Securing Added Value and
Efficiencies Programme
(SAVE) Report
July 2019
GD: 2019/0042

FORWARD

To the Hon. Stephen Rodan, MLC, President of Tynwald, and the Hon Council and
Keys in Tynwald assembled
I am pleased to present this latest report to Tynwald on the SAVE Programme and we
continue to make progress in a number of areas.
This report brings forward a proposed change of strategic control for the Airport which will
lead to better outcomes and more accountability. The report also updates on a key reform
project in Higher Education and this will bring a number of benefits to the community.
I look forward to reporting again in the near future.

Hon Alfred Cannan MHK
Minister for the Treasury
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EXECUTIVE SUMMARY
The Securing Added Value and Efficiencies (SAVE) programme continues to provide a
mechanism for the ongoing review of services to support the Programme for Government
commitment to:
•
•

Being financially responsible while providing services that meet the needs of our
community; and
Having public services which are fit for purpose, modern and provided in the right
place.

This report provides a further update to the SAVE Progress Report received by Tynwald in
June 2018.
The Access to Justice - Legal Aid Review project continues to liaise with key stakeholders
and will progress with separate public consultations on both criminal, civil and family legal
aid provision during 2019. Under the direction of HM Attorney General, meaningful
engagement with stakeholders will help inform and develop the Island’s model of Legal Aid
provision, to promote access to justice and quality services in a financially sustainable way.
Worthy of noting is any policy decisions remain the statutory responsibility of the Legal Aid
Committee, by virtue of the Legal Aid Act 1986.
A key outcome from the Programme for Government is the provision of an education system
which matches the Island’s skills requirement now and in the future. This includes a policy
commitment to ensure value for money from higher and further education.
The commencement of a tender process to support the Department of Education, Sport and
Culture to improve and grow student opportunities at level 4 will be progressed during
summer 2019. This is an innovative approach to enhance and expand student opportunities
to ensure the learning and skills required in the short, medium and longer term can meet
our economic needs. The SAVE Programme continues to support the Department to secure
a partner for higher education, to deliver growth in student uptake and deliver learning in
the most effective way to meet the needs of current and future student cohorts.
A number of external reviews have also been undertaken with the Department of
Infrastructure (DoI) and are published within this report (with commercial redactions) and
provide an external appraisal of service efficiency and scope for cost reductions.
The Isle of Man Quarries have been reviewed by an external consultant to consider the
efficiency of existing DoI quarry operations and an assessment of the potential capabilities
and efficiencies of potential third-party operators. The report identified that the reserves at
Poortown quarry provide significant strategic reserve and are therefore of national
importance. It was recommended they remain under the direct control of the Department
of Infrastructure, which can determine how best the stone is to be used for the benefit of
the Isle of Man. The report recognises the efficient operation of the Isle of Man
Government quarries undertaken by the DoI management and staff.
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The Isle of Man Airport Review has identified a number of opportunities for cost reduction
and income generation supported by a change in operating model, which is the creation of
an Isle of Man Government owned arm’s length organisation to take responsibility for the
operation of the Isle of Man Airport.
A key benefit to changing the operating model is the long term sustainability and
commercial freedom afforded to the Airport operation to improve the user experience and
sustainability of Airport services, without undue political interference.
The SAVE Programme recognises that where appropriate, changes to the operating model
can be an effective mechanism to improve the transparency and financial accountability of
service delivery.
Therefore the primary recommendations from this SAVE Report are as follows:
Recommendation:
In July 2019, Tynwald is asked to
(1)

receive the SAVE Report (GD 2019/0042) and notes the ongoing progress for each
project;

(2)

support the principle of the creation of an Isle of Man Government owned arm’s
length organisation to take responsibility for the operation of the Isle of Man Airport,
noting the establishment of a transformation team, led by the Cabinet Office; and

(3)

that a detailed implementation plan, a detailed governance structure and an
operating model are to be returned to Tynwald for approval by April 2020.
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1.

INTRODUCTION

1.1

The Securing Added Value and Efficiencies Programme (SAVE) continues to support the
Programme for Government commitment to enable Departments, Statutory Boards and
Offices to review services, identify and implement cost reductions and improvements in
service efficiency.

1.2

The purpose of this report is to:•

provide an update on projects underway as previously reported in June 2018
(Tynwald SAVE Progress Report GD 0030/2018);

•

publish two external reviews undertaken during 2018-19 namely:(i)
(ii)

the Isle of Man Airport Operations; and
Isle of Man Quarries Operations.

2.

SAVE PROGRAMME

2.1

The original concept underpinning the SAVE programme was the collation and collaboration
of ideas from a wide range of service users, members of the public, public servants,
Departments and Tynwald members.

2.2

The SAVE challenge generated over 1,300 ideas and culminated in a phased approach to the
evaluation of ideas with subsequent implementation stages still underway.

2.3

The SAVE Sub-Committee of the Council of Ministers provides the governance to the
Programme with direct accountability to the Council of Ministers. The current membership
of the Committee is as follows:
Table 1: SAVE Sub Committee of the Council
of Ministers Membership
Treasury Minister (Chairman)
Health and Social Care Minister
Chief Secretary
Chief Financial Officer, Treasury
SAVE Programme Director, Treasury

2.4

Overleaf is a summary of the Programme and the phased approach. The third stage is
illustrated to reflect the implementation stage of ideas which continues into 2019-20.

2.5

The SAVE Programme provides a governance mechanism for both the Departments and the
Council of Ministers to periodically review progress and ultimately savings targets.
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2.6

As this report indicates ideas which necessitate policy or organisational change are complex
and to be successful require careful consideration of direct and indirect impacts of change.
An example of these complexities can be drawn from the recent Health and Social Care
Review (Michael; 2019) which has identified a critical success factor to be the creation of
dedicated resources to deliver and facilitate change across services. This approach has been
recognised by the SAVE Programme and recommended to secure successful implementation
of operational change to the Airport operating model as outlined in Section 4 of this report.

SAVE Phase I

(i) "The SAVE Challenge"

Feb 2017 - July 2017

(ii) CoMIN Supported Ideas - Agreed

(i) CoMIN Supported Ideas: Options &
Evaluation

SAVE Phase II

(ii) Further review and initiation of ideas

Nov 2017 - Ongoing

(iii) CoMIN Supported Ideas: Implementation

SAVE Phase III
2018/19 - Ongoing

Change management; Implementation
and savings allocation into budget
targets

Figure 2.1 SAVE Programme Phases

3.

PROGRAMME APPROACH

3.1

The ongoing financial plan and budget approach from 2019-20 by the Treasury has been
developed on the basis of creating confidence in public finances despite a number of critical
uncertainties facing the Island from our relationship with the EU, BREXIT and the
international community on tax, substance and financial services to name a few. The
current financial plan is based on improved cost controls with prudent requirements for
Departments’ to deliver their public service commitments in a focused efficient manner.

3.2

The Programme continues to support Departments’ to improve the efficiency of our Public
Services and where possible secure savings within subsequent budgets. There remain a
number of work streams without specific budget saving reductions as these are still at prepolicy evaluation and impact stages, or for some areas the precise delivery of savings has
not yet been agreed due to contractual changes required in service delivery or further
evaluation and analysis which is still being progressed.
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3.3

The approach adopted by the SAVE Programme has included the completion of a number of
independent reviews in the following areas, led by a sector expert independently to those
delivering routine operations.
•
•
•
•
•

Bus Services
Heritage Rail Services
Summary Court: lean process review
Quarries Operation
Airport Operation

3.4

The SAVE Programme service reviews have challenged in some areas the current operating
models and presented alternative models of delivery for a number of services including:
Airports, Bus and Rail services.

3.5

This Report is proposing a change to the Airport operations with a clear accountability and
transparency of changes required to deliver savings and assure value for money and
sustainable services for the user.

3.6

The SAVE Programme continues to support the projects outlined within this Report
demonstrating a commitment to improving service efficiency and value for money. As
illustrated in this Report a number of key policy decisions are pre-cursors to substantial
reform to areas of service delivery such as the Airport operating model, delivery of legal aid
and principles of higher education provision.

3.7

Overleaf in Figure 3 and sections 4-8 of this report is a summary of progress to date and
where appropriate the external expertise sought to inform the project has also been
included ( Appendix 1;2).
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Airport Review

• Publication of external review
• Tynwald motion:Proposal to move the Airport
operations into an Isle of Man Government
owned arm's length organisation

Quarry Review

• Publication of external report
• Evidence of efficient model of operation

Higher Education
Consultation

• Invitation to Tender for Higher Education
Partner

Access to Justice:
Legal Aid Review

•July 2019: Launch of 8-week public consultation Criminal Legal Aid
•November 2019: Launch of 8-week public
consultation - Civil & Family Legal Aid

Casual Worker
Review

• Publication of work

Figure 3 Summary of Progress: SAVE Projects
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4

ISLE OF MAN AIRPORT REVIEW
Review

Airport
Review
4.1

•Publication of the external review
•Tynwald motion: Proposal to move the Airport
operations into an Isle of Man Government
owned arm's length organisation

Introduction

4.1.1 The Department of Infrastructure (DoI) identified elements of the operations falling within
the Ports Division as likely to provide a reduction in subvention of at least £1Million.
4.1.2 The SAVE Programme commissioned York Aviation LLC (“York”) to undertake a review of the
Isle of Man Airport (“Airport”) operation. The purpose of this review was to identify a
preferred business model, business case and implementation plan that might move the
Airport (currently owned and operated by the Department of Infrastructure) towards a
position where its operating costs are less than or equal to the income it generates. The
total cost of this external review and report (Appendix 1) was £40,880.
4.1.3 The York Aviation Report is included within Appendix 1 (with necessary commercially
sensitive redactions applied).
4.2

Recommendation: Arm’s Length Airport Operation

4.2.1 The Report has focussed on the identification of opportunities to reduce the level of
subvention required and recommends an arms’ length organisation may deliver savings of
over £900k by year five of trading. The approach identified a number of cost saving
measures and income raising approaches.
4.2.2 The SAVE Sub Committee seek Tynwald approval in principle for the creation of an Isle of
Man Government owned arm’s length organisation to take responsibility for the operation of
the Isle of Man Airport. A further phase of analysis and evaluation is required to address
the implementation plan, a detailed governance structure and an operating model, to be
further subject to Tynwald approval. This is reflected in the recommendations from this
SAVE Report for consideration by Tynwald.
4.3

Arm’s Length Airport Operation – Implementation Strategy

4.3.1 A multi-disciplinary team has been recognised by both the DoI and the SAVE Sub Committee
as an effective approach for the implementation of an arm’s length organisation for the
Airport operations. The approach would be twofold, firstly to complete the necessary
evaluation and analysis of the arm’s length principle, its issues and risks; secondly to
implement the new operating model itself.
4.3.2 It has been evidenced in the Health and Social Care Review (Michael; 2019) that the
implementation of significant change within the Isle of Man Government can be difficult to
achieve, particularly where leadership and implementation is managed with business as
usual.
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4.3.3 The SAVE Sub Committee recognise that for successful management and implementation of
significant change it should be delivered centrally with clear accountability and delivery
targets for the change. This approach if accepted will enable a dedicated transformation
team to address the second stage of analysis and evaluation required to prepare the
implementation approach, which once developed should be subject to Tynwald consideration
and approval.
4.3.4 Clearly for the transition to the new structure to be implemented successfully the project
needs to work closely and inclusively with the Department and Airport staff. The suggested
governance structure to lead the implementation approach is summarised below in Figure 4.
This clearly identifies the direct contribution from the DoI into the implementation team on
technical and operational matters.
Figure 4: Governance of Implementation Approach

Transformation Board:
Chief Secretary, Executive
Director, DoI CEO,
Project Support
Transformation Team:
Planning and
Implementation Led
from Cabinet Office

Skills to support Transformation Team e.g.
Aviation
Human Resources

DoI Airport Management and
Operations

Legal (commercial, employment etc.)
4.3.5 Whilst there is a cost to develop and deliver the implementation plan it is essential this team
is separate from routine operations, free from the distraction of delivering routine operations
and has the necessary professional expertise as required. Transformation costs are yet to
be determined in detail, however it has been estimated by the DoI that the implementation
phase from development of the implementation strategy through to the creation of the
arm’s length organisation could be in the region of between £300k and £1M (York Report;
2018).This would be funded from the Invest to Save Fund.
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4.3.5 Further work is required to establish a new arm’s length operating model and associated
issues and risks which should be addressed by the implementation team, this will include for
example:
• Appraisal of the type of organisation (e.g. statutory board, company limited by
guarantee etc.), ownership of the asset and the arrangements for the provision and
costs of corporate functions e.g. HR/payroll, IT, financial management etc;

4.4

•

Governance structure for management, shareholder, financial reporting and
accountability;

•

Evaluation of impacts, opportunities and costs to manage the workforce transition to
a new organisation;

•

Further detailed analysis of the financial benefits cited by York Aviation, including the
cost of implementation, transition and delivery of the new organisation vs potential
cost reduction and revenue growth;

•

Performance framework and reporting mechanism for the new organisation e.g.
annual reports to Tynwald;

•

Policy and strategic objective formulation – ownership, accountability and crossgovernment liaison;

•

Governance of statutory and regulatory compliance e.g. Civil Aviation, safety; and

•

Isle of Man Port management and administration e.g. impact on Harbour services
management.

Benefits: Airport Operations: Arm’s Length Organisation

4.4.1 The potential benefits arising from an arm’s length operating model are set out in the York
Aviation report but can be summarised as follows:
•

Clear focus on airport operations within a prescribed governance and performance
reporting framework;

•

Transfer of the segregation of policy and operational spilt consideration from the
SAVE Programme, Treasury and the Department of Infrastructure into a separate
Cabinet Office centrally led transformation team to develop a standard corporate
approach. It is worth noting that the advantages of this type of structure:
operational separation from policy was also set out in the Health and Social Care
Review discussed in Tynwald in May 2019;

•

Identification and implementation of a long term strategic plan and vision for the
Airport, aligned to the operating business plan and any associated User Agreement;

•

Greater accountability, transparency and cost control of the Airport operations;

•

Greater transparency in respect of value for money and environmental impact for the
user and the tax payer;
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4.5

•

Enhanced commercial focus for land/airside services development, revenue growth,
free from undue external (political) influence;

•

Transparent financial planning and annual reporting mechanisms; including clear
strategic objectives, user agreement standards and business plan with clear links to
the overall strategic objectives;

•

Airport services and facilities with relevant published KPIs such as customer
satisfaction, baggage delivery times, security processing times, length of queues
delivered accordance with strategic objectives and budget for the Airport service
etc.;

•

Sustainable services – both financially and by routes to meet the strategic objectives
defined for the Airport operations this will include the assessment of market
conditions, traffic forecasts, route development and sustainable connectivity; and

•

Achievement of specific strategic targets as established and agreed with the
shareholder.

SAVE Recommendation

In July 2019, Tynwald is asked to
(1)

receive this Report (GD 2019/0042) and notes the ongoing progress for each
project;

(2)

support the principle of the creation of an Isle of Man Government owned arm’s
length organisation to take responsibility for the operation of the Isle of Man
Airport, noting the establishment of a transformation team, led by the Cabinet
Office; and

(3)

that a detailed implementation plan, a detailed governance structure and an
operating model are to be returned to Tynwald for approval by April 2020.
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5.

QUARRY REVIEW

Quarry
Review
5.1

• Publication of external report
• Evidence of efficient model of operation

Introduction

5.1.1 During 2018 the SAVE Programme supported an external review of the Department of
Infrastructure quarry operations. This included the following key objectives:
•
•
•
•
•

Review the efficiency of the existing government quarrying operations;
Assess the potential capabilities and efficiencies of potential third-party operators;
Invitation to those companies considered by the external consultant to submit their
views on how significant savings could be made;
Options appraisal for the Quarry Operations delivery model and business case
(including implementation) for the preferred options; and
Estimate of funding requirements for the next 5 years for the preferred model with
financial and political risk assessment, together with projections of any significant
changes for the following 5 years.

5.1.2 Wardell Armstrong LLP was appointed by Treasury to conduct this review and delivered the
final report to the SAVE Sub Committee in October 2018. The total cost for this review and
report was £34,030.
5.1.3 The Wardell Armstrong report is published in Appendix 2 (with necessary commercial
redactions applied). The approach adopted included an initial operational review, inspection
and benchmarking of the services followed by consultation with local companies to
understand cost savings and relevant operating models.
5.1.4 The minerals extracted from quarry operations on the island are processed by both
publically owned quarries and privately owned quarries into aggregate products suitable for
a variety of end uses. The range of such aggregate end uses is largely determined by the
mineralogy of the rock.

Page 14 of 29

5.2

Context

5.1.5 The external report provides a narrative on each of the quarries on the Island and the
following table provides a summary of the hard rock land bank resources available:
Table 5.1 Hardrock Land Bank (Wardell Armstrong; 2018)

5.1.6 In summary the report identified that the reserves at Poortown quarry provide significant
strategic reserve and are therefore of national importance. It was recommended they
therefore remain under the direct control of the Department of Infrastructure, which can
determine how best the stone is to be used for the benefit of the Isle of Man.
5.2

Efficiencies of Isle of Man Government Quarries

5.2.1 The efficiencies of the government quarries have been reviewed with the following summary
conclusions drawn:
Table 5.2: Isle of Man Government Owned Quarries – Inspections
Poortown

Stoney Mountain

Despite the complex geological conditions,
Poortown is a visibly well managed quarry

Visibly well run operation with sufficiently
wide benches and ramps

Good standards of housekeeping with clean
quarry faces, edge protection, managed
stockpiles

More operational areas available allowing
stocking areas to be well managed

Plant and equipment are well maintained

Clear demarcation between granite products
and recycled products.

Asphalt plant and other buildings in good
conditions and regularly maintained
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5.2.2 The analysis of the quarry operations indicates that both quarry operations and asphalt
production are very efficient operations.
5.2.3 The salary and material costs of the quarry operation are, according to the external
consultant, competitive and appropriate to the scale of production, providing good value to
the Department. This efficiency provides little scope to make significant savings within the
scope of the SAVE Programme.
5.2.4 A key commercial benefit to the Department of Infrastructure is the ability to source high
Polished Stone Value (PSV) asphalt and recycled material at cost of production within its
own control.
5.2.5 Alternative models of operation, such as letting contracts, government subsidiary company
or a joint venture all create an increased risk to the Isle of Man, in particular to the strategic
significance of the stone and its use, production and timing. Furthermore, the importation
of PSV asphalt would be very costly if the finite Poortown PSV resource were not to be
managed sustainably.
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6.

HIGHER EDUCATION CONSOLIDATION PROGRAMME

Higher Education
Consultation
6.1

• Invitation to Tender for Higher Education
Partner

Introduction

6.1.1 In December 2017 the Council of Ministers agreed and supported a business case prepared
by the Department of Education, Sport and Culture (DESC) within the remit of the SAVE
Programme to consolidate and expand the higher education provision on Island. The case
recommended a two-phased approach, the first being the consolidation of higher education
provided across IOM Government into DESC and then to expand higher education provision
on island and to secure a longer term “Higher Education Strategy” for the Isle of Man.
6.1.2 A primary outcome from this work is the appointment and implementation of a higher
education partner to deliver, though the UCM, the higher education provision on the Isle of
Man. This will facilitate sustainable, cost effective delivery of training and development for
learning and skills to meet the needs of current and future students.
6.1.3 During 2016, the Isle of Man College of Further and Higher Education had a change in
status to the University College Isle of Man (UCM), establishing the College as the central
lead for further and higher education on the Island. As the largest provider of post-16
education on the Island, UCM provides opportunities annually for over 4,600 learners
studying full and part time, taking courses from entry level through to level seven.
6.1.4 In summer 2018 Keyll Darree, the health and social care education and training centre
adjacent to the Island’s hospital, was transferred to the Department resulting in all the
Island’s publically funded health and social care training being managed by the Department
though UCM. This provides further opportunities for development of provision in the future
and the sharing of relevant staff expertise.
6.2

Progress to Date

6.2.1 A number of key milestones and approvals are required to progress this programme of work
and this includes a procurement process to secure an off Island higher education partner.
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6.2.2 A summary of activity to date has included:
• transfer of Keyll Darree training and learning operations to the DESC;
• ongoing review of the operational management of higher and further education led by
UCM, which includes the identification of cost reduction opportunities and impacts;
• consultation with UCM on understanding the higher education needs and development
opportunities (completed Autumn 2018);
• communication with UCM students and staff on the HE consolidation programme
(completed Autumn 2018);
• consultation with Chamber of Commerce: Employment and Skills Committee (Autumn
2018);
• completion of a Prior Information Notice (PIN) procurement stage to assess the scope,
interest and approach from existing HE providers based in the UK (completed December
2018);
• preparation of Tender, contract and assessment approach for the commencement of the
invitation to tender process (Spring 2019);
• exemption sought for contract duration (May 2019);
• ITT stage (Summer 2019);
• completion of post-tender impact assessment of Invitation to Tender (ITT) stage
(Summer 2019) and
• appointment of HE partner (estimated Autumn 2019).
6.3

Higher Education Partnership – Principles

6.3.1

The Department has developed a number of key principles to support the future service
delivery of higher education needs for the Island. This has taken into account the
requirement to understand the skills gap, economic activity and potential for significant
growth in HE provision by the Department.

6.3.2

In 2017/8 there were 584 Manx students supported by the Isle of Man Government to start
their higher education, with 420 attending higher education institutions in the UK and
beyond and 164 commencing studies on Island. The majority of students choose to study
off island leaving 20-25% on Island at UCM. Noticeable is the fixed and relatively small local
cohort; therefore increasing student numbers to support an expansion of the curriculum and
student experience may require off Island enrolments. This is a key aspiration of the
programme to grow the student cohort both on and off-island using a blend of traditional
and modern learning experiences.

6.3.3

Summarised overleaf are the principles which form the basis of the higher education
partnership and the future higher education strategy for the Island.
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Principle 1: Existing Course and Future Course Provision
The HEI Partner will be required to work with the Department, UCM and key stakeholders to
assess the Island’s needs to understand the basis of the current HE provision, any shortfall
in the current HE provision and provide a solution for the future provision of HE provision on
the Island. This shall include consideration of the economic requirements of the Island,
commercial opportunities which the partnership may provide in increasing income from
visiting full-time, part-time, blended or virtual learning opportunities.
Principle 2: Quality and Award Status
The HEI Partner will demonstrate that Awards can be granted for undergraduate and
postgraduate degrees to successful students enrolled with UCM, studying locally, online or
as visiting students to the HEI Partner University.
Principle 3: Access to learning and student experience and innovation
The HEI Partner will facilitate the engagement of a range of learning modes and programme
designs including:
-

accelerated programmes;

-

negotiated pathways and interdisciplinary study;

-

modular accreditation;

-

1+2 year pathways across both institutions;

-

‘real world’ learning/assessment projects in partnership with local industries;

-

range of blended and distance learning approaches;

-

degree apprenticeships (not including Higher Nationals).

The HEI Partner will enhance the student learning experience through the partnership,
including opportunities for global learning experiences for UCM enrolled students or new
students accessing learning opportunities offered by UCM.
This shall include the provision of expert knowledge and advice to the Department to
identify opportunities and specifications to develop suitable accommodation for international
student growth. It is recognised by the Department that this is an emerging requirement
and is linked to student growth. The HEI Partner shall will provide expertise and knowledge
to the Department to support this development requirement.
The HEI Partner will provide details of potential work placement and internship links to Isle
of Man, UK or international businesses and industry to dovetail skills shortage and support
the Isle of Man economic needs.
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The HEI Partner will support and maintain access to high quality digital learning resources
for students based on the Isle of Man and where appropriate distance learning students
enrolled with UCM.
Principles 4 Performance and Reporting
The HEI Partner will support the Department and UCM in maintaining and enhancing its
Management Information Systems. This includes shared Management Information in respect
of financial costs to deliver programmes, student enrolment, marketing, admissions and
performance.
The HEI Partner will work with the Department to achieve realistic measurable outcomes for
an extensive and reputable higher education global education network for the Isle of Man
with measurable outcomes achievable during the contract.
Principle 5: Financial
The HEI Partner will provide a fee framework that incentivises a growth in On-Island student
numbers, virtual student numbers and off-Island for students numbers enrolled at UCM.
6.4

Savings Profile

6.4.1

The original SAVE target for this project was c£1million. To date £36,000 has been saved
from administration changes following the transfer of Keyll Darree to the Department of
Education, Sport and Culture.

6.4.2

The HE provider will be expected to specify how the critical contract KPI to increase onIsland enrolled HE student population to at least 1,000 during the ten year contract period
including any income for the Department and UCM is to be met. This key growth
performance measure will determine the speed at which a reduction in the Departments
revenue budget of c£1million will be profiled.
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7

ACCESS TO JUSTICE: LEGAL AID REVIEW

Legal Aid
Review
7.1

• July 2019: Launch of 8-week public
consultation - Criminal Legal Aid
• November 2019: Launch of 8-week public
consultation - Civil & Family Legal Aid

Background: Initial scope: Public Defender Scheme

7.1.1 The Treasury launched a ‘Securing Added Value and Efficiencies’ (SAVE) initiative in 2017,
and its remit was to gather cost saving and efficiency ideas which could be introduced to
achieve budgetary savings. Over 1300 ideas were submitted, of which ~700 were moneysaving suggestions, and included the idea of establishing a Public Defender Scheme (PDS).
A ‘SAVE Progress Report’ was laid before the June 2018 sitting of Tynwald, and included a
‘Proof of Concept’ for a PDS, which estimated that savings of over £1m per annum could be
achieved.
7.1.2 A commitment was made to considering the feasibility of establishing a PDS and HM
Attorney General agreed at the request of the Treasury to lead this work. As a result, an 18month Project Manager post was created within the Attorney General’s Chambers from
September 2018. This arrangement helped ensure that the project not only had the highest
level of legal oversight, it also had a dedicated project resource and an appropriate level of
separation from the Treasury.
7.2

Extension of scope: Criminal Legal Aid

7.2.1 Whilst the initial scope of the project focused on a PDS, it soon became apparent that the
feasibility of a PDS could not be considered in isolation. It was then agreed that a review of
Criminal Legal Aid provision in general would be more appropriate. Such a review would
seek to provide a comprehensive ‘baseline’ for the Island’s Criminal Legal Aid model,
supported by evidence from key stakeholders. The project would also examine whether any
aspects of Criminal Legal Aid could or should be changed or improved, and capture views on
the feasibility of a PDS in the Island.
7.3

Further extension of scope: Civil & Family Legal Aid

7.3.1 At the January 2019 sitting of Tynwald, the Treasury Minister in his capacity as Chair of the
SAVE Sub-Committee of the Council of Ministers made a statement to advise that following a
request from the Legal Aid Committee, the SAVE Sub-Committee had agreed to extend the
scope of the Criminal Legal Aid review to include Civil and Family Legal Aid with immediate
effect. As a result, the extended project was termed the Legal Aid Review with a focus on
access to justice, quality of service and value for money.
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7.3.2 The Treasury Minister confirmed that no policy decisions pertaining to Legal Aid had been
made, as such decisions remained the statutory responsibility of the Legal Aid Committee by
virtue of the Legal Aid Act 1986. Furthermore, at the request of the SAVE Sub-Committee of
Council, HM Attorney General agreed to continue to lead the Legal Aid Review.
7.4

TERMS OF REFERENCE
Terms of reference for the Legal Aid Review are set out below.
Aim

7.4.1 The aim of the Legal Aid Review is to develop policy options for the sustainable provision of
Legal Aid in the Isle of Man, which:
•
•
•

Maintain or improve access to justice;
Support the delivery of quality services; and
Provide value for money in the use of public funds

Objectives
7.4.2 In order to achieve the aim of the Review, a number of objectives have been identified.
These objectives will be met through research, stakeholder engagement and public
consultation:
•
•
•
•
•

Examine the model of Legal Aid provision in the Island;
Explore the models of Legal Aid provision in comparator jurisdictions;
Identify which aspects of Legal Aid provision in the Island are considered to work
well and should be continued;
Identify which aspects of Legal Aid provision in the Island are considered not to work
well and could benefit from improvement or change; and
Explore the feasibility of alternative approaches to Legal Aid provision in the Island

Governance
7.4.3 The Legal Aid Review is a project established and sponsored by the Securing Added Value
and Efficiencies (SAVE) Sub-Committee of the Council of Ministers. The Review is led by HM
Attorney General. This arrangement ensures that the Review has the highest level of legal
oversight. HM Attorney General is supported at officer level by a dedicated Project Manager
within the Attorney General’s Chambers, whose limited term appointment has been created
for the purpose of managing the undertaking of the Review.
7.4.4 Legal Aid policy remains the statutory responsibility of the Legal Aid Committee in
accordance with s23 of the Legal Aid Act 1986. The Legal Aid Review will support and help
inform the policy-making process by developing policy options for the Legal Aid Committee’s
consideration, but the Legal Aid Review will not determine policy.
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Scope
7.4.5 The Review will consider all forms of Legal Aid in the Isle of Man which are:
•
•

Criminal Legal Aid
Civil Legal Aid (Family & Non-Family)

In addition, by request of HM Attorney General, the Review will also consider the following
two issues which have been raised with him as matters of concern:

7.5

•

The inability of persons whose assets have been restrained under the Proceeds of
Crime Act 2008 to obtain legal advice; and

•

The representation of a child in family proceedings if it appears to HM Attorney
General that a child is not, but should be, represented in those proceedings, in
accordance with s96 of the Children and Young Persons Act 2001.

METHODOLOGY & CONSULTATION PROCESS

7.5.1 In broad terms, the Legal Aid Review will be carried out in two parts: Criminal Legal Aid and
Civil (Family & Non-Family) Legal Aid. The methodology, up to and including the
consultation process, is set out below.
7.5.2 The Attorney General’s Chambers will:
•
•
•
•
•
•
•

Examine the Isle of Man’s current models of Legal Aid
Explore models of Legal Aid provision in comparator jurisdictions
Consolidate the qualitative and quantitative information gathered; identify
gaps and gather further information as required, subject to availability
Undertake workshops and briefings to engage with key stakeholders, and
capture feedback to shape two public consultations
Undertake two separate 8-week consultations (i.e. Criminal; Civil & Family)
Examine and analyse consultation submissions
Publish consultation submissions (subject to permissions)
Prepare a report outlining key findings from both consultations for
publication.

7.6

ENGAGEMENT WITH THE IOM LAW SOCIETY

7.6.1

During constructive discussions with the IoM Law Society, the Project Manager has advised
that their role is one of impartiality and objectivity. The Project Manager has also advised
that it is recognised that Manx Advocates undertaking Legal Aid work play a vital role in
assisting those in need and also contribute to the smooth operation of the justice system.
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7.6.2

Furthermore, it is recognised that Advocates often have a very difficult job, may be required
to work unsocial hours (e.g. as a Police Station Duty Advocate) and that they may advise
and represent some of the most vulnerable members of Society. It is therefore only right
that this work should be fairly remunerated.

