











FOREWORD

When | was asked to conduct this strategic review, | knew very little about aviation in
the UK, save as an ordinary customer, and nothing at all about the Civil Aviation
Authority.

I quickly realised that there had not been a comparable review in anyone’s memory
and that the Authority had been in existence for a very long time by the standards of
the country’s regulators. As indicated in Chapter 2 of my report on the CAA’s general
standing and performance, the evidence showed equally quickly that the CAA had
been and continued to be a highly successful organisation. Our safety record in the
UK, for example, is so good that for the superstitious it seems better not to mention it.
As the report explains in more detail it is therefore concerned with suggestions to
improve a high quality regulator. There was some scope to identify and propose
modernised and improved arrangements simply because the review was not
covering well-trodden ground.

The recommendations are mine and | accept complete responsibility for them but |
have needed and received a great deal of help.

| am grateful to all the individuals and organisations listed in the report who have
provided the evidence on which the thinking is founded. The list does not show, but it
is natural because of their close interest, that far and away the most extensive and
continuous help has come from the Department for Transport and the CAA itself.
Many people from both organisations have written papers and talked to me. The
Department and the Authority showed skill and determination in putting over their
respective points of view matched by an understanding that in the end | had to make
up my mind and take responsibility for what | said.

| am greatly in the debt of Lyn Bicker who helped us to design and then facilitated the
four dialogues described in the report which were an indispensable part of the
evidence-gathering.

My greatest debt is to the team of three people who have helped me throughout the
work. Adrian Brett was seconded from the CAA. He provided a vital link to them and
gathered much of the key evidence from the Authority. He documented and retained
a systematic mastery of all the evidence from whatever source. He rose to the
challenge of a potential conflict of interest. He supported the CAA and the review with
obvious integrity. Hugh Westaway brought to our work the extensive experience of
aviation that | conspicuously lacked. His insights helped me to evaluate what | heard
and saved me from rushing into wrong conclusions on many occasions. Phil
Killingley from the Department was the Secretary and has written the great majority
of the report. He has given time and energy unstintingly to the review. | have relied
on his efficiency; experience taught me to have high regard for his judgment. | could
not have had better help than from this team.

Joe Pilling 26 June 2008



THE CAA — THE UK’S INDEPENDENT AVIATION REGULATOR

Main functions:

o safety regulation of civil aviation in the UK

e determining policy for the use of airspace

e economic regulation of designated airports and en route air traffic services
¢ licensing of airlines in relation to their finances

e licensing of air travel organisers

e provision of independent policy advice on aviation to Government

The CAA regulates approximately:

50,000 Active professional and private pilots

12,400 Licensed engineers

2,350 Air traffic controllers

206 Air Operator Certificate holders

141 Licensed aerodromes

950 Organisations involved in design, production
and maintenance of aircraft

2,400 ATOL holders

150 Operating licences (airlines)

19,000 Registered aircraft

The CAA employs:

Over 900 (FTE) staff including about:

70 Professional pilots

3 Test pilots

31 Air traffic controllers
180 Qualified engineers
10 Doctors

5 Nurses

7 Economists

11 Quallified accountants
7 Lawyers

10 Technical researchers

The CAA was created in 1972. Since then, there have been many developments
both within the organisation and in aviation more generally. These are set out in
Annex A.




Chapter 1

1 INTRODUCTION

1. The Civil Aviation Authority is the UK’s aviation regulator. Its activities include
economic regulation, setting airspace policy, safety regulation and consumer
protection.

2.  The House of Commons Transport Committee report — “The Work of the Civil
Aviation Authority” — recommended that the Department for Transport should carry
out a review of the Civil Aviation Authority." The Secretary of State for Transport
accepted the recommendation and commissioned me to conduct an independent
strategic review of the organisation. Having received terms of reference in
September 2007, the review began in October 2007, and | was asked to report back
to the Secretary of State in the course of 2008.

SCOPE AND CONTEXT

3. The review’s terms of reference are set out below. Shortly after the review
started, | was also asked to look at the role of the CAA in respect of passengers.

