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Executive Summary

As CAA's strategic financial adviser, we has reviewed CAP3251 consultation responses and identified key financing issues, prioritising 

those with high materiality impact for CAA's regulatory/finance models development. In particular:

• The 3rd-party models (5b and 7b) have generated the most responses from HAL relating to financing, with key themes including 

Cost of Debt, Cost of Equity, credit rating, bondholder consents and delivery timescales

• Model 3 (longer term price review) has also generated a lot of responses from HAL, Heathrow Reimagined (HR) and International 

Airlines Group (IAG) relating to WACC expansion premium and longer-term commitment

For each priority issue, this report summarises the positions taken by respondents, provides an initial response to their position, and 

sets out suggested next steps intended to bridge the gap between the concerns raised and a way forward. The key issues raised are as 

follows: 

• Cost of Debt: HAL says under both Models 5b &7b, the Cost of Debt for the 3rd party and HAL would be 100-150bp higher and 50bp 

higher respectively. We believe these premiums are overstated

• Credit rating: HAL's assertion is that Model 7b is credit negative for its rating. We recognised the importance of credit ratings but 

believe it is more nuanced as it is the balance of two opposing forces. 

• Cost of Equity: HAL has asserted under both Models 5b & 7b, the Cost of Equity would be higher at 15-20% without revealing HAL’s 

expectations on its own Cost of Equity for the expansion. 

• Timing and Consents: HAL asserts model 7b could add up to 10 years in delivery timing and would include the need for significant 

consents from the current lenders. Recognise other models have taken time, but running model development in parallel with 

project development can reduce the schedule impact. On consents, we recognise the significance of bondholder consents and have 

recommended CAA work further with HAL and any third parties to fully assess these.

• Model 3: IAG asserts that the benefit of a longer-term price review commitment is not expected to lower the Cost of Debt 

significantly and is one sided against consumers. We believe the case for a longer WACC horizon rests on giving equity investors 

confidence to lower their Cost of Equity rather than Cost of Debt. 

• A number of other points are raised in the responses relating to governance, lessons learned from other situations in the industry, 

the role of the CAA in implementation and requests to cap construction costs. These will be considered further by CAA and us as 

the models develop.
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Executive Summary Continued…

In general, the financing issues raised are not unexpected and have not resulted in us to changing our initial scoring for each model as 

set out in our earlier report (Centrus – Financial assessment of regulatory models for Heathrow Airport, dated 6th May 20261). But with 

the model descriptions only at an outline stage currently, some stakeholder responses have projected their own views about how the 

models might work and then spelt out consequences on the back of these assumptions. We set out our indicative views on these points 

and can only be more definitive once the funding plans and models are developed further.

We advise CAA that the key next step is to request HAL and 3rd party produce their own funding plans. These funding plans should 

contain a breakdown of their shareholder commitments, Cost of Equity, Cost of Debt, Government support expectations as well as 

consents and timing requirements. 

Finally, we note that the consultation responses and this report will not have surfaced every financing issue. As the regulatory models 

move from outline to detailed design, we expect further gaps and required developments to emerge – for example around governance, 

the form of any Government support, the interaction with HAL’s existing financing arrangements and the allocation of risks not yet 

defined in the outline models. We recommend CAA sets certain deliverables and requests from both HAL and 3rd parties such as HWL, 

such that it allows for an efficient development of the regulatory models.

1. Centrus Report for CAA

https://www.caa.co.uk/media/hnfhucz0/cap3251a-financeability-assessment-of-regulatory-models-for-heathrow-airport-report-for-caa.pdf
https://www.caa.co.uk/media/hnfhucz0/cap3251a-financeability-assessment-of-regulatory-models-for-heathrow-airport-report-for-caa.pdf
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Models 5b & 7b | Cost of Debt

Stakeholders’ Response Centrus Response Advice on Next Steps

HAL state model 7b would 

require an increase of the 

WACC of c.100–150bps on 

the standalone terminal, plus 

a potential +50bps on HAL's 

own debt costs if 

fragmentation weakens its 

revenue predictability and 

RAB stability (para 3.58).