7.6.3 The Project Manager has also advised that it is right that Legal Aid expenditure, which is
funded by the public purse, should be open to review and scrutiny in order to fully
understand whether any aspects of its provision could or should be changed or improved.
Reassurance has been given that changes should not be made for the sake of change, but
rather to support the principles of access to justice, quality of service and value for money.
7.6.4 HM Attorney General has also provided assurances that the IoM Law Society will be kept
informed in respect of the Legal Aid Review’s progress. In response, the Society has
confirmed that it will fully engage with the process but will remain mindful of the interests of
the public in relation to the provision of legal services and ensuring that access to justice is
maintained.
7.7

Other KEY stakeholders

7.7.1 Other key stakeholders have been identified as being fundamentally important in the Isle of
Man’s Legal Aid model.
7.7.2 In terms of Criminal Legal Aid:
•
•
•
•
•
•
•
•

IoM Constabulary
IoM Prison & Probation
Courts of Justice and the Judiciary
Attorney General’s Chambers
Criminal Justice Board (Chaired by Chief Executive, Dept. of Home Affairs)
Social Security Division, Treasury
Individuals in receipt of Criminal Legal Aid (recognised as a hard to reach
group)
Agencies which support or signpost individuals

7.7.3 In terms of Civil and Family Legal Aid:
•
•
•
•
•
•

Courts of Justice and the Judiciary
Mediators
Department of Health and Social Care
Social Security Division, Treasury
Individuals in receipt of Civil Legal Aid (recognised as a hard to reach group)
Agencies which support or signpost individuals

7.7.4 These stakeholder lists are not exhaustive and should any individual or organisation wish to
submit their views, then can do so by contacting the Legal Aid Project Manager in the
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Attorney General’s Chambers at any time. Furthermore, both public consultations will be
open to all, and their launch dates will be announced.
7.7.5 The Project Manager is committed to engaging with all stakeholders to ensure that they are
given every opportunity to contribute to the Criminal Legal Aid consultation process. It is
only by undertaking meaningful engagement with all stakeholders, that Government can
seek to ensure that the Island’s model of Legal Aid provision upholds and promotes access
to justice and quality services in a financially sustainable way.
7.8

PROGRESS & NEXT STEPS

7.8.1 Legal Aid Review: Progress to date

Sept 18

The 'Public Defender Scheme' project began
• Project Manager appointed to the Attorney General's Chambers
• Research on Criminal Legal Aid provision in Crown Dependencies began

Oct 19

• Initial engagement with the IoM Law Society & Legal Aid Committee
• Visits undertaken to Guernsey, Jersey & Law Society of Jersey
• Scope of project extended to encompass Criminal Legal Aid as a whole
• Research on Criminal Legal Aid provision in IoM & UK

Jan 19

Scope of project extended further to include Civil & Family Legal Aid
• Statement made in Tynwald by the Treasury Minister
• Project became the 'Legal Aid Review'

Feb 19

• Visit to Scottish Legal Aid Board & Law Society of Scotland
• Ongoing Legal Aid research re: IoM & comparator jurisdictions
• Ongoing engagement with the IoM Law Society & other stakeholders

•

•

May 19

Jun 19

• Criminal Legal Aid workshops held for members of IoM Law Society

• Further engagement with other key Criminal Legal Aid stakeholders
• Criminal Legal Aid consultation to be drafted
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7.8.2 Legal Aid Review: Next steps up to and including the publication of consultation
responses (N.B. dates are provisional & may be subject to change)

Jul 19

Sept 19

Oct 19

• Criminal Legal Aid Consultation to close
• Criminal Legal Aid consultation responses to be examined &
analysed
• Workshops for Civil & Family Legal Aid to be held
• Civil & Family Legal Aid consultation to be drafted

Nov 19

• Criminal Legal Aid consultation responses to be published
(subject to permissions)
• 8-week Civil & Family Legal Aid Consultation to be launched

Jan 20

• Civil & Family Legal Aid consultation to close
• Civil & Family Legal Aid consultation responses to be examined
& analysed

Feb 20
7.9

• 8-week Criminal Legal Aid consultation to be launched
• Further research into Civil & Family Legal Aid to be undertaken

• Civil & Family Legal Aid consultation responses to be published
(subject to permissions)

WEBSITE

7.9.1 A dedicated area within the Attorney General’s Chambers’ website has been created for the
Legal Aid Review. It contains information pertaining to all aspects of the Review, and as the
project progresses further, the webpages will be updated accordingly.
For further information please visit www.gov.im/legalaidreview.
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8

CASUAL WORKER AGENCY REVIEW

Casual Worker
Review

• Publication of work

8.1

The Office of Human Resources committed to carrying out a review of casual work contracts
within the Public Service as part of the SAVE review in order to understand whether savings
could be made through changing contractual provisions or outsourcing and to consider the
management of individuals on these types of contracts.

8.2

The first stage of the review required examining the current provisions in the various types
of casual contract which are held within the Isle of Man Public Service. During the review of
contracts many inconsistencies were highlighted in the treatment of these contracts.

8.3

The next stage of the review involved considering the management information available for
those people employed on a casual hour basis. This involved looking at 4,166 casual
assignments to understand current provisions, highest areas of use and spend and areas
where change could be implemented.

8.4

Savings were anticipated through changes to terms and conditions in areas such as
changing pension provision and rates of pay.

8.5

Following this stage of the project an interim report was submitted to the SAVE committee
which identified that the following employment groups provided the best opportunity to
deliver cost savings:
•
•
•
•

Education Supply
MPTC terms and conditions within the Department of Health and Social Care
Bank Doctors within the Department of Health and Social Care
NJC workers within the Department of Health and Social Care

8.6

The project then moved to stage 3 where legal advice was sought.

8.7

The legal advice was initially received in November 2018. The issues involved were highly
complex and there were a number of follow up queries. Further advice was sought which
was received at the end of January 2019.

8.8

The legal advice covers a wide range of issues including the potential challenges in making
changes to terms and conditions, equal pay and issues around employment status,
influenced in particular, by recent case law.

8.9

The legal advice indicated that many of our casual contracts could be successfully
challenged if we tried to offer inferior terms and conditions than at present.
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8.10

Whilst the Office of Human Resources will be making recommendations relating to better
management of people on zero hour contracts it is unlikely that any significant savings will
be achievable as most of the previously identified savings opportunities related to reducing
salaries and pension entitlements.

8.11

In the circumstances, the only option remaining would be to consider outsourcing casual
roles to employment agencies. However, this is unlikely to be beneficial in the areas of
biggest spend (namely health & social care and education). The experience of using
agencies and the high costs involved suggest that this option would likely cost more than at
present.

8.12

This view is confirmed in the Public Accounts Committee report 1 published in March 2019,
which states, inter alia:-

“Between 2012 and 2018 basic pay has increased by around 7%. Pay rises in the same
period have equalled around 7.4%62 which seems consistent. In the same time frame the
total employee costs have increased by about 19%. When the pay rises are factored in it
does suggest that there has been limited success in employing more permanent staff and
reducing reliance on agency staff. It may be the case that as some vacancies are being
filled as many are opening elsewhere. There was a significant reduction in permanent staff
and corresponding increase in agency staff in 2015-16 which the Department has started to
turn around in the last two years.
Nonetheless Sir Jonathan Michael commented, ‘The Isle of Man also spends a higher
proportion of staff spend on agency staff in Noble’s Hospital (13% of staff spend compared
to 6% in England).’64 At its lowest level in the last 6 years, in 2012-13, the agency bill was
6.6% of the employee costs.”
“Agency has to be the last resort because it is the most expensive, bearing in mind none of
our agencies are local. The professional agencies are all off Island and therefore there is the
added cost of people travelling to get here, and accommodation costs on top of that as
well.”
8.13

In conclusion, and due primarily to changes in the employment law landscape, the ability to
make the savings identified in the previous SAVE Report (June 2018) appear no longer to be
achievable. Accordingly, it is recommended that no further work is undertaken on the
proposal to progress reform of casual worker contracts as a SAVE initiative.

Casual Worker Summary Report by:
Jon Callister
Executive Director, HR
20 May 2019

1

SECOND REPORT FOR THE SESSION 2018-2019 - OVERSPENDING AT NOBLE'S HOSPITAL - STAFFING
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ISLE OF MAN AIRPORT REVIEW

EXECUTIVE SUMMARY
Introduction
1.

Under the terms of reference of the Isle of Man Government’s Securing Added Value and
Efficiency (SAVE) Programme, the Treasury is seeking to undertake a comprehensive review of
the commercial operation of the Isle of Man Airport, which is currently owned and operated
by the Department of Infrastructure (DOI).

2.

The overall objective of this review is to identify a preferred business model, business case
and implementation plan that might move the Airport towards a position where its operating
costs are less than or equal to the income it generates.
Context and Current Governance

3.

Isle of Man (Ronaldsway) Airport is the principal air gateway to the Isle of Man and serves a
range of mainly UK destinations with some seasonal charter flights. The Airport also
accommodates a range of ‘general aviation’ flights, including air taxi operations and business
(corporate) aviation as well as some aero club and private flying. The Airport has seen growth
since 2014 to a record throughput of 807,428 in the 2017 calendar year.

4.

The Airport fulfils an important socio-economic role in that the existence of air services to and
from the island are vital to the wellbeing of Manx residents, not only in terms of business and
leisure connectivity, but also in terms of the lifeline services provided through the NHS patient
transfer service. The connectivity offered by the Airport also underpins the Island’s economy,
particularly the financial services sector.
Financial Performance

5.

Our analysis revealed that there is a lack of transparency of financial information relating to
the Airport at present, which is partly due to the way the Airport is treated as a cost centre
within Government. One of the key issues is the way in which the Airport is provided with
centralised shared services, such as IT and HR, which are not accurately costed or allocated to
the Airport. Another issue arises from the merger of the Airport with Harbours into a single
Ports Division, which necessitates an estimated allocation of costs that are shared between
the two.

6.

This current situation makes it difficult to establish the true trading position of the Airport
and, by implication, makes it hard for management to properly manage costs, which of itself
creates a disincentive to improving performance, given the extent to which costs are not
within the control of management.

7.

The best estimate that we have been able to make of the Airport’s current trading position is a
current trading deficit of around £3.7m.
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Benchmarks
8.

Some caution needs to be exercised in benchmarking the Airport’s financial performance,
because no two airports operate in exactly the same way and there are differences in traffic
mix between Isle of Man Airport and other airports of a similar size. That said, benchmarks do
provide a broad indication of comparative performance.

9.

In terms of aeronautical revenues per passenger, Isle of Man Airport appears to be at the
lower end of the scale of comparator airports, which reflects the incentives currently being
offered to the airlines to grow the market and offer more air services to the Island. In terms
of non-aeronautical revenue, Isle of Man airport is also at the low end of the scale compared
to benchmarks. In part this reflects the largely domestic market between the Island and Great
Britain with only limited international charter flying.

10.

In terms of overall expenditure per passenger, Isle of Man Airport is at the bottom of the
range considered here, although this has involved an estimate of centralised costs and our
comparisons may be skewed by the treatment of debt charges at other airports, which are
missing from the Isle of Man data but are also relevant costs of operation. In terms of staff
costs per passenger, Isle of Man Airport lies in the middle of the range, although this does not
necessarily indicate that increased productivity is not achievable.

11.

In terms of the net trading position, Isle of Man Airport’s deficit is slightly worse than most of
the specific comparators, but a wider analysis demonstrates the difficulty of attaining
profitability at airports operating at low levels of passenger throughput below around 2
million passengers a year.
Potential for Airline Market and Aeronautical Income Growth

12.

We analysed the scope for profitable traffic growth as one key mechanism which could move
the Isle of Man Airport towards a break-even position over time, given the fixed nature of
many airport operational costs. Growth could also deliver other social and economic benefits
to the Island if increased tourism or business activity could be promoted.

13.

However, we concluded from our analysis is that there will be relatively limited scope to
further stimulate the market through price, even if it were cost effective overall to do so given
the low level of aeronautical charges revenue per passenger currently earned. There are very
limited realistic opportunities for completely new routes to be served. Hence, we would
expect growth to be driven largely by the underlying economic and population growth on the
Island. The main opportunity for a step change in passenger numbers using the Airport would
rely on a re-invigoration of the tourism product, which would require action more broadly in
terms of the attractiveness of the Island over and above air service accessibility alone.

ii
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14.

The UK national air traffic forecasts are for growth on average at 1.8% per annum from 2020
and we would expect Isle of Man Airport to broadly follow this trend. This would suggest
limited scope to ‘grow’ the Airport to profitability. There is also a risk of further dilution of
aeronautical yields based on recent growth trends, with an increasing share of the traffic
carried on lower fare air services. We acknowledge, however, that there could be wider
economic and social value to the Island in attracting new air services, even if these were to
dilute yields to the Airport. It would be important, however, for the Government to be clear
about the effects of such strategic choices.
Scope for non-aeronautical income growth and cost savings

15.

Our analysis suggests that the level of non-aeronautical income at Isle of Man Airport appears
to be substantially lower than benchmarks, even taking differences in the mix of traffic into
account. Whilst there may be some justifiable reasons for this, we believe that current airport
management could benefit from the introduction of additional commercial support and
expertise. We believe that it should be possible to improve non-aeronautical revenue per
passenger if more resources and expertise were deployed in this area.

16.

Although the greatest potential for savings in operational costs is likely to lie in addressing the
relatively high level of staff costs, which formed around two thirds of all expenditure in
2017/18, this also carries the greatest political risk, given that employees are employed under
Government terms and conditions which may be difficult to change. The eventual future
business model and governance option adopted will influence the extent to which changes in
staff payroll costs may be achievable. Nevertheless, we believe there is some scope at the
margin for reducing overtime costs without necessarily changing pay rates. In addition, we
believe consideration should also be given to how certain job functions are delivered.

17.

The other area where there may be potential to make savings is in respect of the central
allocated costs but, given the relative lack of transparency in how these costs are derived,
there is equally a risk that the Airport might find the ‘true’ cost of these services might exceed
the currently allocated costs.
Potential Alternative Operating Models

18.

We set out a range of the options for the future governance of the Airport and evaluated the
suitability of particular models to the circumstances of the Isle of Man.

19.

We considered the current operating model, which is characterised a lack of commercial focus
on revenue generation, with income being seen as a contribution to covering the cost base
rather than as a primary business driver, and a relative inability and lack of incentive to control
costs.

20.

In terms of alternatives, we considered corporatisation (a state-owned company operated at
arm’s length from government), which could be a first step to the implementation of other
models but would bring benefits in terms of accountability and commercial focus in its own
right. We also considered a management contract approach, a concession or lease
arrangement, or other forms of partnership with a third party. We have identified the pros
and cons of each of these options.
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Preferred Option, Business Case, and Implementation Plan
21.

We identified two governance models which we believe can realistically deliver change: the
first option is a modified form of the current arrangements, but with much greater
transparency of financial information. The second option is a corporatised business model
with the creation of a state-owned company operating at arm’s length from government.

22.

We prepared a high-level financial model with associated assumptions to estimate potential
increases in income or reductions in cost that could result from each of these options. We
believe that the option most likely to make a significant contribution to the Government’s
SAVE Programme is to pursue a corporatised business model for the Airport through the
setting up of a separate arm’s length company, with appropriate Government control and
scrutiny.

23.

Whilst this option will not eliminate losses and the need for subsidy, it would provide greater
commercial incentives which are likely to minimise the need for subsidy once the initial
transition to a corporate entity is established. We have, however, also identified the risks
associated with this option.

24.

We estimate that if this option were to be pursued, a reduction in the deficit of up to £970k
per annum might be achieved by the end of the 5-year period (2019/20 to 2023/24).
Cumulative savings over the period could amount to £3.4m, although these would be offset by
the costs of implementing the transition to a state-owned company, which DOI has estimated
could amount to between £0.3m to £1m, depending on how the transition is managed. These
estimates are only indicative, however, and have necessarily been made with a number of key
assumptions about variables that are hard to predict with precision.

25.

However, there would also be a number of non-quantifiable benefits from pursuing this
option which should also be taken into consideration, including the benefits deriving from a
greater commercial focus in terms of delivering growth and supporting tourism development.

26.

We have set out the framework of an implementation plan for this option along with the key
components of a business plan and associated Key Performance Indicators.

iv
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1

INTRODUCTION
York Aviation

1.1

York Aviation is a specialist air transport consultancy that focusses on airport planning,
demand forecasting, strategy, operation and management. York Aviation offers a broad range
of services to airports, airlines, governments, economic development organisations, and other
parties with an interest in air transport. Our team is a mixture of experienced air transport
professionals and economists.
The Objectives of this Study

1.2

Under the terms of reference of the Isle of Man Government’s Securing Added Value and
Efficiency (SAVE) Programme, the Treasury is seeking to undertake a comprehensive review of
the commercial operation of the Isle of Man Airport, which is currently owned and operated
by the Department of Infrastructure.

1.3

The overall objective of the review is to identify a preferred business model, business case,
and implementation plan that might move the Airport towards a position where its operating
costs are less than or equal to the income it generates.

1.4

The specific objectives are as follows:


to review the efficiency of the existing Government operated airport, in order to reduce
the running costs and increase income to an equitable or positive balance;



to identify clearly how the operating costs can be reduced and how income can be
increased;



a business case outlining the options for alternative operational models of the airport,
currently delivered by the Department of Infrastructure, which should include:


options appraisal and evaluation of delivery models;



a detailed business case (including implementation plan) for the preferred option;



an estimate of funding requirements (both revenue and capital) for the next 5
years for the preferred model with financial and political risk assessment, together
with projection of any significant changes for the following 5 years.

Structure of this Report
1.5

We have organised this report into the following sections:


Section 2: in this section, we provide a brief overview of Isle of Man Airport today, the
current governance arrangements under which it operates and the Airport’s socioeconomic role in providing air services for the island;



Section 3: in which we provide an analysis of the current financial position of the
Airport;
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Section 4: in which we benchmark Isle of Man Airport’s position and performance
against a range of appropriate comparators;



Section 5: in which we consider the market in which the Airport is operating and the
potential for increased aeronautical income generation1;



Section 6: in which we consider the potential to increase non-aeronautical income
and/or to reduce operational expenditure;



Section 7: in which we set out the potential range of alternative operating models for
the Airport;



Section 8: in which we present arguments in favour of two preferred operating models,
the potential savings that result, a business case to support these, and a framework
implementation plan;



Section 9: in which we present our conclusions and recommendations.

1

We refer throughout this report to aeronautical income (or revenue) and non-aeronautical income (or
revenue). Aeronautical income is derived from passenger and landing fees and all other revenues associated
with the landing and taking off of aircraft at the Airport; non-aeronautical income refers to other sources of
commercial revenue such as terminal retail concessions, car parking, property rentals etc.

6
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2

CONTEXT

2.1

In this section, we provide a brief overview of Isle of Man Airport as it is today, including its
traffic throughput and route network. We then outline the position and organisation of the
Airport within the current government structure and the socio-economic role of the Airport in
the context of the Island it serves.
Isle of Man Airport

2.2

Isle of Man (Ronaldsway) Airport is the principal air gateway to the Isle of Man. It is located
near Castletown around 7 miles southwest of Douglas. The Airport has a single terminal and
two active runways (08/26 and 03/21). Runway 08/26 is 1,837 metres in length2 and capable
of accommodating aircraft up to Boeing 757 size (dependent on loads and distance flown).
Runway 03/21 is 1,255 metres in length but is used by fewer than 10% of all aircraft
movements, with usage generally being dependent on changing wind direction.

2.3

The Airport’s published opening hours are Monday to Saturday 0615-2045 (0515-1945 GMT)
and Sunday 0700-2045 (0600-1945 GMT), although the hours are extended as required if
airlines operate with delays.

2.4

The Airport’s passenger throughput for the last 10 years is set out in Figure 2.1. The Airport
saw a fall in throughput around the time of the recession, as did most other airports, but has
seen growth since 2014 to a record throughput of 807,428 in the 2017 calendar year, with
growth continuing into 2018.
Figure 2.1: Passenger throughput at Isle of Man Airport 2008 to 2017
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Source: CAA Statistics and IOM Gov. website

2

The specific landing and take-off distances available to pilots are set out in the UK Air Pilot publication.
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2.5

We set out aircraft movement3 data in Figure 2.2 below. This shows a declining trend over the
period but can be accounted for by the higher capacity aircraft operated by easyJet from 2010
onwards, carrying more passengers with fewer aircraft movements.
Figure 2.2: Aircraft Movements at Isle of Man Airport 2008 to 2017
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Source: CAA Statistics and IOM Gov. website

2.6

The airlines operating at the Airport and destinations served in 2017 are set out in Table 2.1.
Table 2.1: Airlines and Routes Served 2017
Airline
Aer Lingus
BA Citiflyer
Citywing
Eastern
easyJet
Flybe
Loganair
Others
Total

Pax
45,270
61,916
9,189
15,041
322,139
334,674
3,508
15,691
807,428

%
5.6%
7.7%
1.1%
1.9%
39.9%
41.4%
0.4%
1.9%

Destinations served
Dublin
London City
Belfast City, Blackpool, Gloucester, Newcastle,
Belfast City, Glasgow, Newcastle,
Bristol, Liverpool, Luton, Gatwick
Belfast City, Birmingham, Geneva, Liverpool, Manchester
Edinburgh
(non-scheduled and charter)
Source: IOM Gov. website

2.7

3

8

In March 2017, Citywing (formerly Manx2) went into liquidation and all their operations
ceased, including the routes from Isle of Man to Blackpool, Gloucester, Newcastle and Belfast
City.

An aircraft movement is defined as a take-off or a landing.
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2.8

The scheduled routes served from Isle of Man in Summer 2018 are as set out in Table 2.2.
Table 2.2: Scheduled Routes from Isle of Man Airport: Summer 2018
Airline
Aer Lingus
British Airways
easyJet
Flybe
Loganair

Routes served
Dublin
London City
Belfast Int., Bristol, Liverpool, London
Gatwick, London Luton
Birmingham, Liverpool, Manchester
Edinburgh
Source: IOM Gov. website

2.9

The only currently competed scheduled route is Liverpool, which is served by both easyJet and
Flybe. Flybe also have a contract with the IOM Government to provide a transfer service to
Liverpool for NHS patients requiring hospital treatment.

2.10 Seasonal charters flights are also being operated in Summer 2018 by British Airways to
Menorca and Majorca on behalf of Freedom Travel.
2.11 Isle of Man Airport also accommodates a range of ‘general aviation’4 flights, including air taxi
operations and business (corporate) aviation as well as some aero club and private flying.
These movements are included in the totals shown in Figure 2.2. The Private Jet Company
operates a hangar at Isle of Man Airport and is the Fixed Base Operator (i.e. handling agent)
for general aviation services.
2.12 A number of major capital projects have been completed over the last 10 years, including the
airport runway project, a new control tower, taxiways and aprons, a new perimeter fence and
a radar replacement project at a total expenditure of the order of £62 million, with an
additional xxxxxxxxxxx of capital works currently ongoing.
Current Governance Structure
2.13 The Airport is currently owned and operated by the Isle of Man Government Department of
Infrastructure (DOI) and is part of the Ports Division, which is overseen by a Director of Ports
in charge of the Airport and the Harbours. The Director of Ports is also the Aerodrome
Licensee.

4

General Aviation (GA) refers to all private flying, together with all commercial flying (‘business aviation’) that
is neither military aviation nor scheduled commercial air transport.
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2.14 The Airport is currently seen as a budgetary ‘cost centre’ within Government and its operation
is supported by a number of ‘shared services’ from various Government departments. Where
this is the case, the shared service provider holds the budget and costs do not get charged
back to the Airport directly5, which makes these costs effectively a hidden subsidy to the
operation of the Airport. We refer to these shared service costs again in Section 3.
2.15 The Programme for Government ‘Our Island - A Special Place to Live and Work’ was approved
by Tynwald in January 2017 and, in April 2017, a strategic plan ‘Delivering a Programme for
Government’ was also approved. This sets measurable supporting targets for Government,
which must save £25 million over the next five years to help balance its budget. The ‘Securing
Added Value and Efficiencies’ (SAVE) Programme, which is a Treasury-sponsored initiative
designed to support this target, and one of the initiatives under this Programme is the review
of operational efficiency and governance of the Airport, which this report now addresses.
Socio-Economic Role
2.16 The existence of air services to and from the Island are vital to the wellbeing of Manx
residents, not only in terms of business and leisure connectivity, but also in terms of the
lifeline services provided through the NHS patient transfer service (operated by Flybe to
Liverpool) for those requiring specialist treatment in the UK6.
2.17 Along with the Steam Packet sea services, recently brought back into public ownership, air
connections are vital to the Island. The air links provide a vital underpinning to the financial
services sector on the island, as this sector of the economy has a higher dependence on air
travel than other economic sectors more generally. Air connectivity will be vital to reinvigorating the tourism sector7 and provides vital links enabling Isle of Man residents to be
connected to the rest of the world.
2.18 The Government will, therefore, need to have a continuing responsibility for ensuring
continuity of airport operations, whatever the operating model implemented at the Airport, to
ensure that this connectivity and these lifeline services continue and, where possible, are
expanded. Bluntly, closure of the Airport would not be an option so, to the extent that it
remains loss-making, there would need to be an ongoing subsidy in the light of the vital social
and economic role. Ideally, these economic benefits could be quantified to provide an
underpinning rationale for any ongoing subsidy required but this was outside of the scope of
this study. Such an analysis would include the APD tax revenue also collected by the Isle of
Man Government from air passengers.

5

We recognise that the centralisation of these services was part of a broader initiative to achieve economies
of scale.
6
Although we note that consideration is being given to reducing the costs associated with the patient transfer
service, which may in turn reduce the passengers handled at the Airport and the income it earns. The IOM
Government website states that around 11,000 journeys are undertaken by Manx residents for health care
purposes each year, which is around 9% of all passengers carried by Flybe on this route in 2017. Whilst this is a
relatively small percentage, any reduction could impact on the route’s profitability for Flybe.
7
The Isle of Man Passenger Survey 2017 notes that of the 266,850 visitors to the island in 2017, 59% departed
by air, and 41% by sea.
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3

CURRENT FINANCIAL POSITION
Introduction

3.1

This section sets out our analysis of the current financial performance of Isle of Man Airport in
2017/18. This analysis has been subject to several iterations following discussions with
Government representatives and airport management. We see this initial analysis as crucial
to ‘setting the scene’ for an evaluation of what levers might realistically exist to improve
income or reduce costs at the Airport, and what kind of alternative governance arrangements
might best facilitate the delivery of changes that make a meaningful contribution to the
Government’s SAVE programme.

3.2

It should be noted from the outset that identifying an accurate picture of the Airport’s current
financial position has been far from straightforward. Whilst every effort has been made by
the DOI and airport management to assist us in this task, there are a number of features of
the current financial governance arrangements that have made it difficult. We outline some
of these below:

3.3



as a department of Government, the Airport is treated, for budgetary purposes, as a
cost centre, with income treated as a negative item in the budget, offsetting the costs;
this is not conducive to income being seen as a ‘business driver’;



the merging of the Airport with Harbours under the Ports Division means that some of
the current budget lines relate to both Harbours and Airport and, in these cases, an
estimated allocation of cost between the two has had to be made;



some ‘shared services’ provided to the Airport (as part of the Ports Division) are
provided by other Divisions within the DOI; these include the Public Estates and Housing
Division, which incurs the Ports’ cleaning services and maintenance costs and also helps
to negotiate property rents and concession income on behalf of the Airport. This
sharing of services is common practice across Government departments;



other Government departments provide centralised ‘shared services’ to the Airport:
these include IT and communications, legal services, HR services, and financial services
such as payroll, accounting, and audit; these costs are not separately identified
(although some charging rates exist for the purposes of estimating the cost) and are not
re-charged back to the Airport; as a result, we have had to estimate what these services
may be costing the Airport;



the Meteorological Office is located on the Airport site and is treated as an Airport cost,
even though it provides services across the Island as well as to the Airport; for the
purposes of the current analysis, we have excluded these costs.

These internal financial arrangements make it extremely difficult to establish a completely
accurate picture of the Airport’s costs and incomes and its current true financial position.
Analysis of Current Financial Performance

3.4

The Government’s financial systems do, however, make a crude allocation of costs and
incomes to the Airport and we set out the results of this allocation for the last four years in
Table 3.1 below.
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Table 3.1: IOM Government Analysis of Airport Income and Expenditure 2014/15 to 2017/18

1 – Income
2 – Payroll
3 - Infrastructure Expenses
4 - Transport Expenditure
5 - Supplies & Services
Net

2014/15
2015/16
2016/17
Actual
Actual
Actual
£5,762,439
£5,704,608
£5,690,949
£7,632,963
£7,856,810
£8,465,259
£221,626
£270,208
£484,254
£6,505
£7,319
££3,597
£1,814,009
£2,140,081
£2,164,708
- £3,912,665
- £4,569,809
- £5,426,870
Source: IOM Government Financial Analysis

2017/18
Actual
£4,864,507
£6,447,884
£279,945
£6,617
£1,704,301
- £3,573,790

3.5

A further complication with these figures is that changes to Government accounting practices
in recent years make it hard to compare figures year on year. For example, up to 2014/15
pension costs were excluded from payroll and paid centrally, but from 2015/16 these costs
have been included within the payroll budget. Furthermore, as we have noted above the
Government financial system sometimes treats ‘Ports’ as a single financial entity, thus
requiring an estimated allocation between Harbours and Airport to be made to arrive at the
estimates for the Airport alone. Nevertheless, and with these caveats in mind, Table 3.1
shows a consistent deficit for the Airport over the last four years, albeit performance in
2017/18 has improved over previous years due, in large part, to the decision to cease
providing the baggage handling service during 2017 and the consequent reduction in staff
costs. Unusually, compared to the circumstances where baggage handling has been
outsourced at other airports, there was no direct reduction in the level of charges to airlines
to compensate for the additional payments they would need to make to the handling agents.
We explore the reasons for the coincidental fall in income in 2017/8 later in this report.

3.6

It is perhaps worth noting here that Government income from Air Passenger Duty (APD) were
xxxxxxxxxx in 2014/15, xxxxxxxxxx in 2015/16, and xxxxxxxxxx in 2016/17, in some years more
than offsetting the losses from the Airport. Although figures are not yet available for 2017/18,
they are likely to exceed the loss from the Airport operation. Whilst this could be important
from an Isle of Man Government perspective in terms of the overall financial position, it would
not alter the ‘stand-alone’ position of the Airport’s finances compared to other airports, which
would not normally benefit from any attribution of APD revenue.

3.7

In order to refine the assessment of costs and income identified in Table 3.1, we analysed the
2017/18 budgets line by line, using agreed allocations of costs between Harbours and Airport
for specific budget lines. We also added in costs of services provided to the Airport by other
Government departments, where these could be identified. It should be noted that the
figures in Table 3.1 above exclude these costs, thus only partially reflecting the true situation.
We were also provided with a list of rates for estimating charges made for the provision of
centralised services to the Airport. These are summarised in Table 3.2 below.
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Table 3.2: Externalisation Unit Cost Estimates
Service

Basis

Information & Communications
Technology (ICT) hardware and
software and network infrastructure

Per user

Provision of legal advice and drafting
services from HM Attorney General’s
Chambers

Average
days per
annum

Use of Government properties and
facilities (excluding car parks)

per
employee

Cost

Insurances

Comment

Not separately identified but
noted.

