110 The percentage difference between the 2019 ac-
tuals and the forecasted RP3 costs ranges be-
tween -1% and +11%.
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111 In 2020 traffic decreased by 58% dropping to 53M

Difference with Actuals 2019 (%)

service units compared to 125M service units in
2019. Starting from 2021, the year-on-year per-
centage changes in service units vary between
+13% and +44%, reducing the difference between
forecasted service units and 2019 actual service
units year after year. However, the forecasted ser-
vice units of 2024 remain lower (-6%) than the ac-
tual service units of 2019.

20% 11%
0% =
10%
0% 6%
-20%
-30% -17%
A% -29%
-50%
-60%
-51

-70% -58% %

2020 2021 2022 2023 2024

% difference service units m % difference en route costs

Figure 6 - Yearly difference between 2019 actuals and December
2020 RP3 forecasts for both costs and traffic, showing a limited
reduction in costs in 2020 and a significant fall in 2020 traffic.

Main drivers affecting the cost base

112 In the data submission of December 2020, Mem-

ber States provided additional information on the
main drivers for each en route ANS cost by nature
- i.e. staff costs, other operating costs, deprecia-
tion, cost of capital and exceptional costs — for the
periods 2020-2021 and 2022-2024. The PRB notes
that most of the information provided is related to
the measures implemented or planned, rather
than describing cost drivers.

Staff costs

113 Table 8 (next page) categorises the main staff cost
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drivers reported by the Member States for RP3.
The most common driver (22 Member States)
aiming at reducing staff costs for the period 2020-

2019 2020 - 2021* 2022 2023 2024

RP2 actual unit costs FW2020 submitted

Figure 5 - DUC historical and forecasted evolution with 2020 and 2021 considered as a single year (€2017), showing
an historical high in 2020/2021 due to a significant decrease in traffic.
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2021 is “FTE” (full time equivalent). This category
includes the postponement or reduction of future
recruitment. Such actions do not affect existing la-
bour agreements and are therefore straightfor-
ward to implement. Member States also report a
reduction in the number of current FTEs as lay-offs
or reductions of non-operational staff. The second
most common driver (18 Member States) is the
reduction of salaries, and the postponement of
wage increases and staff promotions. Another re-
curring cost driver lowering staff costs is to reduce
or cancel variable compensations (10 Member
States). Under this driver category, Member
States report mainly the cancellation of bonuses,
decreased allowances and extra benefits. Nine
Member States reported a reduction of working
hours and cancellation of overtime. Four Member
States reported a cost driver regarding “pension
and early retirement”. Germany and Sweden re-
ported an increase in pension costs due to a
change in interest rates. Cost drivers reported un-
der the “other” category are mainly reductions of
training and travel costs and changes in cost allo-
cation.

Between 2022 and 2024, the same categories ap-
pear as drivers for increasing staff costs. FTE evo-
lution is identified as the most recurring driver of
staff costs for the period 2022-2024 (reported by
28 Member States). Out of these 28 Member
States, 18 are planning to gradually increase FTEs
to manage the forecasted increase in traffic, of
which eight reported hiring of new ATCOs. 13
Member States reported salaries as cost drivers,
of which 11 are forecasting an increase in salaries.
Four Member States reported “variable compen-
sations” (increased extra-legal compensations
compared to 2020-2021) as a cost driver. An in-
crease in pension costs is mentioned by four
Member States, of which two indicated early re-
tirement and Germany and Sweden reported a
change in interest rate. Concerning the working
schedule, two Member States reported a de-
crease in overtime and working hours, while one
expects overtime to amount to the 2019 level. The
“other” category mainly consists of regulatory
changes impacting staff costs and other cost driv-
ers that are not sufficiently explained.
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Number of AN- Number of ANSPs
. SPs reporting reporting the
Driver category the driver for driver for 2022-
2020-2021 2024
ETE 22 28
Salaries 18 13
Varlable.compen- 10 4
sations
Overtime and
. 9 3
working hours
Pension and early 4 4
retirements
Other 4 5

Table 8 - Staff cost drivers.

Other operating costs

115

116

Table 9 (next page) categorises the main other op-
erating cost drivers reported by the Member
States for RP3. The most common driver (18
Member States) for the period 2020/2021 is the
reduction of “travel and training expenses”. Mem-
ber States reported cancelling, decreasing or post-
poning missions and ATCO training. However, one
Member State detailed increased training costs
for newly hired ATC trainees, while another Mem-
ber State mentioned that training will have to con-
tinue in 2021. The second most common driver
(15 Member States) reducing other operating
costs is “equipment and facilities”, Member States
have reported reduced building maintenance and
energy costs. Member States have also indicated
lowering external services, by cancelling or re-
viewing external contracts. Cost drivers reported
under “other” are changes in cost allocation, in-
crease in insurance costs and reduced car fleet.
Three Member States have reported increased
costs due to the impact of IFRS16 and an increase
in provision for doubtful debtors (the driver cate-
gory “accounting”). Three Member States have re-
ported drivers decreasing costs due to a review of
investment plans. Four Member States do not re-
port specific cost drivers.

Several Member States described the evolution of
other operating cost for 2022-2024 in general
terms, not providing a detailed breakdown of cost
drivers. Moreover, for the period 2022-2024,
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most of the Member States (16) expect an in-
crease in other operating costs. This is explained
by the fact that most cost reducing measures re-
lated to other operating costs taken in 2020/2021
are temporary and not structural. Only two Mem-
ber States reported to continue cost saving
measures. “Equipment and facilities” is the most
common category driving other operating costs
(17 Member States). Five out of these 17 Member
States specified an increase in maintenance costs
compared to 2020-2021, which mainly consists of
a resumption of 2020-2021 postponed mainte-
nance. Changes in travel and training are the sec-
ond most common driver of other operating costs,
mentioned by 12 Member States. In general,
Member States are expecting to increase both
travel and training costs, while one Member State
reported further postponement of training and
travel limitations. The “other” cost driver category
contains among others unspecified price in-
creases. Five out of the six Member States review-
ing RP3 investments reported to increase them,
and thus foresee an increase in other operating
costs. Six Member States outlined that “External
services” contracts will be either postponed, in-
creased or renegotiated. Finally, six Member
States do not report specific cost drivers.