The Freshfield & Santander 

(F&S) report commissioned 

by HAL highlights, additional 

3rd party debt capacity does 

not equate to improved 

financeability. A 3rd party SPV 

with no cashflow cannot 

replicate HAL's cost/gearing 

(para 20.4).

F&S argues that the 3rd party 

would achieve a lower 

gearing compared to HAL 

(around 50–60%, vs. HAL's up 

to 85% for Class B (paras 

20.5).

HAL/F&S make similar claims 

in connection with 5b where 

they state a 3rd parties’ Cost 

of Debt would be higher than 

HAL’s and these higher 

financing costs will need to 

be remunerated through 

contractual payments paid by 

HAL (para 19.4, 19.5)

For models 7b and 5b, HAL/Freshfields & Santander make similar claims. HAL 

estimates its own Cost of Debt would rise by +50bps. For context, the iBoxx 

GBP Utilities index implies a spread differential of roughly 15bps per rating 

notch - so a +50bps rise implies a two-to-three notch downgrade, which seems 

unlikely given: 

• the airport is expanding due to excess demand; and 

• construction risk is being taken on by a 3rd party, reducing HAL's own risk.

HAL estimate that 3rd party’s WACC would be 100-150bps higher 

Though the different factors are not quantified to assess this size of premium, 

this implies a materially higher Cost of Debt for a 3rd party provider. While 

model 7b is too early-stage to be definitive, we believe this is overstated. 

From a cost-of-debt perspective, the 3rd party will need to demonstrate an 

achievable investment-grade rating. Lacking HAL's balance sheet may mean a 

lower initial rating for the 3rd party, but we must also consider:

• New sponsors bring new debt – we have seen in markets like offshore 

transmission that certain sponsors can bring new & often lower cost sources 

of debt (e.g. JBIC (Japan Bank of International Cooperation – Japanese 

export credit agency) on OFTOs and rolling stock)

• HAL also argues 3rd party models require Government support — which 

would improve their Cost of Debt if provided

3rd party financing has lower gearing than HAL

HAL argues it could gear up to 85%. Its established structure clearly allows 

higher gearing, but we'd expect HAL to moderate gearing from current levels 

(c.81%) when embarking on a major expansion to protect ratings. Against this, 

the CAA will need to weigh if higher gearing is an advantage:

• HAL’s current gearing is significantly higher than other regulated sectors 

that are undergoing large capital investment programmes (e.g. UK water 

notional company is set at 55% gearing by Ofwat)

• IAG argues that financing the expansion through HAL's highly leveraged 

balance sheet raises material risk concerns - concentrating a programme this 

size within a single entity may create financeability challenges, with issues 

potentially affecting both BAU operations and delivery of the expansion.

We recommend CAA review 

how to weigh up Cost of Debt in 

the round, in particular if a 3rd 

party’s headline Cost of Debt is 

initially more expensive or has 

lower gearing, and on what basis 

can this be justified? E.g. 

benefits of competition, capex 

cost, risk transfer. 

We advise CAA to carry out as 

quickly as possible the 

development of models 7b/5b, 

including developing a roadmap 

that sets out further information 

required from HAL/3rd party in 

particular funding plans to allow 

CAA to assess scale of any Cost 

of Debt differences. The 

roadmap should aim for HAL/ 

3rd party to undertake a 

RES/RAS from rating agencies 

to assess the rating of models 

5b/7b ahead of DCO 

submission.

We recommend CAA consider 

what an appropriate level of 

gearing should be for a 

company that is undertaking a 

large expansion (and what level 

HAL’s should be if they are 

undertaking it). 

Any 3rd party’s funding plan 

should address any need for 

Government support.
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Models 7b | Credit rating

Stakeholders’ Response Centrus Response Advice on Next Steps

HAL has raised concerns 

that Model 7b could 

weaken the credit 

metrics of both parties.