Human Resources and services and
advice including recruitment and
employment law advice

per
employee

Finance and accounting services such
as payroll, production and auditing of
accounts.

per
employee

Advantageous procurement of goods
and services due to centrally
negotiated framework contracts

Not separately identified but
noted.

Government Unified Scheme Pension
Services

Contributions included
within staff costs - future
liabilities excluded.

Source: Department of Infrastructure

3.8

However, there is no estimate made of the actual costs of these services on an annual basis
and no allocation of cost to the Airport. As a result, the true cost of these centralised services
is unknown. However, based on this information we have made a crude estimate of these
costs at £250,000 per annum for the purposes of the analysis, which is set out in Table 3.3
below.
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Table 3.3: Analysis of Airport Related Budgets 2017/18
INCOME
Aeronautical Income
Passenger Fees, Extension Fees, and PRM Charges
Landing Fees
Hangarage & Parking
Freight Handling
Fuel Sales
Other
Aeronautical Income Total

£3,268,114

Non-Aeronautical Income
Car Parking - Car Parking Fees
Car Parking - Fixed Penalty Fines
Other Rentals - Services to Tenants
Other Rentals - Shop Rents and Concessions
Other Rentals - Other Rent
Miscellaneous Income - General
Airport Safety Management
Non-Aeronautical Income Total
INCOME TOTAL

£4,850,947

EXPENDITURE
Payroll Costs
Management & Admin
Airport Safety Management
Information Desk
Airport Port Security
Airfield Operations
Rescue & Firefighting Services
Air Traffic Control
Air Traffic Engineering
Meteorological Services
Payroll Total

£5,708,829
Table continued overleaf
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Other Costs
Management & Admin
Airport Security Contract
Airport Safety Management
Information Desk
Airport Port Security
Airfield Maintenance
Rescue & Firefighting Services
Air Traffic Control
Air Traffic Engineering
Meteorological Services
Property Maintenance Costs
Cleaning (contract)
Training Courses
Other
Estimated Centralised Costs (see above)
Other Costs Total

£2,863,483

EXPENDITURE TOTAL

£8,572,312

NET TRADING POSITION

-£3,721,365
Source: York Aviation analysis of Treasury Budgets

3.9

The result of this analysis is an estimated deficit of around £3.7 million in 2017/18, as opposed
to the breakdown in Table 3.1, which shows a deficit of £3.6 million. However, the two figures
are not exactly comparable, as we have excluded the Met Office costs from our analysis in
Table 3.3 (approx. £600,000 per annum) but included the costs for maintenance and cleaning
provided by the Public Estates & Housing Division xxxxxxxxxxxxxxxxxxxxxxxxxxxx. There are
other discrepancies that we cannot explain and for which we have been unable to obtain an
explanation.

3.10 It should be noted that we have omitted, in both Table 3.1 and Table 3.3, a budgeted cost for
‘loan charges and grants’ which is allocated to the Ports Division and amounts to a total of
£3.4m for 2017/18. This relates to the Government’s way of funding capital projects, whereby
the Government raises loans to fund the projects and the repayments of the loans are
allocated to the relevant cost centre, in this case the Ports Division. Before 2017/18, these
repayments were made centrally by the Treasury. These charges cover loans for capital
projects dating back up to 30 years and it has not been possible to separate charges relating to
Harbour projects from Airport projects. As a result, we have omitted this cost from the above
analysis, although it should be borne in mind that a clearer allocation of capital funding and
debt payments would have to be made in the event that changes to the Airport’s operating
model were implemented. Similarly, in any comparison with the financial performance of
other airports, it is important to bear in mind that these airports would be directly liable for
their own loan charges.
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3.11 Aeronautical income forms 67% of total income and is made up of primarily of passenger
related charges, which form around 80% of all aeronautical income. These include the
Passenger Service Charges, Extension Fees (charges to airlines for extending the Airport’s
opening hours) and charges for handling Passengers with Reduced Mobility (PRM). The
remaining aeronautical income streams are landing fees, hangarage and parking, freight
handling, fuel, and various other minor items. Given a passenger throughput of 806,436 in
2017, this results in aeronautical revenue per passenger of £4.05, which we discuss further in
the context of the prospects for growth at the Airport in Section 5.
3.12 Non-aeronautical income forms 33% of total revenues and is composed principally of car
parking charges xxxxx, property rentals xxxxx, and concession fees xxxxx, with a number of
other smaller items making up the remainder. The majority xxxxx of the concession fees
xxxxxxxxxxxxxxxxxxxxxxxxxxx
are
derived
from
advertising,
with
the
rest
xxxxxxxxxxxxxxxxxxxxxx coming from the xxxxxxxxxxxxxxxxx concession, which covers the
terminal shops and all the Food & Beverage (F&B) outlets in the terminal.
3.13 Payroll costs account for around two thirds of overall expenditure, which is relatively high.
This may result, to some degree, from the difficulty of recruiting to some of the more skilled
positions such as Air Traffic Control and Rescue & Firefighting Services, requiring relatively
high rates of pay. However, the historical rates and allowances applicable to Government
employees have also been and continue to be relatively generous compared to the norms in
the commercial airport sector.
3.14 Our attention was drawn to the fact that from 29th January 2018, the Ports Division is
increasing its payments to the Airport security contractor to xxxxxxxxxxxxxxxxxxx in order to
cover existing requirements, increase the salaries of those employed, add a 20-hours per
week admin post, and 3 quality assurance duty manager posts (i.e. one person per shift).
From the end of July 2018 when the second channel is opened permanently, the Division
expects to pay a further xxxxxxxxxxxxxxxxxxxxxxxxxxxx. This will materially worsen the
financial position in 2018/9 xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx unless there is a significant
upturn in traffic growth. These increases will take full year effect from 2018/19 and we have
taken them into account in the financial projections in Section 8.
Conclusion
3.15 There is a lack of transparency of financial information relating to the Airport at present,
which is partly due to the way the Airport is treated as a cost centre within Government. This
makes it difficult to establish the true trading position of the Airport and, by implication,
makes it hard for management to properly manage costs. Of itself, this creates a disincentive
to improving performance given the extent to which costs are not within the control of
management.
3.16 The best estimate that we have been able to make of the Airport’s current trading position is
set out above and shows a current trading deficit of around £3.7m.
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4

BENCHMARKS
Introduction

4.1

There are always difficulties relating to benchmarking any airport but, in the case of Isle of
Man Airport, the difficulty relates primarily to the fact that the Airport is currently treated as a
cost centre within Government, a point we have noted in the previous section. As a result, we
cannot be certain that all of the costs allocated to the Isle of Man Airport are truly reflective of
the actual costs that are incurred by the operation of the Airport, which could be higher or,
indeed, lower. We simply do not know how material any inaccuracy in the estimates relative
to the overall level of losses incurred may be. The other airports, with which we are
comparing the Isle of Man Airport, are more directly in control of all of their costs. This does
not necessarily invalidate the comparisons that we make in this section and may well serve to
draw attention to opportunities for improvement if the Airport was more directly able to
control its own cost base.
Selecting Comparator Airports

4.2

There are relatively few regional airports operating at similar levels of passenger throughput
as Isle of Man Airport, with which it can be compared. Guernsey Airport has a similar level of
throughput, but data for Guernsey is limited and we have only been able to obtain data for
2015. In addition to Guernsey, we have selected UK regional airports with 2 million
passengers per annum or fewer and for which data is available from Leigh Fishers’ UK Airports
Performance Indicators for 2016/17 (the most recent edition available). The passenger
throughput at each of the selected airports is set out in Figure 4.1 below and is based on UK
Civil Aviation Authority (CAA) 2017 data. Subsequent charts are based on the most recently
available data, which in most cases is either the 2017 calendar year or the 2016/17 financial
year, with the exception of Guernsey, where as we have noted the most recent available data
relates to 2015.

4.3

A further issue is that no two airports will ever be exactly comparable and may not operate in
exactly the same way. As an example, some airports provide the air traffic control in-house
(as at the Isle of Man) whereas others contract this service out. We set out in Table 4.1 the
key functions for which there are known differences in the mode of provision at the selected
benchmark airports.

4.4

We also acknowledge that some of these comparator airports have a different traffic mix and
range of destinations from that seen at Isle of Man Airport and that this will have an effect of
their ability to generate non-aeronautical revenue.
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Figure 4.1: Selected Benchmark Airports with 2 mppa8 or fewer (2017)
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Source: CAA Data (2017), Isle of Man Airport

ATC

Baggage Handling

Car Parks

Retailing

Pax Handling

Pasenger Screening

Isle of Man
Bournemouth
Cardiff
Doncaster Sheffield
Guernsey
Southend

Access Control

Table 4.1: Provision of key functions in house (✓) or outsourced (✕) at the
benchmark airports

✓
✓
✓
✓
✓
✓

✓
✓
✕
✕
✓
✓

✕
✕
✕
✕
✕
✓

✓
✓
✓
✓
✓
✓

✕
✕
✕
✕
✕
✓

✕
✓
✕
✕
✕
✓

✕
✓
✕
✕
✕
✓

Source: UK Airports Performance Indicators 2016/17 & Guernsey Airport data

4.5

8

One further point is that we are using publicly available data at the greatest level of
disaggregation available. Data at a more disaggregated level is not readily available and is, in
any event, likely to be confidential to each airport. Whilst Leigh Fisher make every effort to
publish the information on a comparable basis, there will always be some discrepancies.
Where possible, we flag any consequential issues as they arise in the comparisons, but again
this does not necessarily invalidate the comparisons, as long as the differences are
understood. We believe that whilst not all comparisons may be strictly like for like, they do
serve to ‘flag up’ differences that may be useful to note and act upon.

mppa = million passengers per annum.
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Benchmark Analysis
4.6

We begin by looking at the proportions of aeronautical income and non-aeronautical income
at the selected airports. As can be seen from Figure 4.2 below, both Isle of Man Airport and
Guernsey Airport are more reliant on aeronautical income than the other airports. Whilst this
could indicate that performance in non-aeronautical income generation could be improved, it
may also reflect the lower scope for non-aeronautical income at airports that have relatively
low throughput and limited property portfolios. Bournemouth and Doncaster Sheffield, for
example, both have substantial property portfolios compared with the other airports
benchmarked here. It may also reflect a higher dependence on ‘domestic’ air routes between
the islands and Great Britain rather than a broader portfolio of international services.
Figure 4.2: Proportion of Aeronautical and Non-Aeronautical Income
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Source: UK Airports Performance Indicators 2016/17 & Guernsey Airport Financial
Report 2015

4.7

We also benchmarked aeronautical income per passenger, which gives an indication of the
yield that the Airport is getting from its charges to airlines. This is set out in Figure 4.3 and
shows Isle of Man Airport at the lower end of the range. The caveat here is whether all the
selected airports are reporting net revenues per passenger, as is the case with Isle of Man
Airport. If some of these airports are reporting gross aeronautical income before any rebates
are netted off (as we suspect may be the case in respect particularly of Southend and Cardiff,
with the costs of these rebates included as marketing costs in opex9), the comparison is not
strictly like-for-like. However, the fact that Isle of Man Airport has relatively low aeronautical
income and a high dependence on such income does highlight the extent to which low nonaeronautical income is a significant issue in terms of the ability to attain a break-even position.

9

Opex means the cost of operating the airport, including staff costs, contracted out costs and costs such as
marketing, utilities, routine maintenance etc.
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Figure 4.3: Aeronautical Revenue per passenger
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Source: UK Airports Performance Indicators 2016/17 & Guernsey Airport Financial
Report 2015

Non-aeronautical revenue per passenger is set out in Figure 4.4 below, which shows Isle of
Man Airport at the bottom of the range. However, it should be noted that most of the
comparators have a greater range of international, low cost, and charter flights than Isle of
Man Airport and are, therefore, likely to generate higher levels of retail and catering spend
per passenger. The comparator airports also sell Duty Free goods, unlike Isle of Man Airport.
Some of the comparators, such as Bournemouth and Doncaster Sheffield, also have a
significant property portfolio, which generates additional non-aeronautical income.
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Figure 4.4: Non-Aeronautical Revenue per passenger
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Source: UK Airports Performance Indicators 2016/17 & Guernsey Airport Financial
10
Report 2015

4.8

Revenue from terminal concessions is often a significant component of overall nonaeronautical revenue and, whilst there is very little published data on retail revenue per
passenger at smaller UK airports, Bournemouth earns £1.79 per passenger and Doncaster
earns £0.82 per passenger. Highlands & Islands Airports (as a group of smaller airports) earn
£0.70 per passenger from retail activity. It is notable that all of these are much higher than
Isle of Man Airport’s xxxxxx per passenger. Whilst we recognise that the small number of
international flights and shorter dwell times in the terminal will dampen the scope for sales at
Isle of Man Airport, it still performs significantly below Highlands & Islands Airports, probably
the best comparison as these airports are also dependent, to a large extent, on domestic air
services.

4.9

Despite the caveats we have pointed out, the levels of non-aeronautical revenue per
passenger generated by Isle of Man Airport is significantly below even the closest comparator
in this analysis (in this case, Guernsey) and retail revenues are materially below those attained
by the Highlands & Islands Airports, all of which suggests that scope should exist for increased
income generation in this area. Areas of particular concern are the very limited space
available for retail activity airside, where most sales now take place and the relatively poor
quality of the offer. The low level of income earned from car parking is also a concern
compared to the other airports, which increasingly levy charges for all parking at the airport,
including pick up and drop off, which could compensate in part by any lower propensity to
park given the Island’s relative small size.

10

We note that Southend Airport does provide the terminal catering service in-house and it is not entirely
clear whether the reported income is net of costs or not.
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4.10 Turning to operational expenditure (opex), we looked at staff costs per passenger in Figure 4.5
below (staff costs per passenger were not available for Guernsey Airport). In this comparison,
Isle of Man Airport’s staff costs per passenger are in the middle of the range11. However, care
needs to be taken in interpreting these comparisons because a number of functions are
undertaken in-house at Southend Airport (see Table 4.1), which will increase the Airport’s
overall staff costs relative to an airport where such services are contracted out.
Figure 4.5: Staff Costs per passenger
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Source: UK Airports Performance Indicators 2016/17

4.11 Total operational expenditure per passenger is set out in Figure 4.6 and, here, Isle of Man
Airport appears at the bottom of the range, suggesting that non-staff costs are relatively low.
However, we have had to estimate the costs of centralised services provided by Government
to the Airport to calculate this figure and, if the estimate we have made is too cautious, the
overall operational expenditure per passenger would be higher. We strongly suspect that our
current estimates may underestimate the total costs of operating the Airport, not least in the
treatment of capital expenditures and the level of interest charges which may be included
within opex at other airports.

11

For the purposes of this comparison, we have excluded the staff costs of the Met Office function.
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Figure 4.6: Total Operational Expenditure per passenger
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Report 2015

4.12 Finally, we considered a measure in Figure 4.7 that looks at earnings before interest, tax, and
depreciation and amortisation (EBITDA), where these apply. This is basically, therefore, a
measure of income against operational expenditure. It is immediately apparent that none of
the selected benchmark airports is making positive earnings, with the exception of Guernsey,
whose EBITDA in 2015 was marginally positive at £0.2 million. The large losses reported by
Doncaster Sheffield Airport in 2017 were attributed to a number of exceptional factors,
including a £6.6m impairment of fixed assets. Overall, however, this illustrates the
profitability challenges faced by smaller airports operating at these relatively low levels of
passenger throughput.
4.13 In overall terms, therefore, the operating losses seen at the Isle of Man Airport are not
unusual for an airport with this scale of passenger throughput albeit, with a more direct set of
comparators, its performance is particularly weak. We set out in Figure 4.8, the most recent
reported EBITDA performance for 2016/17 for a slightly wider range of comparator airports
for which data is available in order to assess the level of passenger throughput at which it
would be reasonable to assume a break-even position ought to be attainable.
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Figure 4.7: Earnings before Interest Tax Depreciation & Amortisation (£m)
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Figure 4.8: Comparative Financial Performance relative to Passenger
Throughput
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4.14 It is evident that smaller airports, in general, struggle to attain profitability and that, in this
respect, the fact that the Isle of Man Airport does not attain a break-even financial position is
not entirely surprising. Although there is a gap in the data, given that there are few airports in
the UK that handle between 1 and 3 million passengers a year (mppa), it is evident that a
throughput of around 2 mppa is likely to form an approximate threshold at which profitable
operations might be sustainably attained (as indicated on the trend line in the graph above).
As is evident from the data, however, there is no universal rule and each airport’s individual
circumstances, traffic mix and state of investment need to be taken into account as we have
discussed above.
4.15 The fundamental issue facing airports is the relatively high proportion of operating costs that
are fixed, regardless of traffic to a large degree. This can include air traffic control, fire cover,
airfield and building maintenance costs. Hence, understanding the extent to which growth in
traffic can be attained without increasing cost is a fundamental consideration, which we go on
to consider in the next section, before turning to specific opportunities to increase revenues
or reduce costs.
Conclusion
4.16 In conclusion, we would re-iterate that caution needs to be exercised in benchmarking
financial performance, because no two airports operate in exactly the same way. That having
been said, these benchmarks do provide a broad indication of comparative performance.
4.17 In terms of aeronautical revenues per passenger, Isle of Man Airport appears to be at the
lower end of the scale of comparator airports, although this is not entirely surprising given the
relatively restricted domestic markets being served and the low proportion of international
and charter flights. We discuss the reasons for this aeronautical revenue performance further
in the next section.
4.18 Non-aeronautical revenue is a particular area of concern as, given pressure from airlines to
reduce aeronautical charges, it is increasingly vital for airports to generate an increasing
proportion of their income from commercial activities. Isle of Man Airport lags significantly
behind in this regard.
4.19 In terms of overall expenditure per passenger, Isle of Man Airport is at the bottom of the
range considered here, although this has involved an estimate of centralised costs and our
comparisons may be skewed by the treatment of debt charges at other airports, which are
missing from the Isle of Man data. In terms of staff costs per passenger, Isle of Man Airport
lies in the middle of the range, although this does not necessarily indicate that increased
productivity is not achievable.
4.20 In terms of the net trading position, Isle of Man Airport’s deficit is slightly worse than most of
the specific comparators, but a wider analysis demonstrates the difficulty of turning a profit at
airports operating at low levels of passenger throughput.
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5

POTENTIAL FOR AIRLINE MARKET AND AERONAUTICAL INCOME GROWTH

5.1

This section sets out our analysis of the scope for profitable traffic growth as one key
mechanism which could move the Isle of Man Airport towards a break-even position over time
as well as potentially delivering other social and economic benefits to the Island if increased
tourism or business activity could be promoted.
Recent Performance

5.2

We have used a number of data sources to investigate the recent performance of the Isle of
Man Airport, including UK CAA passenger survey data for passengers travelling to the Isle of
Man12 collected at a number of UK airports, particularly the London airports, Liverpool and
Manchester, UK CAA Airport Statistics, statistical data provided by the Isle of Man Airport and
the Isle of Man Passenger Survey 2017. Our aim has been to understand the drivers of growth
with a view to determining the scope for future growth.

5.3

The comparative performance of the Isle of Man Airport over the last 10 years is illustrated in
Figure 5.1. This covers all airports reported by the UK CAA that handled between 0.5 and 2
mppa in 2017. The other UK airports included within the totals are Bournemouth, Cardiff
Wales, Doncaster Sheffield, Exeter, Norwich, Prestwick and Southend. We have highlighted
Inverness and the Channel Island airports more specifically as being more comparable to the
Isle of Man in terms of dependence on domestic air services to a large extent.

5.4

What is clear is that the performance of the Isle of Man Airport has largely mirrored that of
the Channel Islands and overall growth has exceeded that seen at similar sized airports in
Great Britain, which were more impacted by the consolidation in the international low-cost
airline market during and immediately after the recession. However, the performance of the
Isle of Man and Channel Island airports is lagging behind similar sized airports in Great Britain
during the second half of the period as faster growth over the last 5 years is largely being
driven by recovery in international services, which still make up a small proportion of flights at
all three of the island airports.

12

This is data collected by interviewing departing passengers from these airports and we have used only data
related to passengers travelling to the Isle of Man from these airports. This data enables us to identify the
purpose of travel, the home residence of the passenger, the airline used and whether the passenger has been
using the flight to connect from elsewhere or for a point to point journey to/from the Isle of Man.
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Figure 5.1: Comparative Change in Passenger Throughput compared to 2007
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13

In terms of the structure of the market served by the Isle of Man Airport, it is predominantly
serving airports in Great Britain. The share of the market across the main routes (other
smaller routes are grouped) is shown in Figure 5.2. Liverpool, Manchester and the London
routes, in combination, account for over 86% of total passengers and Dublin Airport a further
5.6%. The remaining 8.3% of passengers are spread across other routes, including the nonscheduled services operated seasonally. In overall terms, in 2017, 90.7% of passengers were
flying to and from Great Britain, with most of the remainder travelling to/from Ireland. The
dominance of the UK market has implications for the type and scale of growth which might be
attainable, which we consider further below.

13

The passenger figures for the Isle of Man Airport do not exactly match those provided by the Airport itself,
but this will reflect some categorisation differences which apply across all airports reported by the CAA.
However, the overall trends shown in the data are consistent.

York Aviation LLP

27

ISLE OF MAN AIRPORT REVIEW

Figure 5.2: Market Share of Passengers by Route 2017
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The Impact of easyJet
5.6

Leaving aside the effects of the global recession of 2008/9 and subsequent economic
recovery, the performance of the Airport has been influenced by the advent of low fares
airline services following completion of the runway works in 2009. Whilst we understand that
the works were principally to ensure compliance with international safety standards in terms
of the providing fully compliant runway end safety areas (RESAs), the effect has also been to
see some increase in the runway declared distances so making it economic for the operation
of larger code C jet aircraft (such as the A319 and similar aircraft) with commercial payloads.
Shortly following completion of the runway extension, easyJet commenced service to the
island from Liverpool14 and have more recently added services from London Gatwick, Bristol,
London Luton and Belfast International.

5.7

We illustrate the impact that the entry of easyJet has had on the overall market in Figure 5.3.
We have considered this at the level of the overall London market15 and the combined North
West of England market (Manchester, Liverpool and Blackpool) due the extent to which there
is passenger switching between airports in these areas due to catchment area overlap.

14

Although we understand such services had been in contemplation even prior to the runway works but
easyJet did not then have suitable aircraft available to operate the services.
15
The air service between the Isle of Man and Heathrow ceased in 2002.
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Figure 5.3: Comparative Change in Passenger Throughput compared to 2009
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5.8

It is evident that the entry of easyJet into both markets has contributed to growth over the
period shown16 but, to some degree, this has been at the expense of traffic from other
airports, whose market share has fallen from 29% in 2009 (before easyJet’s entry) to 20% in
2017. There could be two reasons for this. Either:


easyJet has been so attractive in terms of fares offered that it has drawn passengers
even from the catchment areas of more distant airports. This may be the case, for
example, in terms of services to Leeds Bradford where passenger numbers were
declining even before the end of the Citywing operations17; or



the entry of easyJet into the market has accelerated the switch from sea to air since
2005, as seen in the Isle of Man Passenger Survey 2017 reproduced in Figure 5.4, albeit
we recognise that some markets, such as to and from the North West of England have
been showing growth in aggregate in more recent years.

In all likelihood, the impact of easyJet on the market may well be a combination of the two
factors.

16

This covers the period post the global recession of 2008/9. Passenger numbers were higher in many
markets before the recession, so we have not sought to go back to that period in our analysis.
17
Albeit we understand that this partly reflects the relatively poor quality of service offered by Citywing.
Nonetheless, the presence of easyJet may have been a factor on why this and other routes to points relatively
close to Liverpool have not been reintroduced by other airlines.
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Figure 5.4: Air and Sea Passengers to and from the Isle of Man since 2005

Source: Isle of Man Passenger Survey 2017

5.9

18

In overall terms, scheduled air passenger departures are recorded in the survey as having
grown by 12.4% over the period 2009 to 2017, whilst departures by sea have declined by 1.9%
within an overall market recorded as growing by 5.9% over the period.

5.10 One feature of easyJet’s entry into the market has been a reduction in the overall frequency of
flights serving the island. Whilst the reduction in the number of scheduled aircraft
movements from 26,298 a year in 2009 to 14,618 in 2017 (a 44% drop) may in part be
attributed to the cessation of services by Citywing, the decrease in the frequency of service
offered on the London route from 2,679 flights per year each way in 2009 to 1,628 flight per
year in 201719, across all of the London airports, is directly related to the entry of easyJet into
the market operating larger aircraft replacing the higher frequency services previously
operated by Flybe to Gatwick20. This reduction in frequency may have wider economic
consequences, despite the lower air fares being offered, as it potentially makes the island a
less attractive place to do business and to visit and may result in those seeking to connect for
holidays via the London airports having to accept longer transit times to their end
destinations. It has to be acknowledged, however, that the same pattern is not seen across
Liverpool and Manchester Airports (excluding Blackpool flights) where the total number of
flights has increased by 26% since the entry of easyJet onto the Liverpool route in 2010. This
may be a reflection of the closer ties between the Island and the North West of England
leading to more discretionary trips for leisure purposes to visit friends and relatives.

18

We note that these figures relate to scheduled passenger departures only and, we assume exclude charter
passengers. Hence, they do not match exactly figures provided by the Airport.
19
Online Airline Guide.
20
The structure of the London market was specifically impacted by the sale by Flybe of its Gatwick slots and
charging structures at the London airports that, to a large extent, discourage the use of smaller aircraft. This
resulted in easyJet serving the same market at a lower frequency but with a larger aircraft type.
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5.11 We have used CAA Passenger Survey data21 to examine what impact the entry of easyJet has
had on the types of trips made by passenger to and from the Isle of Man. We have used data
for 2017 compared to data for 200722 to consider the effect of easyJet entry into the market
across Manchester and Liverpool Airports. We have used 2017 data compared to 201223 data
to consider the impact of easyJet across all of the London airports.
5.12 We have used this data to categorise passengers into whether they were Isle of Man resident
(IOM) or non-resident (Other). This latter category also includes foreign resident passengers
that have connected via a UK hub airport to reach the Island. However, such passengers make
up only 6.9% of all passengers using the Airport, roughly evenly divided between our three
market segments of business related trips, pure leisure trips and visiting friends and relatives
(VFR). We have used these latter three categories to examine the extent to which easyJet’s
entry into the market and the lower fares offered have served to stimulate the market and
which market segments have been stimulated.
5.13 We summarise the changes to the market across Manchester and Liverpool Airports in Table
5.1 below. In overall terms, the entry of easyJet onto the Liverpool route resulted in a 37%
increase in passengers carried across the Liverpool and Manchester routes between 2007 and
2017. This was substantially greater than the growth seen across the entirety of the Airport’s
route network over the period of less than 5%, suggesting that the Manchester and Liverpool
routes have grown at the expense of others. In percentage terms, the greatest growth has
been seen in leisure travel to and from the island but outbound leisure trips by Isle of Man
residents from the Island make up 74% of this increase, indicating that the lower fares have
tended to stimulate more trips off the Island to a greater extent than inbound visitor trips,
accepting that there has been some reduction in trips reported as for visiting friends and
relatives (VFR) purposes. This suggests that the lower fares have, as might be expected,
stimulated more discretionary travel. What is less certain is the net impact on inbound
visitors as, to some degree, these may have switched from sea travel as indicated by the
reductions in this market reported in the Island’s own passenger survey over the period, albeit
there has been some recovery in this market since 2013. VFR trips to the island have
increased but there has been significantly less of an impact on business related air travel.

21

This is a sample survey collected on departure at the main UK airports and, hence, the results are indicative
of the pattern of travel in overall terms when the information is broken down into individual routes and
markets.
22
Liverpool was not surveyed again until after easyJet had started operations. Blackpool Airport was not
included in any survey
23
This contains some easyJet Gatwick passengers as the service started in November 2012, but 2011 data
would not have included passenger using London City, which would have been a greater distortion.

York Aviation LLP

31

ISLE OF MAN AIRPORT REVIEW

Table 5.1: Impact of easyJet on mix of Passengers on the Liverpool and Manchester routes

Residence
IOM

Other

2007

2017

of which,
EZY 2017

Business
24
VFR

41,903
56,166

52,785
46,221

4,317
17,770

Leisure
Business
VFR
Leisure

71,589
53,731
48,471
16,544
288,404

Total

EZY
Share
2017
8%
38%

126,755
54,254
43%
68,657
3,402
5%
63,741
16,855
26%
36,030
28,314
79%
394,189
124,912
Source: CAA Passenger Survey

Overall
% in
2017
13%
12%

Growth

Pax
Growth

26%
-18%

10,882
- 9,945

32%
17%
16%
9%

77%
28%
32%
118%
37%

55,166
14,926
15,270
19,486
105,785

5.14 In Table 5.2, we summarise the impact of easyJet on the London market since its entry onto
the Gatwick route in late 2012. The impact has been less substantial in terms of overall
market growth since 2012, albeit this may simply reflect the shorter elapsed time. Like the
North West of England, outbound leisure travel has grown, but apparently at the expense of
trips to visit friends and relatives. The main growth area would appear to have been in terms
of inbound VFR trips, perhaps reflecting more substantial savings in time and cost of travelling
‘home’. The impact on business travel appears more evenly balanced, with an apparent
substantial reduction in business trips by Isle of Man residents. This may reflect the greater
inconvenience due to the lower frequency of service compensated for by the brand power of
easyJet attracting additional business trips to the island.
Table 5.2: Impact of easyJet on mix of Passengers on the London market

Residence
IOM

Other

Total

24

Business
VFR
Leisure
Business
VFR
Leisure

2012

2017

of which,
EZY 2017

61,388

24,993

4,317

40,754
26,901
20,366
5,968
45,436
200,814

12,761
17,770
44,852
54,254
47,854
3,402
81,175
16,855
38,762
28,314
250,397
124,912
CAA Passenger Survey

EZY
Share
2017
17%

Overall
% in
2017
10%

Growth

Pax
Growth

-59%

-36,395

139%
121%
7%
21%
73%

5%
18%
19%
32%
15%

-69%
67%
135%
1260%
-15%
25%

-27,993
17,951
27,488
75,207
-6,674
49,583

VFR=Visiting friends and relatives
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5.15 As we note, due to the sample nature of the survey, the results are not definitive and can only
indicate broad trends. The purpose of this analysis has been to understand the extent to
which further growth by easyJet (or other low-cost airlines) might stimulate the market, and
which segments of the market, in order to help the Airport to grow to a sustainable break
even operating position. Our analysis would suggest that the extent to which easyJet has
opened up genuinely new markets is limited and that the main impact has been some
switching between routes and airlines, and even between air and sea to some degree over the
longer term. Whilst the Isle of Man Airport has achieved overall growth of 2.7% p.a. over the
last 5 years, this is not significantly different from its peer airports and below those similar
sized airports with a greater component of outbound leisure traffic to international
destinations. We consider potential markets further below.
5.16 A further feature of the introduction of easyJet services has been the dilution of the yield
earned by the Airport in terms of average passenger related aeronautical revenue per
passenger25, which has declined from £5.09 to £3.28 per passenger between 2007/8 and
2017/8 - a decline of 36% whilst passenger growth over the period has been 4.8% or 18.6%
from the low point in 2010/11. This is illustrated in Figure 5.4, which shows a decline in the
amount of income from airport charges earned from each passenger as the proportion of
easyJet passengers in the mix has risen from 0% to 40% in 2017.