Number of AN- Number of AN-
. SPs reporting SPs reporting
Driver category the driver for the driver for
2020-2021 2022-2024
Travel and training 18 12
expenses
Equ1pmen.t and facili- 15 17
ties
External services 11 6
Other 5 8
Accounting 3 1
Review of RP3 invest- 3 6
ment plan

Table 9 — Other operating cost drivers.

Depreciation costs

117 Table 10 categorises the main depreciation cost
drivers reported by the Member States for RP3.
The most common driver for the period 2020-
2021 aiming at reducing depreciation costs is
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“change in asset base” (23 Member States). Mem-
ber States postponed projects, reviewed the RP3
investment plans (i.e. rescheduling of investments
and project’s change of scope) and cancelled in-
vestments. Cost drivers reported under the
“other” category are changes in cost allocation
and accounting, expecting to increase deprecia-
tion costs. Three Member States did not report
specific cost drivers.

118 For the 2022-2024 period, “change in asset base”
remains the most prominent driver of deprecia-
tion costs (25 Member States). More specifically,
14 Member States reported postponed invest-
ments, of which eight indicated that previously
postponed investments will be (re-) launched in
2022-2024, pushing depreciation costs upwards.
The remaining six Member States that mentioned
postponed investments further delay investments
to reduce costs. In “change in asset base”, three
Member States reported to implement a new
ATM system and eight Member States indicated a
review of the RP3 investment plans. However, two
out of these eight Member States are still revising
their investment plan for 2022-2024. The Impact
of IFRS implementation and a change in invest-
ment life compose the “other” cost driver cate-
gory. Four Member States do not report specific
cost drivers.

Number of AN- Number of AN-
SPs reporting SPs reporting

Driver category the driver for the driver for

2020-2021 2022-2024
Postponed invest- 23 24
ments
Other 4 2

Table 10 — Depreciation cost drivers.

Cost of capital

119 Table 11 (next page) categorises the main cost of
capital drivers reported by the Member States for
RP3. The most common cost driver for the period
2020-2021 is “change in asset base”, reported by
14 Member States. Some Member States re-
ported the changes in the asset base, while others
specified that the reduced asset base was
achieved by changing the investment plans. A
change in WACC components were mentioned by
six Member States. Cost drivers reported under
the category “other” concerns Member States
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that did not provide sufficient detail. Nine Mem-
ber States do not report specific cost drivers.

120 For the 2022-2024 period, “change in asset base”
remains the most prominent cost driver for cost of
capital, reported by 18 Member States. A “change
in WACC” is reported by nine Member States. The
“other” cost driving category consists of two
Member States reporting a decrease in cost of
capital without providing further detail. Finally,
eight Member States do not report specific cost

drivers.
Number of AN- Number of AN-
. SPs reporting SPs reporting
Driver category the driver for the driver for
2020-2021 2022-2024
Change in asset 14 18
base
Change in WACC 6 7
Other 3 2

Table 11 — Cost of capital drivers.

Exceptional costs

121 For the period 2020-2021, most Member States
did not report cost drivers regarding exceptional
costs, except for (i) Sweden, reporting an increase
in exceptional costs due to voluntary resignations,
(i) Spain indicating an impact attributable to the
adaptation of international accounting standards
(IAS) and (iii) Finland reporting costs related to
cross border service provision.

122 Similarly to 2020-2021, most Member States did
not report any exceptional cost driver for 2022-
2024. Germany notes that the originally planned
increase in costs due to IFRS no longer applies,
while Finland expects increasing costs during
2022-2024 due to the cross border service deploy-
ment.

June 2013 forward looking data submission for
RP2

123 This section analyses the forecasts of costs and
traffic for RP2 (2015-2019), submitted in June
2013. The aim of this section is to evaluate the dif-
ferences between the forward looking cost data
submitted for RP2 and the actual costs over the
period.

124 At the time, not all Member States provided the
data:
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e C(Croatia joined the Single European Sky after
the June 2013 submission, therefore data for
both traffic and costs are missing.

e Estonia did not provide a cost forecast for the
last year of RP2.

e lreland and the Netherlands did not submit
traffic forecasts for RP2.

125 The Union-wide costs are calculated replacing the
missing cost data of Croatia and Estonia with the
determined costs as reported in the RP2 perfor-
mance plan (Figure 7). The same approach is ap-
plied for the traffic analysis (Figure 8), meaning
that the Union-wide traffic is calculated with the
determined values of Croatia, Ireland and the
Netherlands (missing values) as reported in the
RP2 performance plan.

126 The cost data submitted for RP2 was on average
4% higher compared to RP2 determined costs and
8% higher that RP2 actual costs (Figure 7).
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Figure 7 - June 2013 submitted costs against determined costs
and actual costs, showing an overestimation of cost forecasts.
Costs are expressed in nominal euros.

127 At the same time, the traffic figures submitted in
June 2013 were on average lower than deter-
mined and actual traffic by respectively -3% and -
9% (Figure 8).
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Figure 8 - June 2013 forecasted service units (M2) against deter-
mined and actual service units, showing an underestimation of
forecasts.