HAL’s response 

document states credit 

rating agencies view 

model 7b as the most 

credit-negative option 

(para 3.61), a view also 

supported by the report 

commissioned from F&S. 

F&S further argues that 

Model 7b would 

introduce direct 

competition into HAL’s 

core regulated business, 

weakening the cashflow 

stability that supports 

HAL’s investment-grade 

credit profile. This could 

increase HAL’s 

perceived business risk, 

weaken credit metrics 

and increase the Cost of 

Debt (para 20.8).

HAL's assertion that 7b is credit negative for rating

Rating agencies have not publicly stated that Model 7b is credit-

negative. 

S&P has commented on the expansion citing competition as a 

ratings factor — in 'Heathrow's Expansion Could Impair Its Credit 

Profile' (28 April 2025, reiterated Dec 2025 and Feb 2026) — but 

only in the context of capacity expansion by other airports 

(Gatwick, Stansted, Luton, London City) and European hubs 

increasing airlines' bargaining power on tariffs. 

They assess HAL's business risk as Excellent (Dec 2025), 

underpinned by resilient demand at a capacity-constrained 

airport, and considers expansion would likely strengthen 

Heathrow's competitive standing. As the incumbent, HAL would 

be less exposed to any competition impact on its rating than a 3rd 

party, which would carry materially greater demand risk.

S&P consistently identifies the scale of the expansion and the 

debt and equity to fund it as the principal driver of any negative 

rating impact, citing 'limited rating headroom'. Under 7b, a 3rd 

party funding and building new capacity absorbs much of that 

capex, construction and demand risk — transferring HAL's single 

largest expansion risk away from it, which all else equal should be 

credit-supportive and may counterbalance the competition 

concern as it leaves HAL with lower capex and cost-overrun risk. 

Reducing HAL’s gearing may still be desirable to protect metrics 

during expansion.

The credit rating outcome of HAL 

directly affects each model's financing 

cost and therefore its overall efficiency. 

A key test will be whether 

implementing model 7b preserves 

HAL’s credit rating through 

construction or if it is credit negative 

to HAL. We expect the 

competition/demand risk to be credit 

negative (which is limited while 

Heathrow remains capacity-

constrained) and the transfer of capex, 

construction and financing risk to a 3rd 

party under 7b, to be credit-positive. 

The balance between those two will 

determine the overall impact on the 

credit rating. 

Establishing the net effect is important 

to assess the efficiency of this model.

We advise CAA to open direct 

dialogue with the rating agencies to 

test 7b's rating impact and request 

HAL to provide any supporting rating 

agency evidence on the likely impact.

Longer term (post DCO) a ratings 

RES/RAS would be useful evidence in 

this context.
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Models 5b | Credit rating

Stakeholders’ Response Centrus Response Advice on Next Steps

The F&S report states where HAL 

makes long-term, fixed or broadly 

fixed payments to an SPV for a 

core operational asset, agencies 

may treat those obligations as 

debt-like (which Centrus also 

acknowledges), particularly 

where HAL is seen as ultimately 

responsible for delivery (para 

19.6).

Additionally, F&S state the SPV’s 

credit rating would likely be rated 

no better than HAL, and 

potentially one notch below, 

meaning it may raise more 

expensive debt while still creating 

adverse credit implications for 

HAL (para 19.8).

F&S are in explicit disagreement 

with the CAA's conclusion that 

impacts on HAL's credit rating 

and risk profile can be managed 

through appropriate contract 

structuring and risk transfer (para 

19.9).

Rating agency treatment of HAL's obligations under 5b

S&P and Fitch: treated Thames Tideway as broadly credit-

neutral, excluding project debt where genuine risk is 

transferred — but can reflect debt/RCV in metrics if risk 

transfer is judged insufficient.

Moody’s: treats DPC (UU/HARP) as if self-funded under its 

lease methodology, grossing up the balance sheet and 

adding the asset to RCV (broadly offsetting), so gearing 

rises only modestly and scales with asset size. 