Average passenger related revenue/pax

Figure 5.4: Correlation between Average Passenger related Airport Charges
Revenue per Passenger and the Proportion of Passengers carried by easyJet
FY2007/8-FY2017/8
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Source: Isle of Man Airport Statistics and Revenue Reports

25

Aeronautical revenue is the revenue earned through charges directly to airlines for using the Airport. In this
case, we include only those directly related to passenger flights, namely Passenger Services Charges, Extension
Fees and PRM charges.
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5.17 We have not been provided with information regarding the level of charges paid by each
airline due to its confidential nature. However, we must conclude that easyJet is availing of
substantial discounts through the ‘Yield Driven System (YDS) under the Airport’s published
route incentive scheme and/or some other combination of new route incentives, which are
available to all airlines using the Airport. We understand that other airlines also take
advantage of this discount scheme and that the scheme is designed to incentivise growth, for
which the airlines need to submit a strategy in order to comply, by offering substantially lower
airport charges in order to incentivise growth. The YDS effectively relates the airport
passenger charge levied to a percentage of the single air fare and results in progressively
discounted airport charges the lower the air fare charged. However, the level of discounts
offered appear to be substantially greater than the benefit to the Airport or the Island by way
of increased growth.
5.18 Because of the low non-aeronautical income earned by the Airport, of which around £1.16
came from retail and car parking income which might be expected to grow with passenger
numbers, the dilution effect on aeronautical revenue of around £2 per passenger as a result of
the incentive schemes has not been counterbalanced or outweighed increased commercial
revenue as would normally be expected under any route or market incentivisation scheme.
Overall, this suggests that attempts to further stimulate the market through discounting of
airport charges could be counterproductive in terms of generating an improvement in
profitability in the absence of a dramatic improvement in non-aeronautical revenue
performance. Nor is it obvious that the incentive scheme has been economically beneficial to
the Island as it may simply have led to increased spending in Great Britain.
5.19 The advent of easyJet and its larger aircraft loads has also put pressure on security facilities,
compounding pre-existing pressure during the early morning periods, leading to an
investment of c.£300,000 to reconfigure the outbound security area to handle the larger flight
loads and an additional xxxxxxxxxxxxxxxxxx of staff costs to resource the second lane. This
would represent a direct increase to the Airport’s cost base of xxxxxx per passenger (excluding
the capital costs) but we understand that the Airport intends to seek to cover these costs by
levying an additional security charge of £1 per departing passenger (£0.50 per passenger).
However, the impact of this additional charge on airlines’ incentive to grow or on passenger
numbers is not known but it would be reasonable to expect some impact on price sensitive
leisure travel at least on the margin.
Other Opportunities for Growth
5.20 We have also examined whether there are other opportunities for route growth over and
above the core market in the UK and Ireland using data on passengers making connections at
the London airports, Liverpool and Manchester in 2017 using CAA survey data. As can be seen
from
Table 5.3, there is a relatively low number of passengers overall using connecting services
inbound to the island, albeit the proportion of such passengers can be material to the viability
of individual routes operated by the airlines. Business and Leisure passengers are far more
likely to be using flights to Great Britain to make onward connections, with almost half of the
onward connecting passengers being IOM residents travelling on holiday. Overall, this would
suggest little opportunity for many new direct air services on specific routes to drive growth in
the number of passengers using the airport overall.
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Table 5.3: Passengers using the routes to London, Manchester and Liverpool for Onward
Transfers in 2017
Business

IOM
Leisure

Business

Other
Leisure

VFR

Total Pax on
Routes 2017

83,479

177,906

Terminating
Passengers

47,562

Transfer
Passengers
% Transferring

Total
VFR

65,250

125,218

88,332

153,962

694,147

105,223

50,176

111,704

75,418

141,323

531,406

35,917

72,683

15,074

13,514

12,914

12,639

162,741

43.0%

40.9%

23.1%

10.8%

14.6%

8.2%

23.4%

Source: CAA Passenger Survey 2017

5.21 It is usual to consider the nature of those passengers connecting onwards at other airports as
a prima facie indication of a market which could be served directly if there are sufficient
volumes of passengers travelling to any given destination. However, the volumes to each
individual destination in this case are low. The top 8 destinations, which had more than 5,000
passengers in 2017 are shown in Table 5.4. Southampton, Exeter and Edinburgh26 are
dominantly business markets and these connections would undoubtedly be of economic
benefit to the Island if they could be attained. Unsurprisingly, the other markets with the
exception of Dubai are more dominantly leisure markets. Dubai and Doha airports provide
connections to the Middle and Far East. The inclusion of Edinburgh in the list is somewhat
surprising but may well be a consequence of the reductions in services to this destinations in
recent years. Overall, however, the volume of passengers on each route is low and, in most if
not all cases, is below the threshold that is likely to be of interest to the airlines.
Table 5.4: Individual Connecting
Passengers by Route
Southampton
Exeter
Dubai
Malaga
Edinburgh

9,742
7,087
6,869
6,692
6,398

Doha
6,040
Alicante
5,178
Amsterdam
5,036
CAA Passenger Survey 2017

5.22 There could be some scope for additional summer season charter services to destinations
such as Malaga and Alicante but these are unlikely to add substantially to overall passenger
numbers.

26

Now served from May 2017
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5.23 In addition, we would expect that some of the recent growth in passenger numbers on the
Dublin route may be using the growing transatlantic hub there, but these would not be in
sufficient numbers, nor would the Isle of Man runway be long enough, to support direct
transatlantic services.
Conclusions
5.24 Our overall conclusion from this analysis is that there will be relatively limited scope to further
stimulate the market through price, even if it were cost effective overall to do so. There are
very limited realistic opportunities for completely new routes to be served. Hence, we would
expect growth to be driven largely by the underlying economic and population growth on the
island. The main opportunity for a step change in passenger numbers using the Airport would
rely on a re-invigoration of the tourism product, which would require action more broadly in
terms of the attractiveness of the island over and above air service accessibility alone.
5.25 The UK national air traffic forecasts27 are for growth on average at 1.8% per annum from 2020.
We would expect the Isle of Man Airport to broadly follow this trend, which would suggest
limited scope to ‘grow’ the Airport to profitability. There is a risk of further dilution of
aeronautical yields based on recent growth trends, with an increasing share of the traffic
carried on lower fare air services.
5.26 We acknowledge, however, that there could be wider economic and social value to the Island
in attracting new air services, even if these were to dilute yields to the Airport. It would be
important, however, for the Government to be clear about the effects of such strategic
choices.

27

UK Aviation Forecasts, Department for Transport, October 2017
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6

POTENTIAL FOR NON-AERONAUTICAL INCOME GROWTH AND OPERATIONAL COST SAVINGS

6.1

In this section, we consider what opportunities there may be to increase non-aeronautical
income or reduce operational expenditure at Isle of Man Airport. We indicate in this section
where we believe income could be increased or cost reduced, but the specific assumptions we
have made in our modelling of future costs and income are set out in Section 8.

6.2

From the outset, we recognise what has already been achieved in these areas, for example in
terms of outsourcing the baggage handling function. Furthermore, we also recognise the
challenges that management faces in containing staff costs within the framework of
Government terms and conditions and whilst ensuring that staffing levels do not fall below
the statutory safe limits in areas such as the Fire Service and Air Traffic Control.

6.3

In the first instance, we make some observations here on where discrepancies appear to exist
between the performance of Isle of Man Airport and other similar airports. Some of these
discrepancies may be addressed, for example, by bringing in new commercial expertise in
support of existing airport management, and some may be addressed by considering
approaches to staff savings albeit these may be difficult to achieve under the current
governance arrangements and may require organisational changes to be implemented, such
as those we propose later in this report.
Non-Aeronautical Income

6.4

As we have noted earlier in this report, non-aeronautical income consists principally of income
derived from terminal retail concessions, advertising, car parking, and property rentals, plus a
few other minor sources. We address each of the major sources of income below.
Terminal Concessions

6.5

Income from terminal concessions is often a significant source of income for airports, although
the ability of smaller airports to attract well-known brands and operators is obviously limited.
As we have noted in the section on benchmarking, there is very little published data on
concessions revenue per passenger at smaller UK airports, but Leigh Fisher’s UK Airports
Performance Data suggests that Bournemouth Airport earns £1.79 per passenger from retail
operations, Doncaster Sheffield Airport £0.82 per passenger, and Highlands & Islands Airport
£0.70 per passenger. This contrasts with Isle of Man Airport’s xxxxx per passenger (based on
xxxxxxxxxxxxxxxxxx28 xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.
Although Bournemouth and
Doncaster both have a large proportion of charter flights, which is likely to boost retail income
per passenger, Highlands & Islands Airports, whose traffic is more akin to that at Isle of Man
Airport, have a yield per passenger from retail of more than twice that of Isle of Man Airport.

28

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxx
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6.6

Isle of Man Airport only has a few charter flights a year, which is insufficient to justify the costs
of setting up a duty-free offer (with a bonded store and relevant paperwork etc). However,
we understand that the Airport intends to approach the Customs & Excise Division of the
Treasury Department to explore the possibility of selling duty free products to passengers who
are routing, for example, from the Isle of Man to Dubai through Manchester, which might
make such an offer feasible, albeit passengers are likely to prefer the significantly larger offer
at Manchester or Dubai.

6.7

It is noteworthy that the majority of terminal concessions income xxxxxxxxxxxxxxxxxx actually
comes from advertising, which is undertaken by Isle of Man Advertising & PR. The ability of an
airport to make money from advertising is highly dependent on the type of passengers it
handles, with a higher proportion of business related traffic driving higher rates. Isle of Man
Airport derives xxxxxxx per passenger from this source, which compares favourably with other
airports for which we have information29. The advertising space within and around the
terminal also appears to be well sold and of high quality. We would not, therefore, expect
there to be much potential to increase income from this source.

6.8

In 2017/18 only xxxxxxxxx came from the terminal shops and food & beverage concession.
This was competitively tendered around two years ago as a sole and exclusive concession and
was won by xxxxxxxxxxxxxxxxxx30. Xxxx xxxxxx xxxxxxx xxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxx

6.9

Airport management also told us that food and beverage products are continually reviewed,
with a new menu being launched in May 2018, and the introduction of ‘Funkin Cocktails’ to
the airside bar. Costa Coffee also continues to introduce new products which, along with the
introduction of extra seating, has driven airside spend. As noted above, the airside shop has
been refurbished recently, and there are now many Manx products for sale as well as some
high-level brands such as Radley and Rayban. Incomes are expected to increase following this
refurbishment. However, the shop remains small and passengers have to make a positive
decision to enter the shop rather than being exposed to the full product range as would be the
case with a ‘walkthrough’ shop as is normal practice at airports today. Even compared to
other airports of a similar size, the retail and catering offer is relatively poor and badly laid
out.

6.10 The ability of a small airport to generate income from retail is necessarily limited by a range of
factors including:


the availability of terminal space;



the split between landside and airside outlets;



the speed of processing passengers through security;



the proportion of leisure and international passengers; and

29

Xxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxx
xxxxxxxxxxxxxxxxxxxxxxxxxx.
30
xxxxxxxxxxxxxxxx provide catering and retail solutions for the travel, leisure and business industry and have a
presence at a number of smaller UK regional airports such as xxxxxxxxxxxxxxxxx.
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the propensity of the market to spend.

6.11 The Isle of Man Airport faces challenges in all these areas. Nevertheless, the current level of
revenue per passenger from this source is very low and we believe there should be further
opportunities to improve performance in this area. Subjectively, when compared with other
airports, the current retail offer lacks a strong appeal.
6.12 The contract with xxxxxxxxxxxxxxx, which has sole and exclusive rights in the terminal,
xxxxxxxxxxxxxxxxxxxxx and so there is little immediate leverage that the Airport can exercise.
But closer working with the concessionaire to explore ways in which spend per passenger
could be increased could be explored. For example, consideration could be given to greater
marketing of offers, linking products together, advertising retail offers online31 etc. This may
require some additional commercial expertise and an innovative approach to the presentation
of the offer, including potentially some terminal reconfiguration.
6.13 Improving the speed of processing through security would normally also contribute to
increased airside retail spend per passenger, as experience suggests that there is a more
relaxed mindset when airside (i.e. having completed the security hurdle) and a greater
propensity to spend, although airport management felt that there is a marked reluctance of
island-based passengers to spend, even if the airside dwell time was increased. However, this
is obviously also dependent on the attractiveness of the offer and the extent to which it
‘tempts’ discretionary spend. Evidence from other airports suggests that when the customer’s
journey through the airport is an enjoyable and stress-free experience, and when the interests
and desires of particular passenger markets are addressed, spend per passenger tends to
increase. Travel retailers often emphasis that the key to increase spend is not about meeting
needs, but rather about stimulating impulsive spend on special treats and ‘wants’. This
demands a deep understanding of what might appeal to particular types of customer. Hence,
the importance of exposing the passenger to the maximum possible offer in an airside
environment, post security when any restrictions on liquids and other goods is no longer
applicable.
6.14 Hence, we believe that the terminal should be reconfigured to place the majority of the retail
and catering offer airside as experience at airports shows that that significantly greater
income is earned with airside outlets rather than landside outlets. We illustrate a potential
reconfigured concept in Figure 6.1 below32. To the extent that there is a requirement for
landside catering for staff or arriving passengers, we believe this could be located on the
ground floor, possibly by relocating some office accommodation.

31

The Airport’s current website, whilst providing a good range of information for the travelling public, is very
clearly a part of the government’s website and is not particularly appealing in marketing terms.
32
It should be noted that this is illustrative of the concept only and may require additional reconfiguration of
the terminal and gate areas, particularly if the number of operations by larger aircraft continues to increase.
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Figure 6.1: Potential Terminal Reconfiguration to Increase Revenues (Departures Level)

Source: York Aviation LLP

Car Parking
6.15 Car parking charges form the largest single source of non-aeronautical income (43% of total)
and we note that car parking charges (and hence incomes) at the Airport are low compared
with most other UK regional airports. If we compare the ‘turn up and park’ rates at an airport
such as Bournemouth, which has a similar passenger throughput to the Isle of Man, we find
the charge for the first hour is £4.90 and £27 for 24 hours compared with Isle of Man Airport
where the first hour is £1 and the price for 24 hours is £13.50. We acknowledge, however,
that the composition of traffic at Bournemouth, which has a relatively high proportion of
charter and low-cost flights, is very different from that at the Isle of Man. At similar levels of
passenger throughput, only Guernsey Airport’s car parking charges are lower, with the first
hour being free and the charge for 24 hours being £10.
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6.16 We understand and acknowledge that there has been a high degree of local opposition on the
Island to increased parking charges, although if the Airport is to reduce its deficit, higher
parking charges must be an option for consideration. The extent to which the local market will
bear increases in car parking charges before considering alternatives, however, is open to
question. Clearly, the catchment area is small and price-sensitive and a significant increase in
prices may simply result in reduced demand, with more passengers simply being dropped off
given the relatively small size of the Island. Nevertheless, there should be some scope to
experiment with a slightly higher pricing structure coupled with better yield management and
online marketing, and we have allowed for some increase in income from car parking in our
analysis in Section 8, where the specific assumptions we have made are set out.
6.17 We were also advised that consideration has been given to charging taxi companies for a
permit to operate at the Airport and that airport management estimate that income potential
could be around £1,000 per taxi with around 40 taxis being issued with a permit. Some other
airports operate a taxi permit system, but this is usually intended to cover the cost of
operating a taxi feeder park and associated facilities. A charge to the taxi driver33 is levied on
entry to the feeder park and may be worth it to the driver for a long taxi journey but could be
disproportionate for short journeys where the cost is likely to be high in relation to the fare.
We also understand that legislation may be required to introduce a permit system at the
Airport. There is, therefore, some uncertainly as to the viability of this proposal and so we
have not at present assumed any additional income from this source.
Property Rental Income
6.18 The level of property rental income that might be expected at a similar sized airport is highly
dependent on the extent of ancillary land within an airport’s boundary or ownership and the
level of demand from potential tenants. In the case of Isle of Man Airport, the level of income
being generated from onsite tenants appears to be reasonable when compared with other UK
regional airports for which we have seen data and we are aware that the ability to increase
income further is constrained by many old style long leases. Overall, there are unlikely to be
many further opportunities for increased income generation in this area, unless there is
demand for increased aircraft hangarage, which we believe could be the case.
6.19 If additional land could be made available on which to provide hangarage or other tenanted
accommodation, this income stream could potentially be enhanced, but this might also
require a proactive approach to explore the market potential in more detail. We understand
that opportunities for further development of hangars by third parties have been hampered
by slow decision making within the relevant Government departments and this is something
which should be addressed.
6.20 The proposed Airport Technology Gateway (ATG) is expected to generate high quality inward
investment and will benefit from being next to the Airport. Although the ATG is likely to
stimulate traffic through the Airport, it is built outside the Airport’s boundary and so will not
generate additional property rentals for the Airport itself, not least as much of the land is not
in the Government’s ownership.

33

Manchester Airport used to change an annual fee of £300 but now charges a much smaller one-off permit
fee plus £1.60 for each time a licensed Hackney cab uses the feeder park.
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Operational Cost Savings
Staff Costs
6.21 As we have previously noted, the largest area of operational expenditure is staff costs, which
formed around two thirds of all expenditure in 2017/18. Clearly, the Airport has been
constrained in terms of the levels of salaries it pays, partly because of the difficulty in
recruiting to specialist roles but also, being Government owned, the pay rates and terms and
conditions. There may be few options, therefore, for reductions in basic pay under the
current governance arrangements, although we note that the Airport has recently successfully
transferred the formerly in-house provided baggage handling function to third party handlers.
6.22 Basic Pay and total costs including on-costs per full time equivalent (FTE) for key sections are
set in Table 6.1 below.
Table 6.1: Average Total Payroll Costs in Key Sections
Section

Payroll Costs

No. of FTEs

Basic Pay per
FTE

Total Cost per FTE
(with on-cost)

Information
Desk
Airport Port
Security
Airport
Operations
Rescue &
Firefighting
Air Traffic
Control
Air Traffic
Engineering
Met Services
Source: Airport Organisational Structure Chart and York Aviation Analysis of Ports Budget

6.23 Allowing for the premium that may have to be paid to recruit to specialist or skilled jobs on
the island, the basic rates of pay do not seem excessive. However, it is notable from this
analysis that on-costs are quite high, in some cases almost doubling the basic pay rates. These
on-costs include what is referred to as ‘overtime’, which we understand is defined as including
shift working premiums, weekend and bank holidays premiums, first aid payments, as well as
additional hours worked.
6.24 This ‘overtime’ appears relatively high in several sections and accounted for £612,000 of the
Airport’s overall payroll costs in 2017/18. Overtime working (in the usual sense of hours
worked over and above contracted hours) can be a useful management tool to cover short
term peaks in workload and unforeseen staff absences. However, it can also become
entrenched and ‘expected’ and close management monitoring of overtime working (in the
sense of ensuring that the additional hours worked are actually required) is essential. When
required overtime routinely reaches high levels, it may be more cost effective to recruit
additional staff.
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6.25 Comparing staff numbers at Isle of Man Airport with other airports is difficult, not least
because data on staff numbers at this level of sectional detail at other airports is not easily
obtainable. Furthermore, even at airports of a similar size, local circumstances dictate that
variations will often apply, making it difficult to identify true like for like comparisons.
However, the numbers of permanent staff in safety-related operational areas, such as the Fire
Service and ATC, appear to be broadly in line with what we would expect at an airport of this
size.
6.26 Isle of Man is a ‘Category 6’34 airport in terms of Rescue & Firefighting Services (RFFS) and
there are 31 RFFS staff in total. Based on information we have been able to obtain, this
compares with another Category 6 UK airport where staff numbers are 25, one Category 5
airport where staff numbers are 29, and one Category 7 airport where staff numbers are 24.
However, there are a number of variables which can affect staffing levels, such as opening
hours and whether the airport is serving non-passenger carrying aircraft. We have no reason
to conclude that RFFS staffing at Isle of Man Airport is too high, given that local circumstances
and skill levels can vary and, ultimately, the level of staff required is for the Airport Licence
Holder to assess and agree with the regulatory authorities.
6.27 Similarly, with Air Traffic Control, there is a degree of specialist judgement required in
assessing appropriate staffing levels. These will vary in relation to the area of radar coverage,
the classification of the airspace covered, the intensity of air traffic movements within that
area, and the type of air traffic service provided to users of the airspace within specified hours
of the day. As with the RFFS staffing, we would, therefore, be reluctant to conclude that
staffing levels at Isle of Man Airport are out of line in this area.
6.28 Comparing the numbers of managers with other airports is also difficult, not least because a
relatively high number of administrative and management services for Isle of Man Airport are
provided centrally by Government departments rather than directly by the Airport. This
makes the number of management and administrative staff appear artificially low at Isle of
Man Airport although, later in this report, we do make a recommendation about adding
commercial expertise to the management team.
6.29 However, one potential area in which changes may be possible is the ‘Airport Port Security’
section, which we understand consists of 4 Airport Duty Supervisors and 13 Aviation Security
Officers. This is an in-house function that does not undertake any passenger screening (which
is contracted out), but rather deals with aviation site security, access control, CCTV
monitoring, and a range of other security and ancillary duties. A full review of these duties
and the way in which resources are deployed to meet the requirement is beyond the scope of
this study but may be worthwhile to see whether any functions could be merged with or
transferred to the existing security contractor.

34

The RFFS category is determined by the physical size of aircraft that use an airport, and the ability of the
service to deliver minimum quantities of extinguishing material within given response times. The RFFS
category does not specify staff numbers but requires these to be assessed by the Airport Licence Holder and
agreed with the regulatory authorities.
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6.30 Xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxx.
Xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxx
xxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
6.31 Although many airports have now dispensed with a staffed Information Desk in favour of
automated information points, where passengers can interrogate a screen for information,
the Information Desk at Isle of Man Airport is also providing an important ‘tourist welcome’
function that the Island may not wish to lose, although if the function is chiefly geared
towards tourists then the cost should arguably be borne by the Isle of Man Tourism.
However, we also understand that the Information Desk staff also undertake other ancillary
duties, such as ensuring the efficient service of the airport car parking payment machines and
answering passenger queries at machines and exit barriers, although there may be some
opportunity to consider merging these functions with those of Port Security. We would,
therefore, recommend that the requirement for a manned desk be kept under review along
with opportunities to reduce cost by greater use of automation and technology or potentially
through the merging of functions.
6.32 The specific assumptions we have made relating to staff savings that we believe could be
made are set out in Section 8.
Other Expenditure
6.33 The greatest single item of ‘other expenditure’ is the outsourced Security Contract. As we
have noted in Section 3, costs in this area will rise as a result of the permanent opening of a
second security channel from the middle of this year, as well as a result of other agreed cost
increases. It will be important for airport management to ensure that this outsourced
contract continues to provide value for money after these changes have been implemented.
6.34 Another relatively large item is ‘airfield maintenance’, which accounts for around xxxxxxxxxxxx
xxxxxx. We have not investigated the composition of this cost in fine detail, but it does not
seem excessive and as this expenditure is required to maintain the Airport’s operational
integrity there may be little scope for savings.
6.35 Another cost item is the provision of central Government shared services to the Airport, which
we referred to earlier. These are currently not transparently costed and, therefore, cannot be
completely manageable or ‘challengeable’ by airport management. It may be that the Airport
would find it more cost-effective to take some of these functions ‘in house’, although we also
believe that the economies of scale enjoyed by central Government services would be lost and
that costs could increase as a result. Clearly, this would be an important consideration if the
Airport were to be set up as a separate trading entity and we return to this issue in Section 8.
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Conclusions
6.36 We have noted that the level of non-aeronautical income at Isle of Man Airport appears to be
substantially lower than benchmarks, even taking differences in the mix of traffic into account.
Whilst there may be some justifiable reasons for this, we believe that current airport
management could benefit from the introduction of additional commercial support and
expertise. We believe that it should be possible to improve non-aeronautical revenue per
passenger if this route were followed.
6.37 Although the greatest potential for savings in operational costs is likely to lie in addressing the
relatively high level of staff costs, this also carries the greatest political risk, given that
employees are employed under Government terms and conditions which may be difficult to
change. The eventual future business model and governance option adopted will influence
the extent to which changes in staff payroll costs may be achievable. Nevertheless, we believe
there is some scope at the margin for reducing overtime costs without necessarily changing
pay rates. In addition, we believe consideration should also be given to how certain job
functions are delivered.
6.38 We set out some more specific assumptions about the extent of income increase and cost
savings that may be achievable in Section 8.
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7

POTENTIAL ALTERNATIVE OPERATING MODELS

7.1

In this section, we set out the options for the future management of the Airport and comment
on the suitability of particular models to the circumstances of the Isle of Man. The principal
options are illustrated in Figure 7.1. We then provide a commentary on the key principles of
each operating models, summarising the advantages and risks. It should be noted that the
models are not ‘pure’ and the operating models applied in practice are often custom
developed for local circumstances35.

Figure 7.1: Potential Operating Models

100% Public

Government Department/Cost Centre

State Owned Company

Management Contract

Concession

Partnership

100% Private
Privatisation

Source: York Aviation

35

Note that in all cases, we recommend that functions, such as the Met Office, which are provided for the
general island good are separated out from the operation of the Airport, with the Airport negotiating a level of
charge relative to its use of the services.
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Government Department/Cost Centre
7.2

This is the current operating model. It is characterised by the Airport being treated as a cost
centre within Government and incomes earned being recorded effectively as a negative cost.
The model appears to be characterised by a lack of commercial focus on revenue generation,
with income being seen as a contribution to covering the cost base rather than as a primary
business driver, although we recognise that some efforts have been made to improve
commercial performance, for example by increasing car parking charges, but that this is often
not acceptable to the public and their elected representatives.

7.3

We previously saw this model (for the Airport on a stand-alone basis) operated at the City of
Derry Airport when under the direct control of Derry City Council and prior to it being
incorporated and tendered as a management contract around a decade ago. The City of Derry
Airport is now operated under a management contract but remains loss-making in large part
due to the relocation by Ryanair of all its services to Belfast International Airport.

7.4

As we have found in examining the current financial position of the Airport, it does not have
direct control of costs provided by centralised services within Government. These are based
on a cost apportionment model36 or held centrally by the relevant department but not
specifically allocated to the Airport. They include desk top IT, payroll, HR advice, insurance,
financial management and road vehicles. Where costs are not allocated, these represent a
hidden cost to the Government of operating the Airport.

7.5

The Ports Division is effectively being run as a direct Government Department (as a Division of
the Department of Infrastructure), which also means that the Airport is covered by
Government terms and conditions for staff and contracts, whether these are appropriate for
the Airport or not. Airport management, thus, have little freedom to act and are subject to
direct political control. Whilst this has the benefit that decisions about the Airport can directly
reflect the social and economic needs of the Island, it can result in a slower decision-making
process and in decisions being taken that are not wholly commercial. Ultimately, airport
management are not fully in control of all aspects of how the Airport is run and, hence, this
inevitably weakens any sense of accountability for delivering profitable operations.

7.6

There is an added complication in relation to the Isle of Man in the combination of the Airport
and the Harbours into a combined Ports Division. This makes it even harder to distinguish the
true commercial position of the Airport as some resources, including the Director of Ports, are
shared. Overall, such an approach weakens accountability for the Airport alone, which,
ultimately, is the main focus of the exercise that we are undertaking. Whilst we know that the
combined model is also applied in Jersey and has been adopted, at least as a temporary
measure, in Guernsey, we are not convinced that the model delivers material synergies and
efficiencies overall as there are distinct differences in the commercial environments within
which harbours and airports operate, albeit we recognise that there were some staff savings
achieved on amalgamation as well as expected savings in procurement. What is less clear is
whether these savings have been achieved at the expense of a full commercial focus on
improving performance at the Airport.

36

Externalisation Unit Cost Model
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7.7

Whilst the Airport is part of the Ports Division of the Department of Infrastructure, we have
not seen any clear statement of the aims and objectives for the operation of the Airport, nor
any specific key performance indicators. Having these clearly stated and performance against
the targets monitored is a pre-requisite for the successful operation of any of the potential
business models.
State-Owned Company

7.8

In Great Britain, all airports with an annual turnover of more than £1 million were required to
be converted to arms’ length companies by the Airports Act 1986. The rationale for this was
set out in the UK Airports Policy White Paper 198537. This applied to smaller airports, such as
Gloucestershire, as well as to larger airports under local authority ownership, such as
Manchester. The Act required that there were transparent arrangements in place in relation
to any services provided by the shareholder council to the airport and vice versa. It required
boards of directors to be set up, which could include political representatives but had to
include at least a minimum number of executive directors.

7.9

From that point on, airports in the majority of the UK adopted a more commercial focus but
still retained political direction in terms of overarching priorities, usually embodied in the
Articles of Association. Initially, the majority of airports remained in public ownership but
increasingly the majority of airports have been wholly or partly privatised, albeit this is not a
requirement for such a model to be successfully implemented. Appointed directors of public
airport companies are required to adhere to codes of conduct applied in normal corporate
governance and this generally had the effect of reducing political interference in the operation
of the airport when this was not in the best interests of the airport overall or would be to the
detriment of commercial performance.

7.10 Whereas a shift to a more commercial focus was clearly seen at the larger airports such as
Manchester and Birmingham, it took some time to be replicated at smaller regional airports
that remained in local authority ownership. Difficulties were caused where there was a lack of
clear objectives set for the operation of the airport and inadequate governance structures
that defined clearly the roles of directors of the airport company and the reporting
arrangements to the shareholders. There was a tendency for councillors appointed as
directors of airport companies to conflate the two roles to the detriment of clear decision
making, resulting in muddled accountability and, often, a lack of a performance driven culture.