Terms of reference — Strategic review of the CAA

Following a recommendation of the House of Commons Transport Committee, this
review will consider the structure, scope and organisation of the Civil Aviation
Authority (CAA) with a view to ensuring that the UK’s arrangements for aviation
regulation and policy making are fit for purpose and able to meet current and future
challenges.

The Transport Committee said: "While operating generally well against its remit,
our inquiry identified a number of challenges for the CAA resulting from the ongoing
development of the UK aviation sector."

The review will begin in October 2007 and conclude in 2008. Its report will be made
available on the Department for Transport website. It is complementary to (but
separate from) the Competition Commission enquiry into BAA, which may comment
on CAA's specific powers for the economic regulation of airports.

(continued)

' The Work of the Civil Aviation Authority — Transport Committee — November 2006
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The review will be principally focused on

e the strategic and operating context for aviation regulation in the future, including

o economic and environmental challenges as defined by the Eddington
Transport Study and the Stern Review on the Economics of
Climate Change

o aviation industry developments and

o evolution of the roles of ICAO and Europe in aviation regulation.
e what should be the functions and responsibilities of the CAA?
e the structure of the CAA including governance and statutory framework
e the CAA's relationship with Government and

e the CAA's relationships with those whom it regulates, including funding
mechanisms, and more generally with aviation stakeholders.

In considering the above the review should consult stakeholders. It should make
some comparisons with other regulators. The review will make recommendations to
Ministers about the structure and functions of the CAA; and will also look for ideas
as to how the way the CAA carries out its functions can be improved for the future.

4. Naturally the terms of reference have very much influenced the ground covered
by the report but, when in doubt, we have also taken account of the volume and
nature of the evidence we have received.

5. During the review all the interested parties have carried on their normal
business. There have been a number of high-profile events. There has been the
issue of the designation or de-designation of Stansted and Manchester airports, and
the price cap review of Heathrow and Gatwick. The Department for Transport in
October 2007 issued a paper on the end-to-end air passenger experience,
concentrating on Heathrow, and consulted on the expansion of Heathrow. The
Transport Committee held an inquiry into BAA and is now examining the problems
encountered around the opening of Terminal 5. A British Airways Boeing 777 landed
just short of the runway at Heathrow in January. NATS launched the largest ever
consultation for airspace change in February. The Competition Commission’s study
of BAA continues and the Secretary of State has set up a review into the economic
regulation of the UK airport system, with an advisory panel chaired by Professor
Cave. The EU-US Open Skies agreement came into force and the ATOL scheme
was reformed after 30 years.

6. This review has sought to avoid being drawn onto ground being covered by
others. We have listened carefully to everything that has been said to us but we have
kept our eye on what the terms of reference require us to consider and, in particular,
we have tried to avoid being distracted from the strategic and long-term issues by all
that has been said to us about current issues.
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EVIDENCE

7. Afull list of those who contributed evidence to the review is at Annex B. The
review began by asking for written evidence from the aviation community. A wide
range of written material was provided from 60 organisations and individuals. The
written evidence provided the initial base for the review to map out in some detail the
ground that needed to be covered.

8. It was important that the review met stakeholders face-to-face to enable them to
contribute their views in person. To this end, the review held 38 oral evidence
hearings with the aviation community and other CAA stakeholders, and four dialogue
events with about 15 people at each. These sessions enabled the review to clarify its
thinking on existing lines of enquiry and add to these where new ideas emerged.

9. The oral hearings gave the review the chance to test ideas by posing questions
to stakeholders, examining their views on the CAA and generally refining lines of
enquiry.

10. The purpose of the dialogues was to hear from those who had not contributed
written evidence to the review and from those who wanted to supplement their written
evidence. The interaction of various stakeholders was designed to prompt thoughts
that otherwise might not have emerged. They offered a chance for the aviation
community to cross-examine the ideas of others and for the review to hear these
challenges. A staff member of the CAA attended each dialogue. This was in order to
respond to factual queries or correct factual inaccuracies about the organisation,
rather than to contribute to the debate.