CAA should treat the rating impact on HAL as a key design 

consideration for 5b. This will require looking at which risks 

are being transferred to 3rd party and what impact this has 

on HAL’s balance sheet and credit rating.

If the model were treated simply as debt on HAL's balance 

sheet this would be credit negative, weakening the value-

for-money case. On something as material as Heathrow 

expansion, we expect agencies to take a holistic view 

rather than itemising notches per component, and CAA can 

address any impact on HAL's metrics in the round via BAU 

mechanisms. 

Model 5b applied to a small asset, is unlikely to have a 

material impact on HAL’s credit rating or impact Cost of 

Debt significantly. 

3rd party vs HAL’s Cost of Debt under 5b

As set out in the Cost of Debt section above, our position 

on HAL’s Cost of Debt relative to 3rd parties under Model 

7b applies to Model 5b. As with 7b's credit rating, the 

CAA's decision is not purely a direct ratings comparison 

between HAL and a new 3rd party.

We advise CAA to assess the impact 

of this model by weighing up the 

benefits of any 3rd party model 

needs to consider in the round the 

comparative cost of debt vs HAL as 

well as any impact on HAL’s own 

credit rating and the impact of 3rd 

party SPV’s credit rating potentially 

being lower resulting in a higher 

Cost of Debt. 

We advise CAA to develop a 

roadmap for model 5b, that 

establishes a clear position on the 

availability-based payment 

mechanism and sets out a clear 

position on risk allocation principals 

between HAL and the 3rd party. 

As CAA continues to develop model 

5b, we advise CAA to have direct 

engagement with rating agencies 

and HAL with particular emphasis on 

understanding the full extent of the 

impact on HAL’s credit rating, 

putting in place mitigations as 

appropriate. 

Longer term (post DCO) a ratings 

RES/RAS would be useful evidence 

in this context.
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Models 5b & 7b | Cost of Equity

Stakeholders’ Response Centrus Response Advice on Next Steps

HAL state model 5b is 

significantly more problematic 

for core assets such as 

terminals, where higher 3rd 

party financing costs would 

require unrealistic capex 

savings to offset (para 3.9). 3rd 

party capital is likely to be more 

expensive than HAL's RAB-

based financing. HAL state for 

model 5b a 3rd party would 

target returns between 15–20%, 

with funding costs up to 150bps 

above BAU, and gearing of up 

to 75% (para 3.34).

HAL state that model 7b would 

require an increase of the 

WACC of c.100–150bps on the 

standalone terminal (para 3.58).

The F&S report also flags that 

direct competition raises HAL’s 

Cost of Equity via greater 

demand risk and uncertainty 

over future revenues (para 

20.11).

We have responded to the Cost of Debt elements of this 

above. 

On Cost of Equity, whether expansion is funded by HAL or a 

3rd party, we expect competition between investors would 

lead to lower Cost of Equity. In principle, under a regulated 

monopoly, the Cost of Equity should be lower relative to a 

competitive merchant model.1 

HAL has not set out what its Cost of Equity would be for the 

expansion in its H8 proposals. For a comparable level of 

business risk, there is no clear evidence that HAL's 

shareholders would offer a lower Cost of Equity for 

expansion than anyone else in the market

HAL’s shareholders may request a premium for the risk of 

expansion over and above BAU, which would be required to 

benchmark any competitive model.

Similarly, HWL has not set out their Cost of Equity proposal 

for expansion via model 7b (which is not unexpected given 

7b’s early stage of development) – nor has any other 3rd 

party. 

Arriving at an accurate view on the Cost of Equity and 

commitment of both HAL and the 3rd party is therefore key 

to developing these models.

At present, HAL’s shareholders’ 

expectations on the Cost of Equity 

are not clear. As the Cost of Equity 

is not directly observable, we advise 

the CAA engage with HAL to 

understand its shareholders’ return 

expectations and appetite for the 

scale of investment.