37

Para 9.15: “The Government is not convinced that running local authority airports through committees or
joint committees is the most efficient means of managing what in many cases are substantial businesses. The
Government believes that these airports would be run more effectively if they were constituted as Companies
Act companies, with shares held, at least initially, by their local authority owners. This would bring several
advantages: a more formal management structure which will define directors’ responsibilities more clearly; a
requirement to ensure that arms’ length commercial charges apply for any services provided by the local
authority to a company, together with a clear indication of the extent of any rate subsidy or dividend paid to
the local authority owners; a requirement to produce Companies Act accounts; and an ownership structure that
is flexible and an facilitate changes of ownership within the public or private sector.”
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7.11 More recently, the Ports of Jersey has been incorporated (as a combined airport and harbours
entity) and Guernsey Airport has been placed on a more commercial footing, in both cases
with the airports remaining wholly in Government ownership. Both organisations now have
greater autonomy to manage their businesses but report to a States Trading Entity, usually
part of the Department of Finance/Treasury, which effectively provides the shareholder
function to set the objectives and monitor the performance of the business. In essence, this
seeks to replicate the corporate governance and arrangements that would normally be in
place between the Board of a commercial airport and its main shareholders within the private
sector.
7.12 This model has the advantage of allowing the State to continue to set clear objectives and
priorities for the airport whilst granting management freedom to take decisions and manage
the business within a clear framework. Corporatisation also potentially allows for an airport
to set its own terms and conditions of employment which may then vary from strict ‘civil
service’ terms.
7.13 Corporatisation is a necessary first step to the implementation of the other models but can
bring benefits in terms of accountability and commercial focus in its own right. Although,
theoretically, it would be possible to introduce a management contract without creating an
arms’ length company in the first instance, there would nonetheless need to be a defined
entity to hold and administer the contract, which we believe would be best managed by a
corporate entity.
Management Contract
7.14 Some smaller airports are operated under management contracts. Adopting this route would
still require a clear identification of all the resources necessary to operate the Airport and a
clear definition of which services were going to be included within the Management Contract
and which not.
7.15 The model is adopted at the City of Derry Airport, Blackpool Airport and Daedalus (Lee-onSolent). All of these are operated by Regional and City Airports Management (RCAM38), in the
former and latter cases following competitive public procurement exercises. The Blackpool
contract was inherited from the former owner of the Airport, Balfour Beatty, and is currently
under review.
7.16 In order for a management contract to be successful, the allocation of risks between the
contractor and the owner needs to be clearly defined at the outset and, ideally, provisions
should be in place which require the contractor to take on some of the risks inherent in the
operation of the airport as well as to share in the rewards of any upside above a defined
baseline position. The costs of any services provided by the owner (Government) need to be
clearly defined in advance as well as any activities ‘carved out’ from the contract. A key
requirement is for there to be an agreed Business Plan against which progress can be
monitored and for the plan to be updated annually. This is essential to the allocation of any
risk and reward.

38

Regional and City Airports separately own and manage directly Exeter, Coventry, Norwich and Bournemouth
Airports.
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7.17 A management contract approach is usually accompanied by the transfer of all staff to the
employ of the contractor for the duration of the contract, with provisions for further transfer
at the end of the contract39, although Blackpool is currently an anomaly in this regard with
only two key management staff being in the direct employment of the contractor under the
inherited contract40. A fee is typically paid, effectively covering the ‘profit’ element that the
contractor would expect to make for operating the airport on behalf of the Government and
to cover the cost of any services provided by it centrally (e.g. procurement, HR advice etc).
The risk and reward structure is typically based around either a share of upside in terms of
profitability (or reduction in losses) compared to the agreed Business Plan and some element
of the fee being put at risk for underperformance. In order for this to work, the contractor
must have the ability to control the operation, within the initially agreed terms, without
political interference. Hence, why the objectives must be clear at the outset.
7.18 Whilst the adoption of a management contracting approach is often seen as a means of bring
a more commercial approach to airport management, accompanied by the ability to leverage
expertise across a wider group of airports, it typically comes at a cost. This may be by way of a
fixed fee or some % of costs or of turnover. For an airport the scale of the Isle of Man, we
would expect the management fee to be at least £400,000 per annum, although this would
need to be tested through a competitive tender process. In general, a management
contracting approach is associated with loss making airports where the aim is to limit the
liability of the Government. However, the Government would ultimately still retain
responsibility for any losses, all capital expenditure as well as the management fee.
Concession or Lease
7.19 An alternative to a management contracting approach is to concession out the operation of
the airport. Concession agreements are typically put in place in order to secure development
of the asset, such as a new terminal. The concessionaire gains the right to operate the Airport
in return for a guaranteed level of investment. The concession term is set by reference to the
time required for the concessionaire to make a reasonable return on the investment. A
concession fee is typically paid to the owner of the airport based on turnover and/or traffic.
The risks associated with achieving that growth are transferred to the concessionaire, but the
airport owner retains some degree of control through the provisions of the concession
agreement.
7.20 In essence, concessions are typically associated with airports that are inherently profitable but
where the government owner does not have the ability to fund the capital investment
required to secure ongoing growth, usually due to other investments having higher priority
and/or limited ability for government to borrow.
7.21 At the present time, a concession arrangement does not seem to be a particularly relevant
model for the Isle of Man Airport given current losses and given the lack of substantial
investment requirements

39

We recognise that there is no formal TUPE legislation in place in the Isle of Man but, nonetheless, a
mechanism for the transfer of operationally qualified airport staff would be essential.
40
This will be addressed under new contractual terms expected to be put in place through a tendering process
over the next 12 months. The current arrangement gives rise to issues of accountability and responsibility.
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Partnership
7.22 An alternative option is to bring in a private sector partner to assist in developing the Airport.
This may be in order to provide an injection of equity in order to fund development41 or to
realise the benefits of some associated development. The partner becomes a shareholder in
the whole enterprise and would expect to earn a return on equity.
7.23 Prima facie, the Isle of Man Airport on its own would not be attractive to a private sector
partner, given current losses, without some clearly defined upside opportunity from which
they could earn a return. We will set out in our report potential forward projections of
income and cost at the operating level. However, one option might be for the Airport and the
Airport Technology Gateway to be ‘bundled’ into a package which might be sufficiently
attractive to potential partners, although we recognise that the Government does not own
the majority of land that will form the Airport Technology Gateway.
7.24 The terms of any such partnership would need to be clear in terms of the obligations to
operate the Airport and the levels of service to be maintained. There would need to be clear
provisions which ensured that the Government retained a veto on any actions by the
partnership which might otherwise constrain or restrict the operation of the Airport.
Privatisation
7.25 This may be a complete sale of an airport to a private operator or some form of long lease,
with the Government retaining the freehold of the site. Given current operating losses, it is
not clear that there would be interest from the private sector in taking on the Airport. A
private sector operator (or partner as above) would be looking to see a clear path to them
being able to earn commercial returns.
7.26 The private sector can be willing to take on loss making airports, even where the achievement
of an operating profit is not immediately in prospect, where they see the ability to earn a
return through use of at least part of the airport site for commercial development. It is not
clear that this would be the case at Isle of Man Airport, at least so long as the crosswind
runway is kept in use, nor whether such further commercial development would be
acceptable in local planning terms, and taking into account competition from the Airport
Technology Gateway and other nearby industrial estates.

41

Manchester Airports Group brought in a minority private sector partner to support its acquisition of
Stansted Airport.
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7.27 Where loss-making airports have been privatised on this basis, there need to be clear
provisions regarding the use of funds from this commercial development to support the
ongoing operation of the Airport. Where this is not the case, the private sector can often seek
to close the Airport after a defined period (they are likely to seek a right to close provision
within the sale agreement or lease). There are several examples where airports have closed,
despite some profitable commercial development having been implemented, most notably
Sheffield City and Plymouth City Airports. Clearly, such an eventuality would not be an option
for the Island given its obvious dependence on air service connections and the ongoing vital
role of the Airport. This could be mitigated to the extent that air service accessibility is seen as
key to realising profitable commercial development. To a large degree, this is the situation at
both Durham Tees Valley and Doncaster Airports, where the operation of the Airport has been
used to leverage improvements to road access and to gaining approval for commercial
development. However, the longevity of such arrangements is uncertain if profitable airport
operations cannot be attained over the medium to long term.
7.28 Effectively, some form of ‘public service obligation’ to maintain the operation of the Airport to
a defined level of service would need to be placed on the private owner, for which they would
require compensation from the Government.
Summary
7.29 We summarise the main pros and cons of the different operating models in Table 7.1.
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Table 7.1: Summary of Operating Models

Pros

Government
Department

State Owned Company

Management Contract

Retains direct
Government control
over the operation of
the Airport and the
level of service provided

Retains Government
control on the
operation of the Airport
and the level of service
provided

Brings in additional
airport management
expertise

Provides a framework
for securing required
investment

May deliver improved
commercial
performance

Brings in additional
airport management
expertise

Enables new staff terms
and conditions to be
introduced

Likely to deliver
improved commercial
performance

Ensures cost
transparency
Improved accountability
and probability of
improved commercial
performance
Potentially allows
greater autonomy in
decision making and
setting staff terms and
conditions

York Aviation LLP

Concession

Enables new staff terms
and conditions to be
introduced

Partnership
Opportunity to leverage
commercial
development potential
(e.g. Airport Technology
Gateway) to support
ongoing airport
operation
Introduces private
sector expertise to
deliver improved
commercial
performance
Potentially allows
greater autonomy in
setting staff terms and
conditions

Privatisation
Brings in additional
airport management
expertise
Likely to deliver
improved commercial
performance
Enables new staff terms
and conditions to be
introduced
May deliver other
commercial
developments to the
extent that there is
surplus land within the
Airport site
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Table 7.1: Summary of Operating Models
Government
Department
Cons

Cost transparency
absent
Very limited incentive
to improve commercial
performance
Decision making
process can be slow as
Government approval is
required.
Ability to introduce
separate staff terms
and conditions more
limited.

State Owned Company

Management Contract

Will require effort to
define costs and
separate functions.

Additional cost for
Management Fee

May reduce direct
contribution from the
Airport to central
Government costs
Separation of the
harbours and the
Airport would be
desirable to improve
commercial focus on
each individually

Requires a clear risk and
reward framework to
be in place
Ideally requires staff
transfer to private
operator, which may
not be acceptable
Limited ability to
influence day to day
operations

Concession

Partnership

Privatisation

Operator may not be
willing to deliver on Isle
of Man social and
economic priorities
unless clearly defined
up front in the
concession agreement

Gives away at least part
of the development
value of the Airport
Technology Gateway

No ability to control
operation of the Airport
or the level of service
provided

Unlikely to be willing
partners without a large
commercial
development upside
from which they can
benefit

High risk of closure
unless strong provisions
are in place to enforce
continued operation
under a public service
obligation and with
ongoing Government
subsidy

Limited ability to
influence day to day
operations
Transfer of staff to the
private sector may not
be acceptable
Unlikely to be private
sector interest given the
current operating losses
and lack of a clear path
to profitable growth
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Unlikely to be willing
partners without a large
commercial
development upside
from which they can
benefit
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8

PREFERRED OPTION, BUSINESS CASE, AND IMPLEMENTATION PLAN

8.1

In this section, we set out our analysis and recommendations with regard to the most
appropriate future business model for Isle of Man Airport and the potential savings that could
be achieved.

8.2

We structure this section of the report by addressing the following issues:


what should be the Government’s high level strategic objectives for the Airport?



the Airport’s current financial situation and the potential ‘levers’ for change;



governance options for the delivery of change;



evaluation of indicative potential savings, with associated assumptions;



risks;



business case and implementation planning;



conclusions and recommendations.

Strategic Objectives
8.3

The starting point for a future sustainable business model should be clear, high-level, strategic
objectives for the Isle of Man Government in relation to the Airport. We believe that these
are essentially as follows:


the Government must ensure that the Airport continues to provide a range of
scheduled air services linking the Isle of Man to the mainland and overseas, in line with
the needs and aspirations of the population; this implies a continuing need for some
form of Government oversight of the Airport no matter what kind of governance
arrangements are eventually agreed, and provides a rationale for some level of ongoing
subsidy, which would still need to be objectively justified by reference to the socioeconomic benefits;



the safety of airport operations is a key requirement; the Isle of Man Civil Aviation
Administration is the division of Government responsible for regulating aviation safety
and security in the Isle of Man and the Airport already meets EU, UK Civil Aviation
Authority (CAA) and International Civil Aviation Organisation (ICAO) standards and has
adopted the UK AvSec (Aviation Security) Programme; nevertheless, it will be important
to ensure that any change to governance arrangements does not compromise the
safety of Airport operations42;



the Airport must provide an agreed minimum level of service quality to its users
(airlines, passengers, and tenants) given that it acts as an entry point for tourists and a
channel for business to access global markets, both of which are of key importance to
the economy;

42

We have not specifically consulted these organisations in the course of preparing this report, but we do not
believe that any of our recommendations will affect the safe management of the Airport’s operations.
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8.4

in meeting the first three strategic objectives, the Government must also ensure that
the Airport is operated and managed as efficiently as possible; whatever governance
arrangements are put in place they should be designed to facilitate this and to enable
airport management to operate with a degree of commercial freedom, but within a
framework that will allow Government to set the overall strategic direction for the
Airport, with clear targets for management and appropriate scrutiny and reporting
mechanisms.

These strategic objectives suggest that complete divestment of the Airport to a private
operator is unlikely to offer the most effective solution43. Some form of ‘public service
obligation’ to maintain the operation of the Airport to a defined level of service would need to
be placed on the private owner, for which the operator would require compensation.
Current Financial Situation and Potential Levers for Change

8.5

In Section 3, we set out our current understanding of the Airport’s financial position.
Establishing an accurate estimate of the Airport’s current trading position has not been
straightforward and has involved merging data from different sources and making estimates
of cost apportionment. We believe that this information deficiency is a fundamental issue
that needs to be addressed, irrespective of which business model is eventually pursued.

8.6

The merger of Airport and Harbours into a single Ports Division in 2013 was intended to
achieve cost savings through the creation of a single post of Ports Director with an overall
reduction of three management posts, plus some savings in the cost of security regulation.
Whilst some cost savings would have been achieved by not filling some posts on retirement, it
does not appear that any substantial savings in security arrangements resulted from the
merger. The downside of the merger is that an estimated allocation of those costs that are
shared between Airport and Harbours has to be made in order to understand the true trading
position of the Airport. This reduces the ability to manage the Airport, control its costs and for
management to be held truly accountable for performance.

8.7

Other Government departments provide a range of centralised services to the Airport. Some
of these costs can be separately identified and attributed to the Airport (such as cleaning and
property maintenance), but other costs (e.g. for IT, HR, and payroll services) are not formally
identified. Yet, these costs are still a relevant consideration in terms of understanding the
overall cost of the Airport’s operation and would need to be included within any
benchmarking of costs against other airports that are operated on a fully arm’s length basis.

8.8

Having made a number of adjustments and apportionment estimates, such as excluding Met
Office costs, loan charges and interest payments etc. and adding in an estimate of centralised
costs, we believe that the Airport’s trading deficit in the 2017/18 financial year was around
£3.7 million.

43

We acknowledge that our terms of reference do not require us to evaluate this particular option.
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8.9

We also noted that the extent to which airport management is free to make changes has been
limited, although we recognise that this is due to the importance of the Airport to the
functioning of the Island and the level of political interest in its operation. Nonetheless, there
is a perceived burden of internal bureaucracy, which slows decision making and constrains a
fully commercial approach, which we were told had resulted in some potentially income
generating opportunities being lost. Without some form of change, financial losses are likely
to continue or deteriorate.

8.10 An important consideration, therefore, is the extent to which ‘levers’ for change exist that
could lead to an improvement in the financial position, whether by increasing income or
reducing costs. These potential levers are:


increased income from aeronautical sources;



increased income from non-aeronautical sources;



reduction in staff expenditure;



reduction in other operational expenditure.

8.11 We consider each of these in broad terms below and later in this section of the report we
identify specific savings that we believe could be made in each area.
Aeronautical Income
8.12 This income encompasses airport charges to airlines related to aircraft movements and
passenger throughput. We have examined the extent to which growth in traffic can be
attained without increasing costs in Section 5 and our overall conclusion is that there will be
relatively limited scope to further stimulate the market through price, even if it were cost
effective overall to do so. There are very limited realistic opportunities for completely new
routes to be served, and we would expect growth to be driven largely by the underlying
economic and population growth on the Island. We would expect Isle of Man Airport to
broadly follow UK national forecast growth trends, which would suggest limited scope to
‘grow’ the Airport to profitability.
8.13 However, the scope for increasing aeronautical revenue will be constrained by the extent to
which airlines offering low fares to passengers, in particular easyJet, are the source of market
growth as there is strong evidence to suggest that the YDS is leading to lower aeronautical
revenue per passenger each year, certainly in real if not in nominal terms as well. Given the
extent to which recent recovery in the number of passengers handled by the Airport has been
underpinned by decreasing charges to airlines, any attempt to increase charges may result in
some of these passenger gains being reversed. This would apply whether the increase is by
way of a security charge, as is being suggested, or some other passenger facility fee. This
would either be passed through to the passenger fare and impact, at least, on some
discretionary travel and/or impact on airline profitability, in both cases reducing route viability
so leading to cancellation of some marginal routes or reductions in frequency of service. This
pattern is widely seen when smaller regional airports increase the costs of operation for the
airlines.
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8.14 We do not, therefore, see any immediate prospect for increases in aeronautical revenue to
drive improved financial performance and there is some risk that the pressure on average
revenue per passenger from growth of low fares type services will continue to worsen the
financial position, e.g. with the introduction of the easyJet service to Belfast which is a route
previously served by a higher fare airline. Regardless of any changes to the business model for
the Airport, we would suggest that a review is undertaken of the Airport’s route incentive
schemes to ensure that they are delivering for the Island in overall socio-economic terms.
8.15 It may be worth mentioning here that some UK regional airports have introduced a charge
levied directly on departing passengers. This is commonly referred to as an ‘Airport
Development Fee’ and is variously justified as being essential to support the viability of the
Airport, or to promoting new route development, or to funding capital expenditure. The fee is
usually of the order of £5 to £10 per passenger. Norwich Airport and Durham Tees Valley
Airport both have such a fee44, although the charge is hugely unpopular with the travelling
public and airlines alike. Experience also suggests that the introduction of such a charge can
deter airlines from operating. This was the case at Newquay Cornwall Airport where the
introduction of the charge resulted in lost traffic, which increased once again after the charge
was eventually dropped. We would not recommend this approach for Isle of Man Airport not
least given efforts to stimulate inbound tourism to the Island.
Non-Aeronautical Income
8.16 Non-aeronautical income is composed principally of income from retail concessions in the
terminal building, car parking charges, rents from the Airport’s property estate, and some
other minor income sources.
8.17 Non-aeronautical income per passenger is significantly lower at Isle of Man Airport than at
other similar airports, as we noted in Section 4. Whilst we recognize that it is difficult to find
benchmarks that are exactly comparable to the circumstances and traffic characteristics of the
Isle of Man Airport, and that there are always challenges for small airports in generating
increased non-aeronautical incomes, we nevertheless believe that there is at least some scope
for improved performance in this area, particularly in terms of retail and catering income and
car parking income. There may also be some opportunity to increase income from aircraft
hangarage.
8.18 Income from advertising, however, already seems relatively strong and there is likely to be
little opportunity to improve this significantly. We also have some concerns about the viability
of this proposal relating to charging for taxi permits and have not assumed any additional
income from this source.
Staff Costs
8.19 We have already noted earlier in this report that staff costs form a relatively high proportion
of total expenditure (around two thirds). We believe that there are potentially three ways in
which staff costs could be addressed:

44

In the case of Norwich Airport, this fee has not adversely impact on the core traffic serving the North Sea gas
rigs but has impacted on discretionary leisure travel, which is also the case at Durham Tees Valley.
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increasing productivity, by enabling more to be delivered with the same resources: we
recognise that airport management is constrained to some degree by the minimum
level of safe staffing required to maintain operational integrity in sections such as the
Fire Service and Air Traffic Control. However, productivity improvements can also come
from handling increased traffic in the future with a proportionately lower or zero
percentage rise in staff costs, albeit the realistic scope for substantial traffic growth is
relatively limited;



outsourcing: the Airport already outsources the security (passenger screening) function,
and airport management has now transferred all baggage handling functions to third
parties, but we believe that consideration could also be given to further outsourcing or
to replacing manned services with an alternative means of delivery. We consider these
points in more detail later in this section of the report;



reducing basic pay rates, overtime and allowances to more realistic market levels.
Whilst basic pay rates may understandably be a little higher than average in some areas,
given the requirement to attract particular skills to the Island, overtime and allowances
do appear to be very high and should be capable of being addressed as a minimum.

Other Expenditure
8.20 Other expenditure includes the costs of central Government services provided to the Airport,
which we referred to earlier. These are not completely transparent and, therefore, not
completely manageable. It may be that the Airport would find it more cost effective to take
some functions ‘in house’, although without detailed analysis of the cost of individual services
provided centrally, there is some risk-taking functions in house could also increase cost.
Nonetheless, the opportunity for such cost saving should be explored further.
Governance Options for Delivery of Change
8.21 Having established potential levers for improving the financial position the next logical
question is what is the governance structure and business model most likely to facilitate
delivery of improvements? We set out the potential options for the future governance of the
Airport in Section 7 but, in this section, we focus on a preferred option and business model,
the cost of implementing this, and the potential savings that could result.
8.22 It is important to emphasise, at this stage, that changes to governance arrangements would
not automatically deliver improved commercial performance. Rather, some changes to
existing arrangements might help to unfetter or incentivise a more commercially focused
management team, with a lessening of current constraints. It is also important to note that
there is no solution that is completely risk-free. Even doing nothing at all carries some
element of risk in terms of a potentially deteriorating financial performance. We have
attempted to identify the scale of risk in the analysis that follows.
8.23 Realistically, we believe that there are two main options for change that are achievable in the
short to medium term:


Status Quo with some modifications; and/or
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Corporatisation: the formation of an arm’s length company that confers commercial
freedom on the Airport whilst maintaining strategic oversight and scrutiny by
Government.

8.24 We look at each of these options in more detail below.
Option 1: Status Quo with Modifications
8.25 Clearly, the easiest and lowest risk option would be to maintain the existing governance
structure, but with some changes. As we have noted already, the current business model
appears to be characterised principally by the following:


an inability to establish and monitor the true trading position of the business as a result
of the Airport being treated as a budget cost centre and its incomes being seen simply
as an offset to the cost base rather than as a primary business driver. There is also a
lack of transparency of centralised Government costs borne by the Airport and how
these should be apportioned between Harbours and the Airport. This situation not
only impedes the effective financial management of the Airport but means that the
Government does not have clear insight into the Airport’s true financial position at any
given time;



a possible lack of commercial focus on non-aeronautical income generation potential,
which appears to lower than that achieved by benchmark airports (whilst
acknowledging the market constraints pointed out by airport management);



a lack of commercial freedom for management to make quick decisions as a result of a
high level of bureaucracy which soaks up management time and can result in lost
opportunities.

8.26 A ‘Status Quo’ approach would see the basic strategic interrelationships and responsibilities
between the various Government departments remaining the same, with the Airport
continuing to operate as part of the Department of Infrastructure, drawing on inputs from
other Government functions as required. However, there needs to be a much clearer
understanding of costs and incomes, with the Airport being provided with (or maintaining
itself) regular reports on costs and incomes and the ongoing trading position, even if it
remains nominally a cost centre from the perspective of the Treasury. This would enable
airport management better to understand and, potentially, challenge the costs it currently
bears. It would enable the separation of costs that are ‘loaded onto’ the Airport and which
make the trading position seem worse than the true underlying position. For example, Met
Office costs and Government loan charges could be more clearly separated out.
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8.27 We believe that this modified approach may also be facilitated by separating Harbours and
Airport once again. We are aware that the primary motivation for the amalgamation of the
Airport with Harbours under a single Director of Ports in August 2013 was staff cost savings.
However, the extent of actual savings made in centralised costs is unclear. Conversely, the
downside to this amalgamation is a loss of transparency of costs and the need to make ad hoc
judgments about cost apportionment between Harbours and the Airport when trying to
accurately establish the Airport’s trading position. It may be that the re-separation of
Harbours and Airport would lead to some additional management cost, but the benefits of
increased cost transparency and control may outweigh this. We are not convinced that there
are real operational synergies sufficient to justify the amalgamation.
8.28 There may also be scope to improve how the Airport performs financially by injecting new
commercial skills into the airport management team. Whilst the operational competence of
the existing management team is not in doubt, there may be scope to bring in specific
commercial management expertise in support of the development of non-aeronautical
income streams, as well as working actively with the airlines to improve yield performance for
both the Airport and the airlines. Whereas there is currently only an Operations Manager
reporting to the Director of Ports45, a revised management structure could see the addition of
a Commercial Manager as set out below. The Director of Ports (or Airport Director, if Airport
and Harbours were to be separated) would be able to focus on strategic issues and the
interface between the Airport and Government. A potential structure and division of
responsibilities is illustrated in Figure 8.1.
Figure 8.1: Possible Airport Management Structure

Airport
Director

Operations
Manager
•
•
•
•
•
•
•
•

Commercial
Manager

Airside operations
Terminal operations
Estate management
Engineering
Fire Service
ATC
Met Services
Environment

•
•
•
•
•
•
•

Route development
Aeronautical charges
Concessions and car parks
Property Revenue
Business planning
[Finance and HR]
Development and capex

Source: York Aviation

45

We note that this post has recently been advertised following the previous post-holder’s retirement.
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8.29 In this alternative model of Status Quo, the current airport management structure would be
simplified into two new senior functions supporting the Airport Director, with an Operations
Manager continuing to deliver operational performance, whilst a new Commercial Manager
role would focus on business issues. These could include route development, airport charges
and exploiting commercial opportunities such as retail and property. The Commercial
Manager might also take responsibility for some of the functions more normally associated
with a Finance Director, such as business planning and the management of capital
expenditure.
8.30 Consideration could also be given under this approach to whether further operational
functions could be contracted out to third parties at a lower cost than at present. The security
(passenger screening) function is already contracted out, but it may be worth exploring
whether some of the current in-house functions of the Ports Security section
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxx
xxxxxxxxxxxxx could also be carried out by the third-party contractor at lower cost. We are
aware from the Ports Security job description that these staff carry out a wide range of duties
and it is difficult, without a deeper understanding of how staff are deployed in this area, to
evaluate the extent of savings that could be made46. Nonetheless, this seems to be an area
worth further exploration.
8.31 Over time, the potential to outsource Air Traffic Control could also be explored through some
market testing. We are aware of the difficulty in recruiting controllers which leads to
relatively high staff costs in this area, which might be ameliorated to some degree in a
contracting out model where staff can be deployed between airports (subject to suitable
validation periods). A further option which might warrant consideration is a shift to a ‘remote
tower’47 system, where such synergies can be obtained through co-location of operations at a
single ATC centre, which also overcomes the difficulties in recruitment to a small airport in
isolation. Both NATS and Ports of Jersey offer this service, albeit is recognised that it would
require a new digital tower and render much of the expenditure on the new control tower
redundant. The savings would come from the staff synergies of a larger combined unit, which
would find it easier to recruit and retain staff.
8.32 We consider the potential cost savings from Ports Security later in this section, but we have
not factored in any savings from changes to contracting out ATC as this would require much
more analysis and detailed consideration to identify costs and potential savings. We,
therefore, raise the possibility of changes in this section as an idea for further consideration
only. There are also inevitably some risks associated with contracting out, as it requires
careful specification of requirements, price evaluation, and contract management to be
effective.

46

Xxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
47
London City Airport will switch to a remote tower in 2020, replacing its on-site operation, and other airports
are exploring the possibility, with the Ports of Jersey aiming to have a ‘pilot’ remote tower centre operational
later this year.
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8.33

This modified Status Quo approach could also offer scope to improve management
effectiveness, by ‘freeing up’ management to make commercial judgements and decisions
within a broad framework of strategic objectives. The Airport could be given a much clearer
set of strategic objectives and tactical targets through a directive from Government on how it
is expected to perform financially within given timeframes, together with a mandate to airport
management to execute this as it sees fit and without recourse to political approval, albeit
within pre-defined limits. The availability of transparent costs and incomes as set out above
would be a pre-requisite for this approach.

8.34 This modified Status Quo approach would not be able to address the full range of levers for
change that we identified above, in particular staff pay rates and overtime payments are more
likely to remain unchanged. However, it could potentially address:


an improvement in non-aeronautical incomes, either in retail or property, that could
bring the Airport closer to benchmarks;



improved understanding and management of costs that could result in lower
centralised costs, whether by challenging the cost of centralised services or potentially
bringing some functions ‘in house’;



a more commercial focus with quicker and more effective management decision
making, leading to the ability to exploit new commercial opportunities.

8.35 This modified ‘Status Quo’ option is low risk and is unlikely to present any significant political
difficulties. It could also be implemented relatively quickly with the support of Government
and Airport management, although improvements to financial performance may take time.
This approach does not rule out subsequent changes to the governance model and may in fact
‘pave the way’ for further changes at a later date. On the other hand, this option presents
limited opportunities for fundamental change.
Option 2: Corporatisation
8.36 We believe that the most realistic alternative to a modified Status Quo approach is some form
of corporatisation. Corporatisation could take different forms (which we expand on later) but
the starting point, in all cases, would be the establishment of an ‘arm’s length’ company,
owned by the Government.
8.37 We understand that there are precedents for this kind of arrangement, for example in the
Manx Utilities Authority (Manx Utilities) created in April 2014, which is a Statutory Board
sponsored by the Department of Infrastructure. The Government’s recent acquisition of the
Steam Packet Company is also to be operated as an arm’s length company, with a 100%
Government shareholding. Both of these entities will require the establishment of a strong
‘shareholder’ function within Government to determine the strategic objectives and to
monitor performance. This shareholder function should be distinct from the Board of the
operating company, which needs to report back to the shareholders as would be the case with
any private company. Assuming that a shareholder function has been established for these
trading assets, it would be possible for the Airport to be absorbed into this pre-existing
framework, with an arm’s length operating Board established. This model has been adopted
in both Jersey and Guernsey, which now treat their ports and airports as free-standing trading
entities.
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8.38 In this hypothetical model, a new legal entity would be vested in the form of a limited liability
company, wholly-owned by Government. As with other limited liability companies, the
Airport (e.g. Isle of Man Airport Limited) would have a Memorandum of Association, setting
out the general objectives and activities of the company and Articles of Association, providing
for the corporate governance of the entity.
8.39 The potential advantages of this approach could be:


more transparent information on costs, permitting more effective and efficient
operational planning; whilst the modified Status Quo option outlined above would also
seek to achieve this, the formation of an arm’s length company would require it;



the establishment of a more professional independent Board structure, bringing
additional skills to support Airport governance, requiring greater access to management
information, and holding management to account for financial performance;



a better-defined role for Government politicians and departments, focused on
specifying strategic objectives, whilst freeing Airport management to make tactical
decisions;



better incentivisation of management to improve performance by granting more
control of costs and incomes;



transfer of existing employees to the new corporate structure would probably have to
provide for employment on existing terms and conditions, but would also enable
management to consider modifying terms and conditions for newly employed staff as a
future option, subject to Board approval;



this initial form of corporatisation (i.e. a Government owned company operating at
arm’s length) could also be a stepping stone to greater financial and operational
independence for the Airport in the longer term.