11. The first dialogue was on aviation in 2020 and its regulation by the CAA. Its aim
was to consider the likely changes in regulation over the coming years, to work
towards an ideal or a likely picture of how the CAA would operate in the future. The
second dialogue focused on the sum of the CAA’s roles and responsibilities, and on
how people thought these should change. The third dialogue was also on the CAA’s
responsibilities, but specifically in respect of passengers. The fourth dialogue took a
general overview of the way the CAA operated, including its costs, charges and
financial arrangements, its interaction with stakeholders, and its effectiveness as a
regulator.

12. In the initial stages of the review, while waiting for evidence to come in from
stakeholders, we met each of the CAA’s four regulatory groups and its corporate
group in order to learn about their work. Towards the end of the review, when
evidence had been collected and analysed closely, we returned to the CAA in order
to give it the opportunity to respond to a wide range of points. We spoke to the
Department for Transport, and a number of other Government Departments and
European institutions. We also met several regulators in other sectors to understand
their approaches to regulation. In total, 96 organisations and individuals gave
evidence to the review.

13. Since the review was set up, we have carried out investigations on the main
areas indicated in the terms of reference. These have focused on comparing the
CAA with other regulators in a number of fields (for instance, corporate governance,
appeals, statutory roles) and contrasting what happens in the CAA against other
sectors and other countries. Along with the evidence from stakeholders and the
comments from the CAA, these investigations have shaped the structure of the report
and the review’s recommendations.
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14. The review received evidence on trends and specific developments in the
aviation community and in regulation that might impact on the CAA’s future work.
These are set out in Annex C. We believe that three issues will become increasingly
important for the CAA over the next five to ten years — the environment, the
international dimension of aviation policy-making, and the interests of
passengers/consumers.

15. As readers will see, evidence reported to us is reflected throughout the report.
Despite this, some withesses may be disappointed to see that points that they raised
are not dealt with or are not dealt with in detail. In some cases we had to make a
judgment that a point was not within our terms of reference or was not strategic.
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Chapter 2

2 GENERAL STANDING AND PERFORMANCE

GENERAL STANDING

16. The review coincided with controversy about the CAA’s economic regulation.
We heard a large volume of strongly expressed criticism about that. The nature of
the review meant that, prompted or unprompted by the questions, we also heard
many other criticisms of different areas of the CAA’s work. In the report we aim to
deal with all the significant criticisms and suggestions for change that were within our
terms of reference. We recognise that a proportion of the criticisms and suggestions
we received came from organisations or individuals who were pursuing an agenda
not directly connected to our review. Nevertheless, despite the controversy and the
invitation to be critical, the strongest message we received from almost all our
witnesses is that across its functions as a whole the CAA is a high quality
organisation much respected for what it has done over the last 36 years and for its
current capability.

17. Auviation is by definition an international business. It comes naturally to those
who work in aviation to make international comparisons. No single witness suggested
to us that the aviation regulator in any other country was better than the CAA. Few
suggested that there was another regulator as good as the CAA. The preponderant
view, which was significant even after aiming off a little for understandable national
loyalty, was that the CAA is the best aviation regulator in the world.

18. The starting-point for my report is that the CAA is a world-class regulator. It
follows that the recommendations are not concerned with rescuing a failing
organisation. They are intended to help a good organisation to become even better.

19. In view of the positive accounts of the CAA that we heard, it is worth explaining
that there are two main reasons why | have concluded that there is still scope for
further improvements. First, the CAA is a longstanding regulator by any standards.
This is the first strategic review of the CAA as a regulator since it began work in
1972. Of course, there have been many changes since 1972 but its framework and
approach could arguably be modernised and improved, taking account of the lessons
to be learned from relative newcomers in the regulatory field.

20. Second, a long record of success always brings dangers in its wake. Change
comes more easily as a response to disaster and failure. It is hard to resist the
temptation to stick to a formula which has been proved to be successful. But aviation
is a fast-changing sector and, if anything, the pace of change is increasing rather
than slackening. The pace of change in the wider context, including concern for the
environment and the growing role of Europe both within and beyond the EU itself, is
at least as fast. | intend that the changes | propose will not only help the CAA to
make some changes in the short to medium term but also help it to respond to
continuing change in its circumstances in the longer term.

PERFORMANCE

21. Many of the CAA’s activities are not amenable to objective measures of
performance, but there are some important areas in which useful performance
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