We advise CAA request HAL and 

the 3rd party to produce their own 

funding plans, each setting out clear  

Cost of Equity expectations. These 

funding plans should contain a 

breakdown of their shareholder 

commitments, Cost of Equity, Cost 

of Debt, Government support 

expectations and consents and 

timing requirements. 

This will allow the CAA to assess and 

compare the funding plans — 

including the relative Cost of Equity 

of HAL and any 3rd party provider — 

and to determine the steps to DCO 

submission.

1: Our understanding is that model 7b is assumed to be unregulated but could be regulated under a market power determination.
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Models 5b & 7b | Timing 

Stakeholders’ Response Centrus Response Advice on Next Steps

The F&S report supports HAL's position 

that Model 7b would result in delays to 

the timeline.

HAL argue that establishing a new 

framework for competing operators, 

covering wholesale access, interface 

regulation, market power assessment, 

charging, and coordination, would 

introduce substantial delay and cost (para 

3.3), potentially adding around ten years 

and placing the Government's schedule 

ambitions at risk (para 3.68). 

HAL state that model 5b could lead to 

delays to the project.

HAL provide precedent project timelines 

show how slow this can be;

• Ireland's National Broadband Plan took 

seven years from plan publication to 

contract award;

• HARP aqueduct took ~three years from 

tender launch to preferred bidder 

despite being a comparatively 

separable greenfield project;

• other PR19 DPC candidate projects did 

not proceed as expected (para 3.29).

We recognise HAL’s concerns that 3rd party models 

represent new regulatory frameworks which need to be 

developed. We also recognise the need to develop 

regulatory frameworks in a timely manner such that the 

regulatory framework is ready to be implemented 

immediately after DCO approval, to avoid construction 

delays.

For Thames Tideway Tunnel (TTT), the regulatory model 

was developed partially in parallel to the project was being 

developed to avoid extended timelines as much as possible. 

A similar approach can be taken by CAA here. 

Model 5b (DPC), has been used successfully implemented in 

the UK water sector, and CAA will be able to use the 

learnings from the HARP and Thames Tideway process to 

develop and implement Model 5b as efficiently as possible.

Model 7b has been implemented successfully across other 

airports globally, including JFK. Similarly to model 5b, the 

CAA can use the learnings from these other airports to 

support the timely development of 7b. For a 3rd party to 

have a credible plan to finance expansion, they would need 

to show their path to get credit rating ahead of the DCO 

submission.

We recommend CAA take every opportunity to streamline 

the timetable for model development and implementation. 

In particular, we recommend CAA decide on which of 5b 

and 7b to take forward as early as possible. 

We advise CAA develop a 

roadmap for models 5b 

and 7b and to fast-track 

this as much as feasibly 

possible such that there is 

sufficient detail ahead of 

the DCO submission 

deadline. 

By developing an efficient 

timetable, the CAA can 

receive early feedback 

from HAL and the 3rd 

party, particularly from the 

parties’ funding plan 

submissions, so CAA can 

decide which of the 3rd 

party models they take 

forward. 
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Models 5b & 7b | Consents

Stakeholders’ Response Centrus Response Advice on Next Steps

The Freshfields and Santander report states, 

developing a core terminal within Heathrow's 

operational perimeter via a 3rd party SPV 

would require carving out the relevant land 

through a long lease disposal, plus leases or 

other contractual rights of use over 

connected assets, with robust separation so 

the SPV's assets can be secured in favour of 

its debt providers and give those lenders an 

adequate enforcement security package 

(para 19.17).

Additionally, the report notes, each asset 

disposal to the 3rd party must comply with 

HAL's ongoing BAU financing covenants and, 

where relevant, be permitted to be released 

from the existing security granted to HAL's 

creditors (para 19.18).

Similarly, with 7b, If a core terminal within 

Heathrow's operational perimeter is 

developed by a 3rd party, the same land 

carve-out, consent and security issues 

described at paras 19.17–19.19 apply. A 

directly competing terminal operator could 

trigger potential covenant, consent and 

security questions under HAL's existing 

financing terms depending on project scope 

(para 20.18). 