8.40 The potential caveats with this arrangement might be:

64



corporatisation does not necessarily and automatically create a fully commercial entity,
it simply facilitates it; steps would therefore still have to be taken to improve the
commercial ethos of the Airport, as with the Status Quo approach, potentially through a
revised management structure;



corporatisation does not solve the issue of funding the Airport’s losses or capital
development requirements; Government would continue to be exposed to the full
financial risks of Airport ownership and operation, and the Airport would have to
compete with other Government investments for priority;



there are greater political risks with this approach and it would require an
implementation process that is likely to be time-consuming, but the process would be
expected to deliver an improved performance in the medium to long term compared
with the Status Quo.
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8.41 There are other forms of corporatisation that could be considered. These include:


corporatisation with independent funding: in theory, the setting up of a separate arm’s
length company would allow that company to raise debt funding against its own
balance sheet, independently of Government. However, this is unlikely to be a realistic
prospect, as the cost of debt would be much higher for the Airport than for the
Government, and Government would still have to underwrite any loans;



corporatisation with some form of third party (private sector) contracting: the creation
of a state-owned company could act as a ‘stepping stone’ to a management contract.
However, there would be further risks and complexity in going this far, as staff may be
expected to transfer over to the contractor for the duration of the contract48, there
would also be a management fee to be paid, and an appropriate structure would have
to be developed which distributes risks and rewards between the Government and the
management contractor. The potential upside is that a management contractor would
take full responsibility for management of the Airport with incentives for delivering
financial and other targets; on the other hand, the potential downside is that the
management fee might offset any overall savings and there would be a loss of direct
Government control.

8.42 We would not recommend that these wider forms of corporatisation be pursued at this stage,
given the uncertainties and increased risks. However, establishing a state-owned company as
in initial stage would not rule them out for consideration at a later date and we believe further
moves towards a fully arm’s length company with freedom to act, within defined boundaries
and in pursuit of specific objectives, could deliver some further improvement in performance
once the initial transition phase has been completed.
8.43 We consider Key Performance Indicators (KPIs) in relation to monitoring the performance of
the Airport under alternative governance options later in this section of the report.
Evaluation of Indicative Financial Savings and Associated Assumptions
8.44 We have referred throughout this report to potential savings and areas where income could
potentially be increased. In this part of the report, we attempt to quantify these effects
through a simple financial model49. It is difficult, however, to be precise about the increased
income or reduced expenditure that might result from implementing either of these options,
especially given the degree of uncertainty about the true trading position of the Airport today.
Furthermore, it is important to note that some of the benefits that could result from the
changes we have suggested (such as improved management information and a greater
commercial ethos) will not necessarily be quantifiable in strictly financial terms. The precise
way in which income increases or cost reductions might best be implemented would have to
be given careful consideration by Airport management. For example, where any staff savings
could be realised, this might better be achieved through natural wastage (i.e. not replacing
staff who leave or retire) rather than redundancy or re-deployment, which makes it difficult to
estimate the timing of such potential savings.

48

We note that TUPE provisions do not apply in the Isle of Man.
We address the costs of implementation later in this Section. These are dealt with separately as they are
largely one-off costs, other than what would be relatively low ongoing Board or Shareholder costs.
49

York Aviation LLP

65

ISLE OF MAN AIRPORT REVIEW

8.45 Nevertheless, our financial model allows us to project forward indicative costs and incomes
for the Airport for five financial years from 2019/20 to 2023/24 under the different options.
We would stress that this model is only indicative, as there are numerous estimates and
assumptions that have had to be made, not only in terms of the starting financial position but
also in terms of the variables going forward. Equally, the assumptions we have made
regarding the scope for increases in income or reductions in cost might be equally attainable
under any model of operation, but we have assigned greater likelihood of the increases in
income being attained or savings achieved under a corporatised model than a modified
version of the ‘Status Quo’.
8.46 In terms of passenger throughput, the model assumes a modest increase of 0.5% for the
current year50, rising to 1.8% growth per annum from 2020, which is in line with the UK
national forecast growth rate. This would see passenger numbers rise to around 880,000 at
the end of 5 years. However, we have not allowed for any fall in passenger throughput that
might arise from the intention to reduce the number of persons accompanying NHS transfers
to the mainland, as the effect of this is unknown at this stage. We believe these assumptions
to be realistic in terms of assessing the scope for any scale economies but do not, of
themselves, constitute a formal market forecast for the Airport.
8.47 In terms of future aeronautical incomes, we have assumed that yields from passenger charges
remain static over the 5-year period, although our analysis in Section 5 suggests that there is a
risk this might be difficult to achieve. If aeronautical yield continues to decline over the fiveyear period at the same rate as in the last twelve months to March 2018, then the trading
position will be worse than we have projected. If aeronautical incomes increase as a result of
the proposed increased security charge of £1 per departing passenger from August 2018, the
trading position will improve although we have some concerns that an increased charge to
airlines could also have a negative effect on traffic growth.
8.48 In terms of non-aeronautical income, we have assumed, under both governance options, the
recruitment of a Commercial Manager, reporting to and supporting the existing Airport (or
Ports) Director. We believe that this additional resource could drive increased incomes from
the terminal retail concession and (perhaps to a lesser degree) car parks, as well as potentially
from property rentals such as hangars. It would also be necessary to invest in further terminal
reconfiguration along the lines we have suggested in Section 6 in order to increase
penetration and spend. Clearly, this would subject to there being a specific business case for
the investment at the time of implementation. We have assumed relatively modest increases
under the ‘Status Quo with Modification’ option and somewhat more aggressive increases
under the ‘Separate Company’ option.

50

Although this may be conservative as the latest figures (June 2018) show a cumulative increase for the year
so far of 2.9%.
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8.49 In terms of staff savings, we recognise that any staff cost reduction initiatives are constrained
by the need to maintain minimum staffing requirements for operational safety reasons (in
areas such as the Fire Service and Air Traffic Control), and also by the need to maintain
minimum standards and quality of service in passenger-facing functions. However, we have
assumed that some reductions in the cost of the Ports Security Section Sex xxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxction xxx xx be made over the course of the 5-year period, either by reducing
current levels of overtime, or by outsourcing some functions to the third-party security
provider. Under Option 1 (‘Status Quo with Modification), we have assumed that costs could
be reduced by around £209,000 by the end of the period and under Option 2 (the ‘Separate
Company’ option) by around £327,000 on the assumption that further tasks could be
outsourced (we have assumed the costs of the outsourced Security contract would rise as a
result, but by a lower amount).
8.50 Under Option2 (the ‘Separate Company’ option), we have gone further and assumed that the
staffed Information Desk could be discontinued with a saving of 4 members of staff xxx
xxxxxxxxxxxxx xxxxxxxxxxxxxxxxxx. This could possibly be replaced with some form of
interactive information point in the terminal. However, we recognise that a manned
Information Desk might be considered to be of particular value to the island’s tourism product
and that there may be a need to retain it for that reason, although arguably it should then be
funded by the tourism authorities rather than the Airport51. We have included the closure or
transfer of this operation under the ‘Separate Company’ option to indicate potential savings.
8.51 We have adjusted the costs of the security contract to reflect the additional costs of opening a
second security channel on a permanent basis from this financial year, as well as other
increases we have been advised of for additional staff provided by the contractor.
8.52 We have not assumed savings in centralised costs under either option at this stage because of
the lack of clarity as to how much this is costing at present. Clearly, however, under the
‘Separate Company’ option, these services would have to be bought in at an agreed price or
provided in house and there is some risk that costs might rise as a result. Although it could be
argued that the cost of undertaking these services in house within a separate (but stateowned) company would be offset by equivalent savings in Central Government shared
services, this may not be possible if the same number of central employees still need to be
retained to service other departments.
8.53 Our assumptions and their effects on income and costs are summarised in Table 8.1 for both
Option 1 (i.e. Status Quo with Modifications), where the assumptions about increased income
and reduced costs are relatively modest, and Option 2 (i.e. Corporatisation), where the
assumptions are slightly more aggressive. We also refer in this Table to ‘Y1’ (i.e. Year 1)
through to ‘Y5’ (i.e. Year 5), which is the five-year period from 2019/20 to 2023/24 which we
have considered in the model.

51

Accepting that although this would be a saving to the Airport, it would still be a cost to Government if
undertaken by another Government department.
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Table 8.1: Assumptions used in Financial Model and their Effects
Area

Assumptions
0.5% growth in 2018/19, 1% in
2019/20, and 1.8% thereafter (both
Options).

Effect
Passenger throughput rises from
806,436 (actual) in 2017/18 to 879,121
in 2023/24.

Passenger Charges Revenue

Yield (i.e. income per passenger from
passenger charges) is assumed to
remain flat at £3.28 in both Options.

Income from this source rises from
xxxxxxx per annum in 2017/18 to
xxxxxxx in Y5 (2023/24).

This relates to passenger charges,
extension fees and PRM charges.

Other Aeronautical Incomes

No change assumed.

Income remains the same over the
period.

These other revenues include landing
and parking fees, hangarage, and fuel
sales.

These increases would raise income per
annum from £688k to £789k in Option
1 and from £688k to £893k in Option 2
by the end of the period.

The increases in car park charges and
their phasing would be overseen by the
Commercial Manager.

These increases would raise income per
annum in Option 1 from xxxxxx xx
xxxxx by Y5 (revenue per passenger
from xxx xx xxxxxxxxxxxx). In Option 2
income rises to xxxxxx by Y5 and
revenue per passenger to xxxxxx.

These increases may require some
modifications to the terminal layout
and would be overseen by the
Commercial Manager.

This would increase income over the
period from £602k per annum currently
to £704k in Option 1 and £819k in
Option 2.

This source of income is from property
rentals and is assumed to include
hangarage.

Passenger Growth

Comment
1.8% is the UK national forecast growth
rate, which we assume from 2020.

Aeronautical Income

Non-Aeronautical Income
Car Parks

Other Rentals (Concessions)

Other Rentals

Option 1: a 1% real terms increase in
Y1, 5% in Y2, 3% in Y3, and 2% in Y4 and
Y5. Option 2: 1% in Y1, 10% in Y2 and
5% thereafter.
Option 1: a 5% real terms increase in
the current year (resulting from recent
changes to the offer) followed by a
further 5% in Y1, 10% in Y2 and Y3, and
5% in Y4 and Y5. Option 2: 5% in Y1,
20% in Y2 and Y3, and 10% in Y4 and
Y5.
Option 1: a 1% real terms increase in
Y1, 5% in Y2 and Y3, and 2% in Y4 and
Y5. Option 2: 1% in Y1, 10% in Y2 and
Y3, and 5% in Y4 and Y5.

Currently defined as ‘service to tenants’
Other (non-aero) income
No change assumed.
and ‘miscellaneous’ but amounting to
less than £50k overall.
___________________________________________________________________________________________________________________________________________
Income remains the same over the
period.
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Table 8.1: Assumptions used in Financial Model and their Effects
Area

Assumptions

Effect

Comment

Additional cost of £75k assumed.

If the Airport and Harbours were demerged, the Airport would need a full
time Director (as opposed to the costs
being shared). There would therefore
be some further management cost.

Expenditure - Payroll Costs

Management & Admin

Airport Safety Management

Information Desk

Airport Port Security

Airfield Operations
Rescue & Firefighting Svs.
Air Traffic Control
Air Traffic Engineering
Other (non-staff) Costs

Management & Admin

We have assumed the addition of a
Commercial Manager from 2019 in
both Options and some additional
management cost if the Airport were
de-merged from Harbours.
No change assumed.
No change assumed in Option 1, but in
Option 2 we assume the manned Desk
is phased out from Y1 and replaced
with an automated information point.
Option 1: a 10% real terms cost
reduction in 2018/19 (based on some
long term sick staff leaving) and a
further 10% in Y1 and Y2, assuming
reductions in overtime costs. Option 2
assumes a 20% saving in Y1 and Y2.
No change assumed.
No change assumed.
No change assumed.

Costs remain the same over the period.
No savings in Option 1 but Option 2
sees costs reduce from xxxxx to zero
from Y1.

Costs reduce from xxxxx per annum to
xxxxx in Option 1 and xxxxx in Option 2
by the end of the period.

In Option 2 there would be some
additional capex to provide automated
information points in the terminal. We
estimate this could be of the order of
£100k.
These cost reductions would be offset
by a rise in the cost of the contractedout service, to which some functions
might be transferred. We assume rises
by xxxxx per annum from Y1 in Option
1 and xxxxx in Option 2.

Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.

No change assumed.

Costs remain the same over the period.

No change assumed.

Costs remain the same over the period.
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Table 8.1: Assumptions used in Financial Model and their Effects
Area

Airport Security Contract

Airport Safety Management
Information Desk
Airport Port Security
Airfield Maintenance
Rescue & Firefighting Svs
Air Traffic Control
Air Traffic Engineering
Property Maintenance Costs
Cleaning (contract)
Training Courses
Other
Centralised Costs (IT, Payroll,
HR, Insurance etc.)

Assumptions
The cost of the outsourced security
contract will rise in the current FY
(2018/19) and again in Y1 as the full
year effect of additional costs and the
2nd channel take effect. We have also
assumed a xxxxx increase in Option 1
from Y1 for some functions being taken
over from Ports Security and a xxxxx
increase in Option 2.
No change assumed.
No change assumed.
No change assumed.
No change assumed.

Effect

Comment

Costs in this area would rise from £1.1
in 2017/18 to xxxxx in Option 1 and
xxxxx in Option 2 (albeit offset by some
savings in Ports Security).

There are some significant increases in
cost in this area which are independent
of our projected alternative options
and would apply in a ‘Do Nothing’
scenario.

No change assumed.
No change assumed.
No change assumed.
No change assumed.
No change assumed.
No change assumed.

Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.

No change assumed.

Costs remain the same over the period.

These costs are not identified in the
Ports budget, but we have estimated
these to be £250k per annum. Given
the uncertainty, we assume these will
remain the same over the period.

Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.
Costs remain the same over the period.

Costs remain the same over the period.

There is a risk, which we have flagged
elsewhere in this report, that if these
costs are taken ‘in house’ (under
Option 2) they could rise, although it is
difficult to estimate by how much given
the lack of detailed information.

___________________________________________________________________________________________________________________________________________
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8.54 The financial model applies the assumptions set out in Table 8.1 to produce a projection of
income and expenditure over the five-year period from 2019/20 to 2023/24 and the effect on
the net trading position52. The detailed results of the model are set out in Appendix A, but the
net trading position under each option over the five-year period is summarised in Table 8.2. It
is important to note that these figures are presented in today’s prices (i.e. the values in future
years have not been adjusted for inflation). We should also stress that the net savings
projected to arise from these options are indicative rather than precise, as much depends on a
range of variable factors.
8.55 We have compared the results at Y5 to a ‘Do Nothing’ scenario, in which income and costs are
projected to stay unchanged from the current position.
Table 8.2: Summary of Projected Trading Positions of the Options
2017/18 (actual)
2018/19 (estimated)
2019/20 (Y1)
2020/21 (Y2)
2021/22 (Y3)
2022/23 (Y4)
2023/24 (Y5)
Savings at Y5
Cumulative Savings Y1-Y5

Do Nothing
-£3,721,365
-£3,999,945
-£4,277,021
-£4,228,754
-£4,179,619
-£4,129,599
-£4,078,678

Option 1
-£3,721,365
-£3,922,719
-£4,204,532
-£4,001,023
-£3,867,802
-£3,772,704
-£3,675,312
£403,366
-£1,372,298

Option 2
-£3,721,365
-£3,947,719
-£4,015,742
-£3,670,864
-£3,450,687
-£3,284,057
-£3,108,747
£969,932
-£3,363,575

8.56 As the model is quite sensitive to the assumptions about costs and revenues, the range of
potential annual savings compared with the ‘Do Nothing’ option at the end of the 5-year
period is relatively wide, ranging from around £403k in the case of Option 1 to around £970k
in the case of Option 2. However, it is also clear that neither option moves the Airport to a
break-even position and Government support will inevitably continue to be required, albeit at
a lower level under the two alternative options considered. This is not surprising, given that
the Airport would remain of a size where break-even is difficult to attain.
8.57 The cumulative savings over the 5-year period could amount to £1.4m under Option 1 and up
to £3.4m under Option 2. However, these potential savings would be offset by the costs of
implementing the transition to a state-owned company. The DOI has estimated these could
amount to between £0.3m to £1m, depending on whether the transition is managed entirely
internally, or whether external expertise would be required.

52

Effectively this would be equivalent to earnings before interest, tax, and depreciation and amortisation
(EBITDA) which is the measure that would be used if the Airport were treated as a separate trading entity.
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Capital Costs
8.58 In our analysis of the financial performance of the Airport (in Section 3) we removed the loan
charges that were allocated to the Ports Division (amounting to a total of £3.4m for 2017/18).
We noted that this relates to the Government’s way of funding capital projects, whereby loan
repayments are allocated to the relevant cost centre, in this case the Ports Division, and that it
had not been possible to separate charges relating to Harbour projects from Airport projects.
As a result, we omitted this cost of loan charges from our analysis. However, we also noted
that if a separate trading company were to be set up the Airport would normally have to bear
the costs of any loans relating to capital projects.
8.59 The Department for Infrastructure provided the following information:
Previously completed Capital Projects


Apron project - £3m (2007/08)



Runway project - £43m (2008 to 2010)



New control tower – £6.5m (2008 to 2010)



Taxiway resurfacing - £3m (2009/10)



Radar Project – £3m (2011 to 2018)



Airport Security Fence - £650k (2010/11)



Baggage Hall/Standard 2 X-ray machines – £3m (2012)

Capital Projects commenced or in hand


Replacement Standard 3 Explosive Detection Systems – xxxxxxxxxxxxxxxxxxxx



Pavement rehabilitation - xxxxxxxxxxxxxxxxx



Replacement ILS – xxxxxxxxxxxxxxxxxxx



Airfield draining - xxxxxxxxxxxxx

8.60 These projects total to around £62m of previously completed projects and around xxxxx
commenced or in hand. Should our proposal to re-configure the terminal to increase retail
and catering spending be implemented, this would increase the latter figure. Whilst we have
not undertaken a detailed costing of this proposal, such as reconfiguration could cost of the
order of £1m to 1.5m but would also be likely to deliver a return on the investment through
higher levels of retail and catering spend. Such costs would be required to deliver improved
financial performance under either governance model.
Risks
8.61 The appetite for change will depend to some degree on the scale of the potential benefit,
which we have attempted to quantify, although it must be understood that some benefits will
be unquantifiable in monetary terms. The potential benefits will have to weighed against the
corresponding risks, although we have already noted that all options will carry some degree of
risk (even the ‘Do Nothing’ option).
__________________________________________________________________________________________
72

York Aviation LLP

ISLE OF MAN AIRPORT REVIEW

8.62 We set out in Table 8.3 below, an evaluation of potential risks, benefits and disbenefits of the
two options considered as well as the ‘Do Nothing’ option.
Table 8.3: Risks, Benefits and Disbenefits associated with Options
Potential Benefits
Do Nothing

Option 1 (Status Quo with
modifications)

Potential Disbenefits/Risks

Low political risk

Risk of continuing and
potentially deteriorating losses

No associated costs of making
changes to current governance
model

Perception of the Airport as a
cost burden to taxpayers will
not improve

Low political risk

Changes will require buy-in
from other Government
departments

Increased commercial focus

Continued Government
financial support required changes are unlikely to see the
Airport turn a profit

More transparent information
on costs and incomes

Doesn’t address high staff costs
in any fundamental way

Some improvement to financial
position should result

Option 2 (corporatisation with
arm’s length company)

York Aviation LLP

Potentially greatest financial
improvement

Financial savings are not
guaranteed and depending on
circumstances could be less
than projected.

Airport management distanced
from political interference
resulting in more commercial
focus and quicker decision
making and better
incentivisation to deliver
improvement

Some costs and time will be
incurred in setting up the new
legal entity (which we consider
below).

A new shareholder function
requiring greater access to
management information and
holding management to
account for financial
performance

Moderate political risk – will
require Government buy-in and
support at a high level and
careful handling of public
relations.
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Transfer of staff to a new
corporate structure will provide
for employment on existing
terms in the short term, but
also allows for potential future
changes

Continued Government
financial support required as
financial improvement is
unlikely to be great enough to
see the Airport turn a profit

Business Case and Implementation Plan
8.63 Setting out a business case for either of the options that we have outlined in this section is
fundamentally dependent on the costs associated with implementing either option, set
against the potential savings. Whilst we have made some estimates of the potential ongoing
income and cost effects, these are indicative of the potential at this stage. We would also
point out that, in evaluating the options, there are also wider considerations that cannot
necessarily be quantified in monetary terms. For example, a better understanding of income
and costs would assist management and Government in evaluating the performance of the
Airport and the extent of subsidy required, as well as improving commercial focus, even if
tangible savings were limited. This would allow a proper evaluation of the benefits of any
further developments or initiatives at the Airport to be clearly considered in relation to the
wider benefits to the economy and society on the Island.
8.64 This greater transparency is, essentially, the main benefit of the first option that we have
considered (i.e. Option 1 - Status Quo with modifications). However, the costs of
implementing this option would be minimal, as no formal governance change would be
required. It would basically require changes to accounting practices to make costs more
transparent and, hence, more manageable. Nevertheless, it would still require ‘buy-in’ from
Government departments to make this happen. It would also require some changes to the
Airport’s current ethos, with a more focused commercial approach.
8.65 The business case for Option 2 (corporatisation) seems prima facie more clear-cut in financial
terms, as the estimated potential savings (of more than £3m over the 5-year period
considered) are likely to far exceed the costs of setting up the arm’s length company. We
have noted that the DOI has estimated these could amount to between £0.3m to £1m,
depending on whether the transition is managed entirely internally, or whether external
expertise would be required. There is little other precedent information available to us on
which to base an estimate of the costs of setting up an arm’s length company, particularly in
terms of the specific legal costs on the Isle of Man. Assuming a shareholder function is being
set up at least for the purpose of managing the investment in the Steam Packet Company, we
would not expect any substantial additional resource within the Treasury. There would be
some costs associated with setting up and establishing a Board for the Company and it might
be expected that suitably qualified non-Executive Directors might require remuneration of
£10-15,000 a year dependent on the level of time commitment required. There might also be
ongoing costs associated with the audit requirements for the Company, but the total new
costs are unlikely to exceed £100,000 a year once the Company has been set up.

__________________________________________________________________________________________
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8.66 However, the associated risks that we have identified in Table 8.3 are greater than the
modified ‘Status Quo’ and implementing the corporatisation approach will be more
challenging, not least in terms of political acceptance. A process of consultation may be
required initially, and an internal political and legal process instigated to seek approval to the
proposals and, if necessary, enact appropriate legislation. The timescales associated with such
a process and the way in which legislation might be enacted would depend on the particular
requirements of Government and Tynwald, but we would suspect that previous examples of
setting up arm’s length companies on the Isle of Man would give some indication of the
processes and timescales associated with this.
8.67 Should it be agreed that corporatisation is the preferred approach, a fully developed
Implementation Plan for Option 2 would be needed. At this early stage, and given that Option
2 has not yet been formally selected as the preferred option or approved as something that
should be developed and pursued, there are too many unknowns to finalise such a plan.
However, we set out, in Table 8.4, a framework on which the plan could be constructed and
the issues that it will need to address. In some cases, the issues that would form part of the
Plan have already been addressed in this report.
Table 8.4: Implementation Plan Framework
Issue to be addressed in the plan

Comment

Strategic Direction for the Company

This would set out a Vision for the company and a
clear statement of strategic objectives. We have
identified these in outline at the start of this section
of the report.

Scope of Business Activity

This would clearly define the scope of activity of the
business and would (if agreed) deal with its
separation from Harbours. It would also set out the
extent of non-aviation areas of activity that the
company would be permitted to engage in.

Support Services

In this part of the plan, the extent and cost of
centralised services bought in from Government by
the Airport would be defined. Service level
agreements between the Airport and the suppliers
of bought-in services would also be required.

Governance

The shareholder(s) would be defined as well as a
Memorandum of Association, setting out the
objectives and activities of the new company and
signed by the shareholders. The Articles of
Association would provide for the corporate
governance of the entity including the composition
of the Board of Directors and arrangements for
regulation, scrutiny and oversight any limits, e.g
financial expenditure limits, on the delegated
authority to be granted to the Board and
management.
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Assets

This section of the plan would define which assets
are to be considered to belong to the arm’s length
company and how they are to be treated in financial
terms (depreciation, interest etc.).

Business Plan

The separate company would need to prepare a
detailed Business Plan, ideally for 3 to 5 years (to be
updated annually) with an assessment of markets
and commercial opportunities and consequent
financial projections. This could draw on work we
have undertaken within this report. The key
elements of the Business Plan are identified below
as well as some suggested KPIs.

Employees

A plan would need to be drawn up dealing with the
transfer of employees to the new company and their
terms and conditions. This would also require a plan
for consultation with trade unions and employee
representatives.

Implementation Targets

Responsibilities and targets for implementation
would be allocated to specified individuals in
Government and the Airport, and target timescales
set.

The Business Plan
8.68 The Directors of the new company would submit the Business Plan to Government (potentially
part of the Treasury), setting out financial forecasts and targets for 3 to 5 years, capital
expenditure and funding requirements. We would expect this Plan to include, as a minimum:


the Vision for the incorporated entity, its primary raison d’être, and its key strategic
objectives with cross reference to other relevant Government policies and plans;



an assessment of the market conditions in which the business is operating, including
short and medium-term traffic forecasts;



how it will meet its safety and economic regulatory requirements in accordance with
the requirements of the Island’s Civil Aviation Administration;



a series of specific management targets for the period covered by the plan, clearly
linked to the overall strategic objectives, and how performance against these targets
will be monitored by and reported to the Board;



capital and revenue budgets for the period, including forecasts of profit and loss,
balance sheet and cash flows;



sources of finance, as required;



risks, and how they will be managed.

__________________________________________________________________________________________
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Key Performance indicators
8.69 Whichever option is ultimately preferred, but especially under Option 2, it would be advisable
to introduce Key Performance Indicators (KPIs) by which the performance of the Airport could
be measured and monitored.
8.70 The trade association for the airport industry, Airports Council International, has published a
document (ACI Guide to Airport Performance Measures53) which sets out in some detail the
areas of performance that airports should consider routinely monitoring.
8.71 We summarise the areas of performance proposed in this document to be monitored and
provide some examples of the specific indicators that might be used at Isle of Man Airport:


Core Indicators: these would include passenger throughput and aircraft movements (by
route), freight and mail handled, etc. Isle of Man Airport already publishes information
of this type on its website;



Safety and Security: these indicators might include runway incidents, bird strikes, public
or staff accidents etc.;



Service Quality: these indicators would include customer satisfaction (monitored by
survey or by comments cards, complaints received etc.), aircraft delays, baggage
delivery times for arriving flights, security processing times, length of queues etc.;



Efficiency/Productivity: these might include passengers per employee, staff costs per
passenger, and total operational expenditure per passenger;



Financial/Commercial: aeronautical revenue per passenger, non-aeronautical revenue
per passenger and, potentially, trading position (EBITDA) targets;



Environmental: carbon footprint, energy usage, recyclable waste etc.;



Achievement of specific strategic targets set by the shareholder

8.72 Although it has become something of a cliché in business planning, it is worth repeating that
any targets set and monitored should be ‘SMART’ (i.e. Specific, Measurable, Achievable,
Relevant, and Trackable).
Conclusion and Recommendation
8.73 In summary, we believe that the option most likely to make a significant contribution to the
Government’s SAVE Programme is to pursue a corporatised business model for the Airport
through the setting up of a separate arm’s length company, with appropriate Government
control and scrutiny.
8.74 Whilst this option will not eliminate losses and the need for subsidy, it would provide greater
commercial incentives, which are likely to minimise the need for subsidy once the initial
transition to a corporate entity is established. We have, however, identified a number of risks
associated with this option.
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8.75 We estimate that if this option were to be pursued a reduction in the deficit of up to £970k
per annum might be achieved by the end of the 5-year period (2019/20 to 2023/24).
Cumulative savings over the period could amount to £3.4m, although these would be offset by
the costs of implementing the transition to a state-owned company, which DOI has estimated
could amount to between £0.3m to £1m, depending on how the transition is managed. These
estimates are only indicative, however, and have necessarily been made with a number of key
assumptions about variables that are hard to predict with precision. Nevertheless, there
would also be a number of non-quantifiable benefits from pursuing this option which should
also be taken into consideration, including the benefits deriving from a greater commercial
focus in terms of delivering growth and supporting tourism development.
8.76 We have set out the framework of an implementation plan for this option along with the key
components of a business plan and associated Key Performance Indicators.
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9

CONCLUSIONS

9.1

We have found that there is a lack of transparency of financial information relating to the
Airport at present, which is partly due to the way the Airport is treated as a cost centre within
Government. This has made it difficult to establish the current true trading position of the
Airport and, by implication, this makes it hard for management properly to manage costs. The
best estimate we have been able to make of the Airport’s current trading position shows a
current trading deficit of around £3.7m. Whilst it is unsurprising that an airport at the level of
passenger throughput attained by Isle of Man Airport is making a loss, our report goes on to
consider how the extent of this loss compares with other similar airports and whether it could
be reduced.

9.2

In terms of aeronautical revenues per passenger, Isle of Man Airport appears to be at the
lower end of the scale of comparator airports. We examined the market in which the Airport
is currently operating and whether there is scope to grow the Airport to an improved financial
situation. Our overall conclusion from this analysis is that there will be relatively limited scope
to further stimulate the market through price, even if it were cost effective overall to do so.
There are very limited realistic opportunities for completely new routes to be served. Hence,
we would expect growth to be driven largely by the underlying economic and population
growth on the Island. The main opportunity for a step change in passenger numbers using the
Airport would rely on a re-invigoration of the tourism product, which would require action
more broadly in terms of the attractiveness of the Island over and above air service
accessibility alone. The UK national air traffic forecasts are for growth on average at 1.8% per
annum from 2020. We would expect Isle of Man Airport to broadly follow this trend, which
would suggest limited scope to ‘grow’ the Airport to profitability in the medium term at least.

9.3

In terms of non-aeronautical revenue per passenger generated by the Isle of Man Airport, we
noted that this is significantly below even the closest comparator, which suggests that scope
may exist for increased income generation in this area. We believe that current airport
management could benefit from the introduction of additional commercial support and
expertise. We believe that it should be possible to improve non-aeronautical revenue per
passenger if this approach were followed. In particular, we believe that there is scope to
pursue a more innovative and commercial approach to improve income from terminal retail
and food and beverage concessions.

9.4

In terms of expenditure per passenger, we noted that the Airport is at the bottom of the range
of benchmarks we considered, although this has involved making an estimate of centralised
costs. In terms of staff costs per passenger, the Isle of Man Airport is in the middle of the
range, although this does not necessarily mean that savings are not achievable. Although we
identified that the greatest potential for savings in operational costs is likely to lie in
addressing the relatively high level of staff costs, this also carries the greatest political risk.
There should, nevertheless, be some scope at the margin for reducing overtime costs without
necessarily changing pay rates. And consideration could also be given to how certain job
functions are delivered.
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9.5

We examined and summarised the main pros and cons of the different potential operating
models, but we believe that realistically, there are only two options for change that are
achievable in the short to medium term. These are to follow a ‘Status Quo’ model, but with
some modifications, and/or to form an arm’s length company that confers commercial
freedom on the Airport whilst maintaining strategic oversight and scrutiny by Government.