We recognise that bondholder consents will be 

required for expansion under either delivery route – 

whether HAL delivers it directly (model 3) or it is 

delivered by a 3rd party (models 5b or 7b). We 

recognise that HAL has navigated consents of this kind 

before, most notably in delivering T5, providing HAL a 

helpful precedent to support debt raising for their 

expansion programme.

We expect the following are some consents that HAL 

will need to review if a 3rd party were to deliver 

expansion:

• Land and security carve-out to allow DPC to allow 

its own lenders security over it

• Additional indebtedness trigger if availability-

payments are treated as debt or otherwise

• Procurement and RAB adjustment

• Disposals and property covenants if 3rd party has 

rights of use

By contrast we expect HAL would need less consents 

for its own expansion but would like confirmation on 

this to aid comparison between the models.

Both HAL and the 3rd party would need to review 

consents in detail, and the costs, timing and 

probability of obtaining them should be factored into 

the evaluation of the alternative models.

We recommend CAA 

progress the development of 

the regulatory models and 

develop them in sufficient 

detail, so that a chosen 

model can be ready for 

implementation should the 

DCO be approved in 2029. 

Furthermore, we advise the 

CAA request that HAL as 

part of its funding plan sets 

out the consent requirements 

for models 3 & 5b, together 

with the associated cost, 

probability and timing, so 

these can be assessed and 

factored into the comparison 

of models. 

We also recommend CAA 

work with HAL and 3rd party 

to assess the consent 

requirements for 7b as we 

expect these to be more 

material and be outlined in 

the 3rd party’s funding plan 

submitted to CAA. 
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Model 3 | IAG Comments

Stakeholders’ Response Centrus Response Advice on Next Steps

IAG cites Centrus's own qualification that any 

improvement in HAL's credit rating is 

expected to be only marginal and that the 

Cost of Debt is "not expected to reduce 

significantly" (Annex B, p. 54). It adds that 

HAL already benefits from the pass-through of 

its actual rather than notional Cost of Debt, so 

a long-term return commitment is not needed 

to address debt-side risk (Annex B, p. 56).

IAG also note that a long-term return 

commitment is one-sided against consumers. 

Surrendering the five-year reset removes the 

CAA's main tool for recalibrating returns. It 

interacts with the financeability duty 

asymmetrically. HAL can lever returns up if the 

WACC proves too low but resist correction if it 

proves too high ("arms HAL on the upside and 

shields it on the downside"), an effect 

amplified by HAL's above-notional gearing 

and compounded over a longer period (Annex 

B, pp. 53–55).

As previously stated, we expect any debt-side 

benefit to be marginal – rating agencies assess 

HAL in the round (cash flows, gearing, regulatory 

stability). The case for a longer Expansion WACC 

horizon rests on giving equity investors 

confidence in the premium and mechanics over 

the construction period rather than Cost of Debt 

savings. 

To be clear, we were not proposing the Cost of 

Debt be set on HAL’s actual gearing – the WACC 

remains determined on the notional company.

On the concern that commitment be one-sided, 

we recommended any longer Expansion WACC 

framework be paired with mitigations – reopeners 

and risk-sharing – so returns can be recalibrated 

to the market in both directions and not only to 

HAL’s benefit. Our recommendation to the CAA 

was that the five-year reset and the BAU WACC 

remain unchanged and the longer horizon to 

apply only to Expansion.

On Cost of Debt/credit rating we believe that the 

horizon of the WACC matters less than reopeners, 

the charges/cash-flow profile and risk allocation, 

which have a more material impact on investors, 

financeability and ratings.

We recommend CAA develop 

Model 3 further to establish the 

proposed horizon (5 to 20 years 

for the Expansion WACC, so 

further details can be developed. 

Additionally, we advise CAA to 

develop the mitigations 

(reopeners, risk-sharing) that it 

would put in place to capture 

significant market movements, 

and to ensure that these can be 

calibrated in both directions.

We recommend that CAA 

request HAL to demonstrate the 

difference in WACC that can be 

achieved under a 5-year WACC 

period vs. a longer WACC period 

to illustrate if a longer WACC 

period generates value for 

customers e.g. via a lower Cost 

of Equity, and this be set out in 

their funding plan submitted to 

the CAA.
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Model 3 | Heathrow Reimagined Comments

Stakeholders’ Response Centrus Response Advice on Next 

Steps

Heathrow Reimagined (HR) note 

there is no demonstrated 

financeability problem. The CAA 

accepts that rating agencies have 

applied no negative notching for the 

mismatch between the regulatory 

period and the expansion investment 

horizon, and points to no instance of 

the existing framework failing to 

finance investment at Heathrow. A 

perceived risk the agencies 

themselves have not acted on is not a 

demonstrated financeability problem 

(Para 251, 252).

HR further argue that a split RAB with 

a differentiated cost of capital cannot 

be cleanly maintained while HAL 

continues to raise debt through a 

single financing platform (para 270).

Further to this is the risk of 

overcompensation migrating across 

the BAU/expansion boundary. The 

CAA's proposed move to an actual 

Cost of Debt allowance for BAU in H8 

risks expansion-related financing 

costs bleeding into the BAU debt 

allowance, allowing 

overcompensation to migrate across 

the expansion/BAU boundary (Para 

271).

Financeability for expansion is assessed against a notional structure 

and, more importantly, against the new capital that must be raised 

at scale. That requirement is a function of programme size, not of 

HAL's historic capital-structuring choices. As noted in our report, 

the agencies have specifically flagged the risk arising from the 

mismatch between the expansion horizon and the price control 

period. As noted in our report, aligning WACC certainty to the 

construction period is, on our scoring, a relative financeability 

improvement and not a full notch uplift, assuming a single RAB. 

We also stress that we did not recommend changing HAL's BAU 

position in our published report (Centrus – Financial assessment of 

regulatory models). We cautioned against wholesale changes to the 

BAU WACC or extending the BAU period to 7–10 years precisely 

because that creates ratings recalibration risk without clear benefit. 

Our framing of Model 3 is value-for-money oriented: the longer-term 

certainty on the WACC premium is a lever the CAA can use to lower 

the Cost of Equity by providing more visibility on returns

The case for a longer Expansion WACC horizon rests on giving 

equity investors confidence over the construction period. To be 

clear, we were not proposing the Cost of Debt be set on HAL’s 

actual gearing – the WACC remains determined on the notional 

company. 

As noted in our report, we recognise that the CAA would need to 

carefully design the separate expansion WACC through a defined 

asset perimeter to limit any spillover into the BAU debt allowance. 

With a single RAB and funding platform, cash is fungible and not 

ring-fenced between BAU and expansion, so this spillover risk is 

priced in. As such, we would expect that model 3, if taken forward, 

would have a lower WACC compared to other options

We advise the CAA 

develop model 3 further 

to establish the 

proposed horizon for 

the Expansion WACC 

and the asset perimeter.

We also advise CAA to 

develop the mitigations 

(reopeners, risk-

sharing) the CAA will 

put in place so 

significant market 

movements are 

captured and returns 

can be recalibrated.

We advise CAA request 

HAL to demonstrate the 

difference in WACC 

that can be achieved 

under a 5-year WACC 

period vs. a longer 

WACC period to 

illustrate if a longer 

WACC period 

generates value for 

customers e.g. via a 

lower Cost of Equity, 

and this be set out in 

their funding plan 

submitted to the CAA.
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Model 3 | HAL Comments

Stakeholders’ Response Centrus Response Advice on Next Steps

HAL does not want the 

Cost of Debt fixed for the 

full construction period — 

that would constrain the 

financing strategy; it 

prefers a periodically 

reset, market-based debt 

allowance with a market-

based reopener (para 

2.97)

In HAL’s view, the most 

effective approach is a 15-

to-20-year commitment 

to the real Cost of Equity 

for Expansion within the 

existing Single RAB (para 

2.93)

HAL note model 3.3 (cap 

and collar) would require 

greater regulatory 

discretion, which could 

undermine the 

predictability and 

certainty that rating 

agencies value (para 

2.101)

As set out previously we see longer term certainty as less 

impactful on Cost of Debt than on Cost of Equity. We recognise 

the potential for a markets based Cost of Debt allowance with an 

appropriate reopener, particularly given it is likely more efficient to 

raise debt gradually over time. 