9.6

Of these two options, we believe that the one most likely to make a significant contribution to
the Government’s SAVE Programme, is the setting up of a separate arm’s length company,
with appropriate Government control and scrutiny. Whilst this option will not eliminate losses
and the need for subsidy, it would provide greater commercial incentives that are likely to
minimise the need for subsidy once the initial transition to a corporate entity is established.
We are conscious, however, of the political risks associated with this option and of the costs
and time involved in pursuing it.

9.7

The financial business case for change is clearer under the corporatisation option and there
would also be some non-quantifiable benefits from pursuing this option, which should also be
taken into consideration. However, there are also a number of risks associated with this
option and the projected savings could not be guaranteed. Nevertheless, based on our
analysis we estimate that if this option were to be pursued a reduction in the deficit of up to
£970k per annum might be achieved by the end of the 5-year period (2019/20 to 2023/24).
Cumulative savings over the period could amount to £3.4m, although these would be offset by
the costs of implementing the transition to a state-owned company, which DOI has estimated
could amount to between £0.3m to £1m, depending on how the transition is managed. These
estimates are only indicative, however, and have necessarily been made with a number of key
assumptions about variables that are hard to predict with precision.

9.8

We have set out the framework of an implementation plan for this option along with the key
components of a business plan and associated Key Performance Indicators.
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APPENDIX A:
FINANCIAL MODEL PROJECTIONS
(note that costs of any changes to governance arrangements are not included in these projections)

Redacted
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EXECUTIVE SUMMARY
Wardell Armstrong LLP has been appointed by Isle of Man Treasury to carry out a specific
review required by the Council of Ministers into the government-owned quarry operations
and the associated supply of coated stone products. The review assesses the efficiencies of
the current operations, assesses any potential further cost savings and reviews alternative
models of operation.
The Stage 1 research findings are contained in this report. The report expresses the
independent

views

of

the

authors.

As

part

of

the

process,

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx were invited to put forward their own
views as to where they believe they could deliver significant savings.
Poortown Quarry is acknowledged by the Council of Ministers as being of strategic national
importance regarding the supply of high grade Polished Stone Value (PSV) material to
support the construction and maintenance of road infrastructure on the Island. The mineral
reserves at Poortown need to be conserved and only used for the highest-grade end use.
The government’s policies and practices to husband the mineral sustainably must continue.
Billown Quarry is the only private sector quarry extracting limestone which has the
necessary qualities to be used as an alternative source of graded/bitumen affinity
aggregate. However, the limestone does not have the required properties to be used in
production of wearing course asphalts. Had Colas’ recent planning application to extend
Billown Quarry to provide c. 600kt of aggregate been refused, then the only alternative
source of graded/bitumen affinity aggregate would have been Poortown. Therefore, the
Poortown reserves would have been depleted at an accelerated rate.
For clarity, whilst both PSV material and graded/bitumen affinity aggregate can both be
used in manufacturing asphalts, it is only PSV material that has the necessary characteristics
for highway surfacing. It is important to note that none of the other privately run hard rock
quarries produce either material.
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Efficiencies of Existing Government Quarry/Coated Stone Operation
We consider the existing operation of both Poortown Quarry and Stoney Mountain quarry
to be a highly efficient model of operation and good value for the government.
Analysis of available financial information indicates that the current management of the
quarry operations and the asphalt production is efficient, producing good quality materials
from well run production sites. Salary and materials costs, the two largest controllable
costs, are competitive and appropriate to the scale of operation. The real efficiency of the
operations is in the government’s ability to be able to source high PSV asphalt at cost of
production, provide space for inert recycling and secure a supply of recycled aggregate
planings for reuse in the asphalt plant all within its own control.
By producing its own asphalt, the government has therefore saved £1.68m annually on
asphalt purchase in the open market alone (taking account of the £1.8m cost of operation of
the quarries and asphalt plant), and secured a further £0.47m annually of external sales,
resulting in a net operational earnings equivalent of £2.15m annually compared to were it
not to own and operate the quarries itself.
Potential for Cost Savings Within Existing Operations
We consider there to be little scope for further substantial costs savings within the existing
operating format.
Greater lead-in time for material supply to highways contracts and the re-tendering of the
bitumen supply contract may result in some cost savings. Equally, and beyond the remit of
the quarries subdivision, centralised procurement of energy supplies either by the
Department of Infrastructure or the government on energy supplies could reduce fuel oil
and electricity costs. Campaign crushing is not necessary given the existing plant provision
on site and mothballing of operations at Stoney Mountain would reduce third party sales
income and increase government inert tipping costs.
Continued close management of controllable costs by the current site management is most
likely to continue to return efficient savings in the operation of the government’s quarries
section.
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Alternative models of operation
Alternative models of operation, including letting of operating contracts to a third party, the
creation of a government subsidiary and the creation of a joint venture company have been
considered. All are considered likely to result in greater risk for the government than the
current arrangements by diluting or contractualising the supply of high specification coated
stone supply necessary for the government’s programme of highway repair and renewal.
Knowledge gain and benefit from technological and operational improvement may not
derive from partnering with another company. The government quarrying operations are
acknowledged as the most advanced and technically proficient on the island anyway, with
little clear indication of how efficiencies could be improved by another company.

Continued government operation of the quarries provides a cost efficient and low risk
guarantee of material supply.
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx have proposed alternative operating models which they
both

suggest

could

result

in

further

cost

savings.

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxx.
Conclusions
In our professional opinion, we concur with one of the conclusions of the Department of
Infrastructure Prior Information Notice (PIN) process that Poortown and Stoney Mountain
quarries should remain in government control and act as a shared service to all government
and local authorities.
The quarries are profitable, efficiently run and secure material supply for the government
that it requires to implement its programme of highway repair and renewal.
CA11360/FINAL
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Within the existing operating model there are few opportunities for further significant
savings that would be of a scale to register as significant as part of the Save Programme.
A review of the procurement of energy supplies and the retendering of the bitumen
contract present the most likely opportunities for savings, if any.
The real efficiency of the operations in the government’s ability to be able to source high
PSV asphalt at cost of production, provide space for future inert landfill tipping and secure a
supply of recycled aggregate planings for reuse in the asphalt plant all within its own
control.
Continued close management of controllable costs by the current site management is most
likely to continue to return continued savings efficiencies.
Alternative models of operation, including letting of operating contracts to a third party, the
creation of a government subsidiary and the creation of a joint venture company have been
considered. All are considered likely to result in greater risk for the government than the
current arrangements by diluting or contractualising the supply of high specification
asphalts necessary for the government’s programme of highway repair and renewal. A
probable consequence of any alternative model of operation will result in an increase in
annual production (indeed the proposals from xxxxxxxxxxxxxxxxxxxxxxxxxxx both propose
such a strategy). This will result in the accelerated depletion of the mineral reserve.
The submissions by xxxxxxxxxxxxxxxxxxxxxxxxxxx on an alternative model of operation do
not in our opinion merit further investigation.
The approved method of working the eastern extension requires the retention of a ‘pillar’ of
unquarried stone along an existing field boundary with quarrying taking place behind this
‘pillar’ the objective being to reduce the visual impact of the quarry when viewed from the
direction of Peel. (It is thought that a geological fault is believed to be present within the
‘pillar’ which would be difficult to work through). In our professional opinion, the retention
of this ‘pillar’ would not significantly reduce the visual impact of the quarry. Furthermore, if
quarry excavations reveal that there is no evidence of a fault then a large tonnage of
nationally important stone will have been unnecessarily sterilised. To remove the pillar will
require a new planning application to be submitted which will require a major
CA11360/FINAL
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Environmental Impact Assessment to be prepared.
Once the works have developed sufficiently in the extension area to determine the
presence/absence of the geological fault then we recommend that a mineral reserve
assessment be undertaken at Poortown to establish the tonnage of permitted reserves and
potential resources remaining. This will advise DoI as to the timing for commencing work on
the planning application to either remove the ‘pillar’ of stone or alternatively to extend
Poortown Quarry to the north to ensure continuity of supply, or indeed consider alternative
sources such as the Dhoon Quarry. Allied to any future quarry development, it will be
necessary to consider what mitigation measures will be required to reduce the
environmental impact. The most likely form of mitigation will be a screening mound and
early planning of this feature could utilise any overburden to be removed from the easterly
advancement of workings scheduled for later this year.
Recommendations


Retain government control of Poortown and Stoney Mountain Quarries, the associated
asphalt plant and the inert recycling facility.



Continue to review opportunities for cost savings but within the existing operational
format while acknowledging that the operations are already efficient.



Given its national and strategic importance, carry out a mineral reserve assessment at
Poortown Quarry as soon as practically possible. Wardell Armstrong can assist if
required.



Carry out quarry planning looking at the mid/long term future of Poortown that
considers the timing of when to commence work on the planning application to extend
the quarry (and possible deepening of existing workings to maximise the reserves).



Only if there is a political desire should there be any further dialogue with
xxxxxxxxxxxxxxxxxxxxxxxxxxx to investigate further the detail of their proposals for cost
savings as a new operating model for the government. This should not however be
construed by either company of a willingness by Government to enter into an
alternative operating arrangement.

Confidentiality
The authors have been given access to confidential information, including tender returns
and pricing lists. Where appropriate on publication, this information has been redacted.
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1

SERVICE REQUIREMENTS

1.1

The Isle of Man Government, Council of Ministers has given its support for a specific
review of the Isle of Man Government’s Department of Infrastructure (DoI) quarry
operations to full business case stage to identify a preferred model of operation
including a relevant implementation plan.

1.2

The primary objectives of the review were to support the DoI to deliver:


Review of the efficiency of the existing government quarrying operation;



Assess the potential capabilities and efficiencies of potential third-party
operators, including those who made written responses to the 2015 Prior
Information Notice;



Invite those companies considered to have the experience to submit their views
on how significant savings could be made;



A business case outlining the options evaluation for the Quarry Operations
currently delivered by the Department of Infrastructure;



Options appraisal for delivery model;



Detailed business case (including implementation) for preferred option; and



Estimate of funding requirements (both revenue and capital) for the next 5 years
for the preferred model with financial and political risk assessment, together
with projection of any significant changes for the following 5 years.

1.3

If the preferred delivery model for quarrying includes retaining the operation within
government control, options should include models that deliver minimum costs to
government only and minimum costs to the Isle of Man as a whole.

1.4

Wardell Armstrong LLP were appointed by Treasury to carry out the specific review
required by the Council of Ministers. The scope and approach to this work was
mutually agreed to be a phased approach as outlined below, this report (Phase 1)
covering the only commissioned work to date. WA have an extensive experience of
working with the Isle of Man Government Departments such as the former
Departments of Trade & Industry and Department of Economic Development, and
Department of Environment, Food and Agriculture. The potential for a conflict of
interest was considered and agreed with the SAVE Programme that WA’s
appointment would be suitable.
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xxxxxxxxxxxxxxx were approached by the SAVE Programme and they accepted WA
were undertaking the SAVE Programme.
1.5

Having reviewed the Department’s objectives to develop a business case, in our
professional opinion we believe that developing such a business case is an
exceptionally complicated process. Whatever recommendation(s) for change are
proposed, the consequences are likely to be far reaching and not just confined to the
internal functions of the DoI.

1.6

For example, if the recommendation were to increase output from the Government
quarries then there is a potential risk to the long-term viability of certain private
sector hard rock operations. This could result in a loss of revenue to Government in
terms of royalty payments, loss of income in income tax in the event of private
sector employees being made redundant. The various Parishes in which private
sector quarries exist would lose income through the loss of rates payable by the
quarries. Consequently, the Parishes would then look to Government for this
income.

1.7

Our recommendation was for the SAVE Programme to consider an alternative to the
Save Programme service requirements by breaking the task into Stages outlined
below.
Stage 1 – Research and Report of Initial Findings
1. Inaugural introductory meeting between Treasury, DOI and Wardell Armstrong
project team including inspection of quarry operations.
2. Conduct a programme of research.
3. Examine the current situation and efficiencies of the two Government
operations.
4. Consider where potential cost savings may be made (if any).
5. Identify the key issues and the potential implications.
6. Assess the pros and cons of:


Expanding the outputs from the Government quarries;



Transfer of existing operation to a government wholly owned subsidiary;



Letting of short or long term operating contracts; and
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Creation of public / private joint venture to operate the quarries, in
conjunction with other third party owned quarries.

7. Invite

xxxxxxxxxxxxxxxxxxxxxxxxxxxxx

to

submit

revised

proposals

for

consideration by Government.
8. Identify the key issues and the potential implications.
1.8

Once Stage 1 is completed, the SAVE Programme would then be able to review its
objectives and if the decision was to explore the findings of Stage 1 then look at a
potential scope of works for Stage 2. Looking ahead, we put forward the following
scope as a suggestion:
Stage 2 – Options and Models (suggested and not yet commissioned)
1. Look at the outcomes identified in Stage 1;
2. Review and crystallisation of Project Brief;
3. Detailed assessment of submissions by third-party operators during Stage 1;
4. Development of a business case outlining the options for the Department’s
quarry operations;
5. Economic appraisals for each model;
6. Development of a business case (including implementation) for preferred option
7. Estimate of funding requirements for the preferred model with financial and
political risk assessment, together with projection of any significant changes for
the following 5 years.
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2

SAVE PROGRAMME

2.1

One of the key objectives of the Isle of Man Government is to be financially
responsible while delivering appropriate services for the Island. The government has
set itself a target of achieving a saving of £25 million over a five-year period to help
balance its budget. The challenge is to identify opportunities, initiatives and projects
to enable the government to meet this target.

2.2

Through the ‘Securing Added Value and Efficiencies (SAVE) Programme’ the public
were invited to submit ideas during April/May 2017. In addition to the public and
staff suggestions, Departments were asked to identify areas where savings more
than £1m might be achieved. The Quarry Operations were put forward by the DoI as
part of a larger proposal to achieve savings more than £1m. Government received
more than 1,300 contributions of which over 700 were categorised as an idea and
were subject to the next stage of review by a team of officers from Treasury and the
Cabinet Office. Those ideas were then delivered to the Council of Ministers to
consider which ones could be developed further and implemented across
government.

2.3

Two public ideas of relevance to the DoI and its operational quarries and coating
plant were:
Idea Ref.

19

Idea:

Award a long-term contract to the private sector to maintain and build the Islands road
network and provide emergency cover.

Why:

The roads still need repair etc. and we will no doubt have emergency weather situations.
Awarding a long-term contract say 10 years and move the DoI staff across to say COLAS would
save money on wages and pensions and generate other significant savings in terms vehicles,
fuels, depreciation, back office staff, office accommodation and depots. Give the private sector
enough time to make a decent return and they will invest. Other countries don't have road
repairs and construction carried out by staff on the government payroll. Likely to be
controversial this one but one capable of delivering considerable savings.

Response:

The Department of Infrastructure are committed to ensuring highway services are fit for
purpose and are able to respond to extreme weather events.

Idea Ref.

1246

Idea:

Contract out highways maintenance and quarrying/asphalt production

Why:

Same reasons as for Idea Ref. 19

Response:
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2.4

In 2015, prior to the start of the SAVE Programme with the support of Treasury
Procurement Section, the DoI undertook a Prior Information Notice (PIN) exercise as
part of the review of the quarry operations. The objective of the PIN was to test the
market to see if there was a way of outsourcing the quarry operations without
creating additional costs or unacceptable risks for both Government and the
construction industry.

2.5

Following the advertisement of the PIN, seven expressions of interest were received
fromxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx A brief was
issued to all xxxxxx companies which provided basic information and requested a
basic business plan to be submitted to the DoI. Four written responses were received
by the DoI and of those four companies who were invited to meet with the DoI,
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.

During

the

interviews, the companies recognised that gaining control of the quarry would lead
to a monopoly position in the short to medium term.
2.6

There were several key questions regarding the xxxxxxxxxxxxxxxxxxxxxxxxxxx
submissions from the 2015 PIN, namely:


A business plan had been requested to be submitted for assessment, but neither
were supplied and so xxxxxxxxxxxxxxxxxxxxxxxxxxxx were asked to provide a
plan containing as much detail as possible.



Both companies recognised that gaining control of the quarry could lead to a
monopoly position in the short to medium term. Both were asked to provide
supporting evidence to demonstrate how this position might be controlled to
the benefit of the Isle of Man.



Both companies had required guaranteed minimum levels of sales to the
Government and that Government would not be able to source material from
elsewhere. We sought clarification if this view still remained.



Both companies had mentioned an open book approach might be appropriate
and were asked to comment on this aspect.

CA11360/FINAL
OCTOBER 2018

Page 10

Isle of Man Treasury – Save Programme
Review of Quarry Operations including Supply of Coated Stone Products
Stage 1 – Research and Report of Initial findings



A potential JV had been suggested and we requested details to be provided if
this was still the preferred option.



xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.



xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.

2.7

WA

reviewed

the

responses

to

the

PIN

and

in

our

opinion,

only

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxx would have the necessary capabilities to take control of
government quarries, should Council of Ministers wish to proceed to outsource to
the private sector. This opinion is based upon our knowledge of these companies,
their company structure, the nature of their operations and their experience in
quarry operations.
2.8

The PIN exercise showed xxxxxxxxxxxxxxxxxxxxxxxxxxx to be valid and competent
companies for the potential outsourcing of quarry services.

Therefore both

companies were invited to provide their proposals for consideration as part of this
Review. The option of a management buyout was not carried forward by the Save
Programme.
2.9

Wardell Armstrong wrote to both companies on 2nd August 2018 outlining the
requirements of Stage 1 and invited them to submit full and detailed explanations of
their respective proposals and provide as much supporting evidence as possible to
enable evaluation of their submissions. It was clearly emphasised to both companies
that as part of Stage 1, the review only required a ‘high level’ submission that would
indicate in broad terms where the key significant savings, if any, could be made. If
such savings were of a level that was of interest to Government, then Stage 2 of the
review could be initiated and the respective submissions examined more closely.
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Meetings
2.10

Following the issue of the WA letter, both companies requested a meeting with WA
and DOI to scope out the key requirements of the Stage 1 review. A meeting took
place on 29th August 2018 with delegates xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
which included a fact-finding tour of both DOI quarries. A meeting with
xxxxxxxxxxxxtook place on 30th August at xxxxxxxxxxxxxxxxxxxxxxx.

2.11

Both companies were instructed to submit their proposals to Wardell Armstrong by
no later than 7th September. A copy of each submission is provided in Appendices 1
and 2 annexed to this Report and are summarised in Section 8 and 9 respectively
along with Wardell Armstrong comments and conclusions.

Note: Appendix 1 and 2 have been redacted on the grounds of commercial confidentiality.
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3

CURRENT AGGREGATE SUPPLY

3.1

Apart from the government operated quarries, there are four other private sector
operated hard rock quarries on the Island: Billown Quarry and Earystane Quarry
(both Colas), Cringle Quarry (A. V. Craine & Sons) and Pooil Vaaish Quarry (Pooil
Vaaish Quarry Limited).

3.2

The hard rock minerals extracted are processed into aggregate products suitable for
a variety of end uses. The range of such aggregate end uses is largely determined by
the mineralogy of the rock. For analysis purposes, the demand for minerals has been
subdivided into the following categories shown in Table 1 below.
TABLE 1:
Product Category

Producer

Apportionment

Polished Stone Value / High grade Aggregate

Poortown Quarry

19%

Graded Aggregate / Bitumen Affinity

Poortown Quarry

16%

Billown Quarry
Type 1 & Bulk Fill

Stoney Mountain

64%

Cringle Quarry
Earystane Quarry
Building Stone

Earystane Quarry

1%

Cringle Quarry
Pooil Vaaish Quarry

Poortown Quarry
3.3

Poortown Quarry is acknowledged by the Council of Ministers (COMIN) as providing
the strategic national supply of high-grade PSV material to support the construction
and maintenance of road infrastructure and preclude the need for importation
which would incur significant cost. Therefore, the mineral reserves at Poortown need
to be conserved and used for the highest-grade end use. To achieve this Government
has developed policies and practices to husband the mineral sustainably.

3.4

The PSV material at Poortown is a rock known as Gabbro which is an igneous rock
that has been forced into surrounding rocks in the form of a sheet like intrusion
called a ‘sill’. Due to the way in which the gabbro was intruded into the surrounding
rock, as part of the process of mineral extraction, occasional pockets of surrounding
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rock need to be quarried along with the gabbro. This surrounding rock produces a
‘Non-PSV’ material which is sold as quarry waste to private sector, a large proportion
of which is sold to other quarry operators who use the material in order to
supplement their core products
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.
3.5

The actual permitted mineral reserves of PSV and Non-PSV material at Poortown are
not known to any degree of accuracy. For the purpose of this Report, Wardell
Armstrong have carried out a preliminary reserve estimate. Based on the approved
quarry limits and method of working, the reserve assessment estimates there to be
c. 1.9 million tonnes of PSV and Non-PSV material within the eastern extension.
Based on an annual extraction rate of c. 80,000 tonnes, the life of the remaining
reserves could be c. 24 years.

Stoney Mountain Quarry
3.6

The granite extracted at the quarry does not have the necessary physical properties
to be used to produce graded/bitumen affinity aggregate. Consequently, the stone
is used to produce ballast, type 1 and blockstone/armour stone. Mineral reserves are
measured to be 2.217 million tonnes and based on an average annual output of c.
16,500 tonnes per annum, the life of the quarry remains more than 40 years.

Billown Quarry
3.7

Extracting carboniferous limestone, this is the only private sector quarry extracting
stone which has the necessary qualities to be used as a source of graded/bitumen
affinity aggregate.

3.8

Typically, per annum, Billown Quarry provides c. 30% of the island’s primary hard
rock demand. It is a strategically important quarry as it helps to preserve the
nationally important reserves at Poortown. In our opinion, the contribution of
Billown Quarry to the Island’s graded/bitumen affinity aggregate supply is of primary
importance. However, the limestone reserves at Billown were, until recently,
extremely limited (i.e. <30,000 tonnes).
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3.9

In February 2018, Colas submitted a planning application to extend the quarry. This
has recently been approved and consequently will provide a further c. 600,000
tonnes of limestone ensuring continuity of supply of graded/bitumen affinity
aggregate for approximately 10 years.

3.10

Had the extension been refused planning permission, then Colas’ contribution would
have needed to be sourced from another quarry operation and the only alternative
would have been Poortown. To supply this material from Poortown Quarry would be
controversial and require the national importance designation to be lifted.

3.11

If we assume that 75% of Billown’s limestone sales comprise graded and bitumen
affinity aggregate, then Poortown would need to increase its output to c.115,000
tonnes per annum. This would deplete the remaining reserves at an accelerated rate
resulting in exhaustion in c. 16 years (as opposed to 24 years as indicated in
paragraph 3.5). Clearly, the increased reliance on Poortown Quarry to supply the
island’s demand for graded/bitumen affinity aggregate will have a ‘domino effect’
meaning that an alternative source of high-quality stone will need to be found as a
replacement. Mineral prospecting at Poortown has identified a suitable mineral
resource to be present to the north of the current quarry and so a planning
application for a northern extension would need to be approved within the next 10
years to ensure continuity of supply.

3.12

At Billown Quarry there is also the possibility of a further extension towards the
north west, but the mineral has not yet been proven.

Hard Rock Landbank
3.13

In its role as mineral consultant to the Department of Environment Food and
Agriculture, Wardell Armstrong collates all sales records from the operating quarries
and produces an Annual Minerals Monitoring Report (AMMR) which contains details
on mineral forecasts and landbank calculations. Table 2 below provides a summary
of the hard rock landbank.

CA11360/FINAL
OCTOBER 2018

Page 15

Isle of Man Treasury – Save Programme
Review of Quarry Operations including Supply of Coated Stone Products
Stage 1 – Research and Report of Initial findings

Hard Rock Landbank (August 2018)
Annual

Planned

Aggregate

Reserve

Supply

(tonnes)

Billown

30%

630,000

50,000

c. 13

10

Pooil Vaaish

n/a

100,000

0

n/a

2

Cringle

13%

1,120,000

23,200

48

18

Earystane

3%

135,000

5,000

27

2

Poortown

44%

1,900,000

75,000

25

31

Stoney Mountain

10%

2,217,000

16,500

>50

37

TOTAL

100%

6,102,000

Quarry

3.14

Sales 2016
(tonnes)

Life of
reserve

% of landbank

(Years)

100%

Almost 77% of the Island’s hard rock landbank (i.e. Cringle, Earystane, Stoney
Mountain and Pooil Vaaish) is contained within quarries that are incapable of
producing graded/bitumen affinity aggregates.

Conclusions
3.15

The reserves at Poortown are of national importance and the DoI’s current selfimposed regulations on what the stone is to be used for needs to be maintained for
the benefit of the Isle of Man.

3.16

Had the recent planning application for an extension of Billown Quarry been refused,
then the only alternative source of graded/bitumen affinity aggregate would have
been Poortown and consequently the reserves would have been depleted at an
accelerated rate.
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4

SUMMARY OF RESEARCH UNDERTAKEN
People and site visits

4.1

Meetings have been held by the authors with civil servants from the Department for
Infrastructure and Isle of Man Treasury:

4.2

-

Chief Executive Officer of the Department of Infrastructure;

-

Director of Highways Services, Department of Infrastructure;

-

Projects Officer, Department of Infrastructure;

-

Quarry Manager, Department of Infrastructure; and

-

Programme Director, Treasury

Site visits in the company of the quarry manager were made to both Poortown and
Stoney Mountain in April 2018. The principal author has advised the government on
minerals matters for many years and has extensive knowledge of both quarry sites.

4.3

On 29th August 2018, a meeting was held at Poortown Quarry with
xxxxxxxxxxxxxxxxx and xxxxxxxxxxxxxxxxxxxxxxxxx which included a tour of Poortown
and Stoney Mountain quarries. The purpose of the meeting was to explain what
information was required from xxxxxxxxxxxxxxxxx in a submission as part of the
Stage 1 review process.

4.4

On 30th August 2018 a meeting was held with representatives of xxxxxxxxxxxxxxxxxxx
at xxxxxxxxxxxxxxxxxxxxxxxxxxx. A visit to Poortown and Stoney Mountain was not
requested by xxxxxxxxxx.

Department of Infrastructure - financial information
4.5

Extensive financial information has been provided by the government to the authors
for analysis. This includes reported departmental information on Axapta. Further
information on budgets, pricing, cashflow and internal returns were provided by the
quarry manager. The following datasets were of particular use:
-

2017/2018 Department of Infrastructure: Quarry operations subdivision budget
holder report;
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-

2011/2012 to 2017/2018 Department of Infrastructure: Quarry operations
subdivision budget holder cost centre reports

-

2017/2018 Department of Infrastructure: Quarry operations subdivision monthly
budget spreadsheet;

-

2015 Department of Infrastructure: Bitumen tender appraisal report;

-

2018 Treasury: Externalisation Unit Cost Model;

-

2017/2018 product pricing list;

-

2012 and 2013 product pricing lists;

-

2012 to 2018 tonnage records; and

-

2017/2018 Materials values and income spreadsheet.

Policy information
4.6

In relation to the general role as minerals advisor to the Isle of Man Government the
authors have relied upon the following:
-

Minerals Act 1986;

-

Minerals (Amendment) Act 2006; and

-

The Transfer of Functions (Economic Development and Education) Order 2017.

Public information
4.7

The online planning search portal for the IOM government has been used to obtain
information on the planning history of the two sites. Information on other sites,
including product type and specifications, has been obtained from the xxxxxxxxxxxxx
and xxxxxxxxxx websites.

Other sources
4.8

Private contacts in the UK minerals industry known to the authors have provided
confidential advice particularly on fixed and variable cost profiling in a quarrying
operation. No confidential information was shared with these contacts.
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5

EFFICIENCIES OF EXISTING GOVERNMENT QUARRY OPERATIONS
Visible efficiencies of operations on site

5.1

Poortown Quarry is a visibly well-managed quarry. The site has good standards of
housekeeping.

Although limited in space there is clear and safe demarcation

between the various activities on site: extraction, stockpiling, asphalt production,
storage (including explosives), and offices/weighbridge. Access roads are generally
free of vehicle-borne dirt and the boundary secure with appropriate fencing. A large
lagoon ensures appropriate capture of surface water for onward use in the asphalt
plant and for dust suppression and for appropriate off-site discharge. In spite of the
complicated geological conditions, the upper faces and benches appear stable and
mostly clean of excessive loose material. Stockpiles are of appropriate heights with
sufficient traffic circulation space around them.
5.2

The quality of plant on site is good. Smaller mobile plant, including excavators and
crushing trains, appears to be in good condition. The asphalt plant, associated RAP
feed was constructed in 2007 and is in exceptional condition. Other storage buildings
including the explosives magazine are also new and in good condition.

5.3

Stoney Mountain quarry is also visibly a tightly-operated operation although the
nature of the variability in the faces and the different rock type means that the
working faces are more disjointed in appearance than at Poortown. The ramps and
benches, however, are wide and clear, available space is greater than at Poortown
and the stocking areas for both single size, large format and graded products are
again well demarcated. The inert tipping areas are separate from the extraction
faces and surface water is collected in a large lagoon for phased onward discharge.
The site is securely fenced.

5.4

Together, both quarries present a picture of sites that have good levels of
housekeeping, are compliant with health and safety statutory obligations, and are
subject to ongoing capital replacement.
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Efficiencies of the existing in-house operation of the quarries
5.5

The cost to government of running the quarries during the 2017/2018 financial year
reported in the Department of Infrastructure (Budget Holder’s Report) accounts was
£1.60m. Operating costs comprised £1.13m of this, and the remaining £0.47m
comprised an internal loan charge which can be considered as approximately similar
to depreciation on plant, machinery, the new entrance to Poortown Quarry, building
replacements, etc.

5.6

Excluded from this figure are certain costs which are accounted centrally. These
include electricity, water rates, buildings maintenance, HR, legal and some financial
support functions. These costs are calculated at either a set price (such as IT cost per
employee or a proportional figure of a bigger divided budget). The figures have not
been made available but were reported as £0.20m for the year 2015/2016 in the
2015 Department of Infrastructure (Quarries – Cost of Operation) report. For the
purposes of this report it is assumed these costs have remained static.

5.7

The total cost of operating the quarries during this financial year was therefore
£1.80m.

5.8

External sales generated £0.49m income (36% of cost of production) (Budget
Holder’s report, product prices report, materials and values incomes spreadsheet).
However, the principal benefit to the government derives from the supply of
materials, particularly asphalt, at the cost of production, the sourcing of recycled
aggregate planings (RAP) at cost of production and tipping of inert materials without
charge.

5.9

During this period, Poortown produced 27,600 tonnes of asphalt for use in highways
repairs and 41,800 tonnes of dry stone for both government and open markets.
Stoney Mountain produced 17,200 tonnes of granite into the open market, 7,600
tonnes of secondary aggregates from inert recycling, and 1,400 tonnes of recycled
asphalt planings for general sales.

5.10

Open market equivalent pricing for asphalt sales during this period ranged between
£92.60 to £280.70 per tonne (product price list supplied by quarry manager). The
pricing depends on the product sold, with some asphalts requiring a greater
proportion of bitumen or a hotter product, or coloured asphalt. The 2015 Quarries –
Cost of Operation report uses an average open market figure of £126 per tonne for
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illustrative purposes. Using this same figure, the cost to government of securing its
2017/2018 asphalt supply had it been required to obtain it from the open market
would have been £3.48m.
5.11

By producing its own asphalt, the government has therefore saved £1.68m on
asphalt purchase in the open market alone (taking account of the £1.8m cost of
operation of the quarries and asphalt plant) and secured a further £0.47m of
external sales, resulting in a net operational earnings equivalent of £2.15m
compared to were it not to own and operate the quarries itself.

5.12

This is considered a highly efficient model of operation of the quarries for the
government finances as a whole. Alternatives to this business model are assessed in
Chapter 7.

Efficiencies in the reported accounts
5.13

The 2017/2018 Budget Holders report divides costs of operation into five subdivisions:


Employee costs, including basic salaries, superannuation, earnings related
national insurance and overtime – £0.49m (23% of all costs)



Infrastructure expenses, including buildings maintenance, rent and service
charges - £0.004m (0.5%);



Transport expenses £0 (0%);



Supplies and services, which includes all plant hire, fuel purchase and general
administration costs £1.19m (55%);


5.14

Loan charges - £0.47k (22%).

Costs are not divided in these accounts between fixed and variable costs, nor in the
more detailed breakdown of costs in the 2017/2018 Budget Holder cost centre
reports. Reference to fixed and variable costs will be made in the discussion below
reviewing each of the subdivisions.
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Employee costs
5.15

The two quarries and the asphalt plant are run by 12 staff – a manager, a deputy
manager, two foremen, a quarry chargehand and seven operatives. Three of the
posts are based at Stoney Mountain, seven at Poortown and the manager and
deputy manager at both.

5.16

Anecdotal evidence of the authors of this report would indicate that this appears to
be an average number of employees for operations of this scale (viz. comparisons to
other hard rock quarries with associated asphalt plants in Cumbria, Northumberland,
County Durham and elsewhere). Three operational units (Poortown dry, Poortown
asphalt and Stoney Mountain dry/recycling) require three different management
positions to comply with standard UK quarry health and safety regulations used as
best practice in the Isle of Man. With two deputy managers and a foreman, the
operations meet this requirement.

The overall manager, as well as acting as

principal point of responsibility for the operations and safety on site, also acts as a
general manager for the business as a whole, responsible for budget setting, sales
and general representation of the business to and within the government.
Combining operational and business/financial management roles is a model that is
found elsewhere (e.g. Tendley Quarries Ltd in Cumbria, Darrington Quarries in South
Yorkshire). In the experience of the authors this generates good ownership of the
business as a whole by the quarry manager and retains experienced staff at this
senior level to the benefit of the efficiency of the business.
5.17

The 2017/2018 Budget Holder cost centre report details staff costs of £488k, of
which xxxxxx are for management and administration roles, xxxxxx or Poortown
quarry, xxxxx for the asphalt plant and xxxxx for Stoney Mountain quarry. The costs
include salaries, overtime, earnings related national insurance and superannuation.

5.18

Staff costs for Stoney Mountain appear unusually high given that only three staff are
employed there compared to the number at Poortown, but this is likely to be due to
placing of staff for accounting purposes only rather than any actual salary imbalance
between the two quarries. The quarry manager has confirmed that this is the case
during the financial year reviewed as for most of the year Stoney Mountain was
operating with two staff, the third being moved to Poortown, returning to Stoney
Mountain only for leave cover.
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5.19

The costs attributable to other staff (such as centralised IT service providers) are not
included in the accounts but are unlikely to have a significant impact on total
employee costs. The costs are equivalent to xxxxx per employee.

5.20

xxxxx appears as “arrears payments”. The quarry manager confirms this relates to
historical underpayments but the amount is low compared to the total salary bill.

5.21

Employer contributions to superannuation of xxxxx represent xxxxx of basic salary.
This is likely to be higher than open market pension costs but without significant
impact in terms of overall cost efficiency. Auto-enrolment is driving up pension costs
for employers in the UK. As auto-enrolment is not being introduced into the Isle of
Man the difference between a pension provision for a civil servant on the Isle of Man
(such as those working in the quarries) and the equivalent pension arrangement on
the UK in the private sector will narrow.

5.22

Overtime costs of xxxxx for 2017/2018 add xxxxx to basic salary costs, a figure that
compares favourably with the 20% - 25% guide given confidentially from a UK
operator to the report author.

Overtime is a feature of quarry and asphalt

operations primarily due to the time restrictions placed on supplying individual
contracts (night-time road closures and restricted asphalt travel times as two
examples). As a variable cost, overtime costs would likely rise with increased
production or with the supply to bigger contracts in order to ensure that sufficient
processed material (dry) or produced material (asphalt) is available on time. 81% of
quarry sales (equivalent value based on the quarry manager’s Materials Values and
Income 2017/2018 spreadsheet) is for the government’s own use. Such vertical
integration of control the supply of materials together with control over highway
repairs and resurfacing is clearly allowing the government to plan material supply
effectively and in good time to avoid undue overtime costs.
5.23

Details of agency staff are not provided in the headline p+l cost accounts but are
budgeted in the Quarry Budgets ongoing spreadsheet (supplied by the quarry
manager) as xxxxx for weighbridge operator only. Costs of agency plant operators
are included within the plant hire budget entry. This is recorded as a share of
“Highways Services Administration”. Discussions with the quarry manager indicate
the employment of few casual or non-core staff, although the services of fitters and
electricians are understood to be secured on an as-required basis. This is standard
practice in the quarry industry.
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5.24

Salary figures cannot be benchmarked against other quarry operators on the
grounds of confidentiality. However, the total number of employees appears
appropriate for the scale of operations and additional expenses on overtime and
agency/external service employment is low, indicating efficiencies in salary costs.
Infrastructure expenses

5.25

Infrastructure expenses amount to less than xxxxx for 2017/2018 and as such are not
considered further here in terms of efficiency.
Transport expenses

5.26

There were negligible transport costs (<£100) recorded in the Budget Holder cost
centre report but these were not carried through to the principal Budget Holder
Report for 2017/2018. These are not considered further here.
Supplies and services

5.27

Supplies and services accounted for the greatest part (55%) of the total costs of
production in 2017/2018. Of the £1.19m costs, xxxxx was spent on materials, xxxxx
on equipment purchase, maintenance and rental, and a negligible amount (xxxxx) on
clothing, office expenses, communications and consultancy.

5.28

The £0.12m spent on equipment purchase, maintenance and rental indicates a
business model where the substantial part of the equipment on the sites is owned
in-house rather than rented. This has to be assessed in conjunction with the £0.47m
spent on loan charges which equate to an equivalent of a depreciated charge on the
capital acquisition of plant (primarily the relatively new asphalt plant at Poortown),
the office building, the new magazines and the reworking of the quarry entrance,
making a total cost of xxxxx for 2017/2018.

5.29

This cost portrays a business model whereby plant and equipment is generally
purchased rather than primarily based on equipment hire. Both models exist as
viable operations within the minerals industry. Assessment of the loan charge is
detailed later. Plant hire is a necessity in any quarry business model partly to cover
for breakdowns and partly to provide sufficient processing capacity to cater for large
contracts that may require high volumes of materials on short notice terms. The
total cost of xxxxx on plant hire and maintenance is considered reasonable given the
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plant list (excavators, shovels, crushing trains, asphalt plant with RAP feed). The low
cost also reflects the relatively young age of the equipment on site.
5.30

Benchmarking of plant hire and maintenance costs might be considered at Stage 2 of
this study but is difficult given the variety of factors that will influence them,
including the extent, use and age of the fixed and mobile plant on site and the
nature of contracts being supplied.

5.31

xxxxx was spent on materials. These are not separately detailed in the Budget
Holder Report for 2017/2018 but the Budget Breakdown spreadsheet for 2017/2018
supplied by the quarry manager split the anticipated costs between


xxxxx fuel oil (primarily to heat the bitumen at the asphalt plant);



xxxxx bitumen (for the production of asphalt);



xxxxx imported stone (to produce types of product otherwise not able to be
produced from materials on site); and



xxxxx additives (constituents in the production of asphalt).

Actual costs exceeded budgeted forecast costs but this reflects a higher volume
output than anticipated.
5.32

Bitumen and fuel oil supply costs are difficult to benchmark for cost effectiveness as
both have limited suppliers controlling much of the market and contracts are often
supplied on fixed price with a subsequent undisclosed rebate. The most effective
benchmarking is available via open tenders. Bitumen supply was last tendered in
2015 and the Department of Infrastructure 2015 Supply of Bitumen appraisal report
summarises that process.
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxx. This open tender indicates the cost effectiveness of the current
bitumen supply contract against other tenderers.

5.33

The xxxxx of costs for imported red stone and additives are a necessary requirement
for supplying different types of asphalt from the production plant. The quarry
manager’s product pricing list specifies 23 different asphalt products that can be
supplied from the quarry. These costs form a minor part of the overall materials
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costs for the sites and given the restrictions of the island market are unlikely to be
able to be sourced for significantly lower costs elsewhere.
Loan charges
5.34

The loan charge of £0.47m represents 22% of total costs in the last financial year for
the quarry operation. The charge is effectively a rebate to Treasury for the purchase
of fixed and mobile plant, office and infrastructure improvements. The charge is
relatively high due to the recent acquisition of the new asphalt plant at Poortown. It
is understood that the payments on the loan charges are decided through central
government budgets and there would be little scope to seek any further cost savings
through lowering of the repayments. The loan charge can instead be viewed as a
necessary payment for the upgrade of plant on site and the continued effective
supply of asphalt to the government’s programme of highway repair and renewal.

Conclusion
5.35

Analysis of available financial information indicates that the current management of
the quarry operations and the asphalt production is efficient, producing good quality
materials from well run production sites. Salary and materials costs, the two largest
controllable costs, are competitive and appropriate to the scale of operation. The
real efficiency of the operations is in the government’s ability to be able to source
high PSV asphalt at cost of production, secure a supply of recycled aggregate
planings for reuse in the asphalt plant all within its own control. Furthermore, the
quarry voids have the potential to provide future space for landfill.
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6

POTENTIAL FOR COST SAVINGS WITHIN EXISTING OPERATIONS

6.1

Opportunities for benchmarking of efficiencies within the current operation are
limited as information from other operators is not always comparable because of
variations in the nature of operations on site, the range of products supplied and
because of the lack of publicly available financial information.

6.2

Despite this lack of comparable evidence, Chapter 5 highlights the overall efficiency
of the current operations. Under the current business model there appears to be
little opportunity for making significant further operational savings that would be of
a scale significant enough to report through the Save Programme. The Quarries
Section has been actively involved for many years in reducing spend by improving
efficiency and operating processes, pre-dating the Save Programme. The scope for
further savings is therefore limited.

6.3

Four areas assessed by the authors as being of greatest potential saving
opportunities are reviewed below.
Reducing employee costs

6.4

As detailed in Chapter 5 staffing levels at both quarries, including appropriate levels
of management, appear to be compatible with industry standards. Reduction of full
time staff while maintaining current dry and asphalt outputs could be achieved only
through the increased use of agency staff. It is unlikely that this would represent a
cost saving for the Isle of Man Government.

6.5

Overtime costs are a feature of quarry operations but can be reduced through longer
term planning of material supply for specific contracts. Where a quarry knows that it
requires the supply of materials further in advance it may be able to provide the
available stock of material within contractual employee hours rather than relying on
overtime. Most overtime is a consequence of customer requirements: the need, for
example, to keep Stoney Mountain open to receive road planings out of hours.
Overtime may increase during periods on the island of high-volume supply contracts,
such as the Douglas Promenade Scheme.

Equally, short term changes to the

highways workbank can be politically driven and can result in increased overtime
requirements.
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6.6

It is understood that working hours at the quarries are 37 hours per week. This is
favourable compared with a UK average of between approximately 40 and 44 hours
per week. Were standard working week hours to be extended, overtime costs could
further reduce.

6.7

Reducing overtime may not be possible in the supply of asphalt, which without the
provision of hot box storage can only be manufactured immediately prior to
dispatch. Highways contracts sometimes require high volumes of asphalt within
short time periods, often at night, to ensure minimal disruption to road users. This
also applies to night time maintenance of the airport runways.

6.8

Overtime is therefore likely to remain part of the cost profile for the business but
there may also be the opportunity for enhancing dialogue between the highways
and quarry management teams to ensure longer supply dates where possible on
other products.

6.9

However, the 2017/2018 overtime cost of xxxxx for all operations appears like a
relatively controlled cost so further controls may be marginal even with longer
supply times.
Reducing materials costs

6.10

As detailed in chapter 5 materials costs are very difficult to benchmark. The bitumen
market in particular is opaque, with actual costs often obscured by unreported
rebates.

At the time of the last tender the government secured a significant

discount on the previous costs of bitumen and remains under the contract that
derived from that tender.
6.11

A regular re-tendering of the supply of bitumen will provide the most cost effective
supply of this material, albeit that tender quotes can only be judged against each
other rather than against known open market costs.

6.12

There may be opportunities to review the purchase of other energy supplies,
including fuel oil and electricity, as part of a review of how the government procures
centrally across all departments. Combining the government’s requirement for fuel
oil across all mobile plant and vehicles in government control could result in greater
procurement savings rather than the lower volume needed solely for the quarries
subdivision.
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6.13

Fuel oil costs can be reduced through greater insulation of bitumen heating tanks
and other energy reduction methods within an asphalt plant. However, the asphalt
plant is new and already incorporates modern energy saving design so opportunities
for savings in this area are limited.
Campaign crushing

6.14

Campaign crushing can be an effective method of reducing costs by working
different aggregate sites with shared processing plant. The crushing train will be
brought to a site by road and the aggregates processed intensively for a fixed period
of time to build up stocks. The plant will then be taken to another site and sales
from the original site will be off stock until the plant returns again.

6.15

Campaign crushing is a common model of working quarries in the United Kingdom
particularly by the larger multi-site operators who may have several small quarries
within a particular area that would not merit separate plant capital investment at
each.

6.16

In response to the DoI 2015 PIN exercise xxxxxxxxxxxxxxxxx suggested cost savings
through the use of campaign crushing, as it does elsewhere xxxxxxxxxxxxxxxxxxxxx.

6.17

An important point to consider is that campaign crushing will require stockpiling of
materials which without significant investment in large covered storage areas will
leave aggregates open to the elements where they inevitably become wet. This in
turn increases fuel costs as removal of the moisture requires additional heat energy
which increases asphalt production costs. Transferring crushed stone from the
crushing / screening operation direct to the coating plant is the most economical
way to make asphalt in less than ideal weather. Campaign crushing may remove this
efficiency option for significant periods of the working year.

6.18

However, the plant at Poortown and Stoney Mountain is sufficient for the
operational needs of both sites and effectively paid for by the loan recharge. While
large, the recharge is manageable against the scale of operation and its returns. The
replacement of the existing plant arrangements with campaign crushing would
unlikely result in any particular cost saving, although this could be assessed as an
alternative route at the next time of mobile plant replacement.
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6.19

In addition, campaign crushing requires additional space within the stockyards to
accommodate the greater volumes of aggregates that would be kept on site. Space
is at a premium at both quarries and additional stocking may adversely impact on
traffic circulation space or sterilise future reserves.
Closure of part of the operations

6.20

Closure of Poortown and its asphalt plant is not a viable option or within the scope
of this report. There is no other source on the island of high PSV material suitable
for top asphalt courses needed for the government’s road repair and renewal
programme.

Any

replacement

material

would

have

to

be

imported.

Transfer of production of asphalt to the island’s only other plant operated by a
private operator would result in the loss of ability to secure asphalt supply at cost of
production rather than open market value.
6.21

Consideration could be given to the closure of all or part of the operations at Stoney
Mountain. The 2017/2018 budget for quarries spreadsheet indicates apportioned
budget costs for Stoney Mountain as xxxxx. Of this, xxxxx is accredited to employee
costs, xxxxx to blasting, xxxxx to fuel oil and xxxxx to plant maintenance.

6.22

A detailed assessment of cost savings could be undertaken at Stage 2, but the
following matters would likely reduce any advantage from mothballing the site:
-

As discussed in chapter 5 employee costs at Stoney Mountain appear to be
higher than relevant to the number of staff actually employed there, probably
simply down to accounting allocation of staff between the two quarries. In
addition, some management salary costs are shared between the sites so any
savings on employee costs would only be a portion of total current employee
costs.

-

Management costs remain for a mothballed site, including safety inspections,
maintenance of fencing and water discharge systems.

-

Closure of the site would remove the ability for the government to import inert
materials from its highways and other operations without incurring a tipping fee.
This would also remove the supply of recycled aggregate planings for the
Poortown asphalt plant, although processing could potentially transfer to
Poortown. The addition of an open market fee for tipping at a private sector site
would be a cost addition of c. £5/t over existing arrangements.
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-

Closure of the site would remove the internal supply of lower grade granite used
in some highways contracts, particularly at lower courses and for fill
requirements. Again, this would be a displaced cost to procure from the private
sector.

-

Closure of the site would reduce third party sales. Mothballing of operations and
rundown of remaining stock would remove that income stream from the quarry
accounts as a whole.

Conclusions
6.23

Greater lead-in time for material supply to highways contracts and the re-tendering
of the bitumen supply contract may result in some cost savings. Equally, and beyond
the remit of the quarries subdivision, centralised procurement either by the
Department of Infrastructure or the government as a whole on energy supplies could
reduce fuel oil costs for the quarry subdivision. Campaign crushing is not necessary
given the existing plant provision on site. Mothballing of operations at Stoney
Mountain would reduce third party sales income and increase government inert
tipping costs.

6.24

Continued close management of controllable costs by the current site management
is most likely to continue to return efficient savings in the operation of the
government’s quarries section.
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7

ALTERNATIVE MODELS OF OPERATION
Expanding the outputs from government quarries

7.1

If the recommendation is to increase output from the government quarries then
there are several potential disbenefits to consider.

7.2

Firstly, increasing production from Poortown Quarry will inevitably deplete the
remaining nationally important reserves at an accelerated rate. This brings forward
the timescale to consider an extension of the quarry to ensure continuity of supply.

7.3

Secondly, there is a potential risk to the long-term viability of the private sector hard
rock operations. This could result in a loss of revenue to government in terms of
royalty payments, loss of income in income tax in the event of private sector
employees being made redundant. The various parishes in which private sector
quarries exist would lose income through the loss of rates payable by the quarries.
Consequently, the parishes would then look to government for this income.

7.4

In conducting the research for Stage 1, during discussions with the quarry manager
regarding the quantity of remaining reserves of gabbro, it became apparent that
there is no definitive reserve assessment available. The reserve figures are only a
best estimate.

7.5

Given the national and strategic importance placed upon Poortown Quarry, we
consider absolutely imperative that a reserve assessment be carried out as soon as
practicably possible. There are several justifiable reasons for doing so.

7.6

Firstly, knowing the amount of mineral reserves will determine the remaining life of
the quarry based on an average annual sales tonnage. Knowing this figure will enable
the quarry manager to plan for the mid to long term future of the quarry and
importantly the continuity of supply of high grade aggregate for the construction
sector. A detailed programme of geological investigation has already been carried
out which has proven the existence of gabbro to the north of the current quarry, the
‘Poortown North Prospect’. A detailed planning application with associated
Environmental Impact Assessment (EIA) and Environmental Statement (ES) will be
required to release these resources. Depending on the scope of works required, in
our experience an EIA/ES for a development such as this could cost in the region of
between £150 - £200k. Furthermore, a lead in time of at least 5 years may be
necessary to carry out the EIA, prepare the planning application and to allow time for
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the application to be determined. Therefore, knowing the tonnage of remaining
reserves will inform the DoI as to when the planning work will need to commence
and from a financial perspective, Treasury will be informed as to when funds will
need to be made available for the planning application.
7.7

Secondly, we are aware that later this year quarrying operations are to be extended
into the adjacent fields to the east of the current quarry working area. The reserve
assessment should also quantify the amount of soils and overburden to be stripped
and excavated. The quarry manager will need to know how much overburden will be
encountered in order to identify areas for storage. Ideally, any overburden material
to be excavated should only be handled once in order to minimise operational costs.

7.8

The current configuration of the quarry means that there are limited areas available
for overburden storage and so there is a real risk of having to double handle this
material. One option to minimise costs could be linked to the future extension of
Poortown Quarry. The conceptual Poortown North Extension is likely to increase the
quarry’s visual impact viewed from the ever expanding Peel. It may be possible to
reduce the level of the visual impact through the construction of an effective
screening mound on the non-mineral bearing land situated along the eastern flank of
the quarry on DoI owned land. A detailed landscape and visual impact assessment
will determine the size, extent and volume of material of a screening mound. The
overburden available from the eastern fields could be used to construct the mound
meaning that the material will be permanently disposed and avoid any doubling
handling costs.
Letting of short or long term operating contracts

7.9

The current operations could be let on operating contracts to a third party. The
arrangement would likely take the form of an agreed price and volume for purchase
of asphalt and dry aggregates to meet the government’s highway maintenance and
repair requirements. Performance criteria could be included and detailed
arrangements for repair and renewal costs if government plant, including the asphalt
plant, is used.

7.10

This model of operating a quarry can provide several advantages:


Delivery of highways materials would become a contractual obligation between
the government and the contractor that offers the government certainty of cost
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from the outset. Forecasting for variable costs would not be required and the
government would be guaranteed the materials it requires on a fixed price basis.


In certain models, the contractor would use its own plant and machinery. In the
case of the operation of the asphalt plant, contractual arrangements could be
built in to ensure effective repair and renewal of the plant by the contractor to
agreed standards.



Responsibility for labour supply, training and management would be outsourced
to the contractor.



The contractor could bring knowledge gain from operating such contracts
elsewhere to the benefit of the efficient working of the quarry.

7.11

The disadvantages of such a business model are obvious:


Agreeing aggregate quantities may be difficult owing to the potential for changes
in the capital programme changes due to political and budget pressures. The
capital programme is only fixed for 1 year in advance. Consequently, there is a
RISK.



The government would lose effective control of how the mineral is worked and
processed. This would be of particular concern at Poortown. The gabbro at
Poortown is a +60 PSV material of high value. Under government control,
effective management of the mineral for use only where required for high skid
resistance surface courses can be carried out. Such management would be
difficult to secure under a contract where the contractor’s principal obligation is
to deliver volume rather than preserve reserves. In the experience of the
authors from other quarry operations in the UK, contract arrangements tend to
work best in quarries with high volume outputs, single (or few) product quarries
with substantial reserves and where the quarry is delivering for one purpose,
such as sand for concrete manufacture. In contrast, Poortown delivers numerous
different asphalt products for different highway requirements at relatively low
volumes. Contracting out extraction and processing operations at the quarries
could unnecessarily deplete the high PSV reserve.



While performance criteria can be provided in such contracts, such as the
delivery of certain volumes of different product types for different highway
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requirements, there is no practical legal enforceability of this. If a contractor
does not supply the government with the required volume then penalty (fine)
arrangements could be enforced, but that still would not provide the
government with the materials it requires for its highways maintenance
obligations. There is no other viable source of these materials from other
operators on the island so the government would have to secure the services of
another off-island supplier to import and process the materials. Government
control over production guarantees supply to meets its requirements.


Contracting out operations would not necessarily result in cost savings. Chapter
5 highlights the efficiency of the current operation producing the government’s
highways materials requirements at a cost of approximately £1.8m pa. Any
move towards contracting out operations would require the provision of a profit
margin for the contractor, which in principle raises the price of materials above
the current cost of production. The DOI 2015 PIN exercise had indicated a 15%
profit margin requirement, reflecting the risk involved in guaranteeing supply to
the government.

7.12

Alternatively, individual parts of the quarry operations could be let on contracts.
Examples could include crushing and processing services or load and haul for inert
tipping. There are several companies in the United Kingdom who provide such
services and the market can be competitive. Tenders for such services can provide
useful financial benchmarking.

7.13

However, in the context of the island market, it is likely that specialised service
contractors would have to be imported to the island at a likely prohibitive cost. Loss
of existing control over the provision of such services results in the risks detailed
above.
Transfer of existing operations to government owned subsidiary

7.14

The concept of transferring ownership of the operations to a government owned
subsidiary would be to remove the quarrying operations from the reported accounts
of the Department of Infrastructure, allow greater autonomy over how the
operations are managed and how material supply is delivered.

7.15

At present, the reported accounts for the government owned quarrying operations
are reported as a cost. The benefit of securing material supply at cost is not included
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in the quarry operation accounts.

In addition, some shared costs (such as IT

provision) are not attributed directly to the quarry operations accounts. There is a
lack of unified visibility of the costs associated with the operations and a
presentation of the operations as a cost rather than as a benefit. Transfer of the
operations into a subsidiary company would remove this. The subsidiary company
could charge the government for the materials and report a more standard profit
and loss account whereby profitability could be more easily visible.
7.16

Such a business model might be more attractive than contract letting to the private
sector as the government could retain a certain level of control over how the
subsidiary would operate beyond contractual obligations. However, it would remain
a contractual relationship, possibly similar to a direct labour organisation in the
housing sector, with the subsidiary still obliged to supply the government its
highways material requirements.

The disbenefits of introducing a contractual

relationship where none exists at present is detailed above.
Creation of public/private joint venture to operate government quarries
7.17

Joint ventures can be found in the UK minerals industry. They general derive where
single ownership would result in anti-competitive market control. Examples include
Tendley Quarries Ltd in Cumbria and North Tyne Roadstone Ltd in Northumberland.
Joint ventures can share the cost burdens of a capital intensive industry, share risk
from fluctuations in market price or demand, and can introduce improved working
practices by combining knowledge of two operational companies.

7.18

However, there are significant disadvantages to this model of operation for the
government:


The choice of a natural joint venture partner is limited in the context of the island
minerals market. Were the partner to be an existing private sector operator
already operating on the island monopolistic dominance of the market might be
created.



Knowledge gain and benefit from technological and operational improvement
may not derive from partnering with another company.

The government

quarrying operations are acknowledged as the most advanced and technically
proficient on the island anyway, with little clear indication of how efficiencies
could be improved by another company.
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The government would still require a supply contract with the joint venture,
raising all of the risk issues discussed earlier from introducing contractual
obligations. The supply contract would have to be at market rates to avoid unfair
market practices or a de facto cartel and material supply prices for the
government highways requirements would therefore increase.



In the experience of the authors, joint venture mineral companies can sometimes
suppress innovation and investment rather than promote it, as each parent
company can be unwilling to dedicate capital investment (for example) into an
operation where it only gains half of the profit of that business. At the least,
discussions can be protracted and slow to respond to market demand.



As discussed in chapter 6 the current operations are generally efficient and there
is little indication that a joint venture could be operated on lower cost margins.
The cost benefit of halving operational costs balanced against increased material
supply costs could be assessed at Stage 2 of this study but even if there were a
financial benefit to be shown, this would have to be balanced against the risk
profile of losing complete control over the supply of material for highways
programmes that the government currently enjoys.



The cost of setting up a joint venture company and securing the best available
partner could also be considered at Stage 2.

Apart from contractual and

tendering costs, additional matters would have to be undertaken to satisfy the
due diligence expectations of any prospective partner, including undertaking a
full assessment of remaining permitted reserve volumes.
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8

SUBMISSION - REDACTED

9

SUBMISSION - REDACTED
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10

CONCLUSIONS

10.1

In our professional opinion, we concur with one of the conclusions of the DoI PIN
exercise that Poortown and Stoney Mountain quarries should remain in government
control and act as a shared service to all government and local authorities.

10.2

The quarries are profitable, efficiently run and secure material supply for the
government that it requires to implement its programme of highway repair and
renewal.

10.3

Within the existing operating model there are few opportunities for further
significant savings that would be of a scale to register as significant as part of Save
Programme. A review of the procurement of energy supplies and the retendering of
the bitumen contract present the most likely opportunities for savings, if any.

10.4

The real efficiency of the operations in the government’s ability to be able to source
high PSV asphalt at cost of production, provide space for future inert landfill tipping
and secure a supply of recycled aggregate planings for reuse in the asphalt plant all
within its own control.

10.5

Continued close management of controllable costs by the current site management
is most likely to continue to return continued savings efficiencies.

10.6

Alternative models of operation, including letting of operating contracts to a third
party, the creation of a government subsidiary and the creation of a joint venture
company have been considered. All are considered likely to result in greater risk for
the government than the current arrangements by diluting or contractualising the
supply of high specification coated stone supply necessary for the government’s
programme of highway repair and renewal.

10.7

The contributions of xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx to this
review have been welcomed.
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.
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10.8

Importation of PSV and graded/bitumen affinity aggregates will be a costly
alternative (at least £250,000pa – see below). The importation of PSV,
graded/bitumen affinity aggregates to supplement the Island’s demand will be a
costly exercise such as:


Cost of constructing the necessary infrastructure in the form of wharf facilities;



Costs of port duties;



Loss of royalty income to Government from graded/bitumen affinity aggregates
sources of Billown (xxxxxxxxxxxxxxx);



Payment of the Aggregate Levy which is imposed by the UK Government. The
current level of the aggregate levy is £2.00 per tonne. For example, if the 112,000
tonnes of PSV, graded/bitumen affinity aggregates were to be imported, then the
cost to the Island would be c. £224,000 per annum.



Cost of haulage of the PSV, graded/bitumen affinity aggregates from the port to
Poortown Quarry where such aggregates are to be used in the coating plant.

10.9

There

has

been

a

history

of

aggregate

importation

to

the

Island.

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.
10.10 A mineral reserve assessment must be undertaken at Poortown to establish the
volume of remaining permitted reserves. This will advise DOI as to the timing for
commencing work on the planning application to extend Poortown Quarry to ensure
continuity of supply. Allied to the quarry extension, it will be necessary to consider
what mitigation measures will be required to reduce the environmental impact. The
most likely form of mitigation will be a screening mound and early planning of this
feature could utilise any overburden to be removed from the easterly advancement
of workings scheduled for later this year.
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11

RECOMMENDATIONS

11.1

Retain government control of Poortown and Stoney Mountain Quarries, the
associated asphalt plant and the inert recycling facility.

11.2

Continue to review opportunities for cost savings but within the existing operational
format while acknowledging that the operations are already efficient.

11.3

Given its national and strategic importance, carry out a mineral reserve assessment
at Poortown Quarry as soon as practically possible. Wardell Armstrong can assist if
required.

11.4

Carry out quarry planning looking at the mid/long term future of Poortown that
considers the timing of when to commence work on the planning application to
extend the quarry (and possible deepening of existing workings to maximise the
reserves).

11.5

Assess the potential visual impact and what amount of screening will be required,
e.g. screening mound and sourcing the material for construction.

11.6

Only

if

there

is

a

political

desire,

continue

dialogue

with

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx to investigate further the detail of their
proposals for cost savings as a new operating model for the government. This should
not however be construed by either company of a willingness by Government to
enter into an alternative operating arrangement.
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APPENDIX 1 and 2
Redacted
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