Given the size of HAL’s debt requirement in this model and likely 

reliance on overseas debt markets, we are not aware of a ready 

off-the-shelf mechanism given most indices are Sterling based. 

This makes designing a 5 year+ mechanism very challenging. As 

such, it would appear logical to remain with the 5 year review 

cycle with potential for symmetrical market based reopeners to 

adjust for material over or under performance. 

On Cost of Equity, there is precedent for aligning the regulatory 

horizon with the construction period. Portsmouth Water regulatory 

framework for Havant Thicket Reservoir will run to 2035 in line 

with the end of construction. We are not aware of comparable 20-

year precedent, but TTT had 15 years (tail of 5 years post 

construction). We understand that this was chosen by TTT to 

minimize Cost of Equity. If agreeing to a longer-term horizon 

beyond 5 years, we would expect HAL to demonstrate that this 

provides benefits to consumers through a lower Cost of Equity 

On cap-and-collar (3.3), we recognise predictability and certainty 

matter to the rating agencies, who assess HAL in the round. Clear, 

rules-based reopener triggers that can deliver two-way correction 

without the open-ended discretion of a cap and collar, provide 

more certainty. Percentage-based risk-sharing has precedent in 

other infrastructure schemes – for example, Portsmouth Water 

operates a 50:50 sharing of any over or under-performance.

As set out for Model 3 on the 

previous page, we recommend the 

CAA develop the Expansion WACC 

horizon and asset perimeter, define 

rules-based mitigations (reopeners 

and risk-sharing), and ask HAL to 

illustrate the WACC difference 

between a 5-year and a longer 

horizon.

Building on those steps, we 

recommend the CAA request that 

HAL clarify what it means by a 

"market-based debt allowance" — 

particularly given HAL's significant 

issuance in foreign (non-Sterling) 

markets — to inform the design of a 

5-year reset with symmetrical, 

market-based reopeners

We recommend the CAA request 

HAL to demonstrate the difference 

in WACC that can be achieved 

under a 5-year WACC period vs. a 

longer WACC period to 

demonstrate  how a longer WACC 

period generates value for 

customers e.g. via a lower Cost of 

Equity, and this be set out in their 

funding plan.
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Addressee & Reliance: This report (the “Report”) has been prepared by Centrus Financial Advisors Limited (“Centrus”) solely for the benefit of [Client Name] (the “Client”) in connection with [brief 

description of engagement / project name] (the “Engagement”), pursuant to the terms of engagement dated [date] between Centrus and the Client (the “Agreement”). The Report must be read in its 

entirety, together with any documents referred to herein.

Centrus accepts no duty of care, responsibility or liability to any person other than the Client in connection with the Report, its contents or any matter arising from or relating to it, regardless of how such 

person may have obtained access to it. No person other than the Client is entitled to rely on the Report for any purpose whatsoever and any person (other than the Client) who receives or obtains access 

to the Report, whether through disclosure by the Client, through a request made under the Freedom of Information Act 2000, the Environmental Information Regulations 2004, or any other applicable 

legislation or regulatory process, or by any other means, does so entirely at their own risk.

Any such disclosure does not and shall not constitute Centrus’s consent to, or acceptance of any duty of care or liability in respect of, any  party’s reliance on the Report, whether in whole or in part. Third 

parties should make their own enquiries and obtain their own independent professional advice before making any decision or taking any action on the basis of information contained in or derived from the 

Report.

Purpose & Scope: The Report has been prepared for the specific purpose described above and should not be used, reproduced or relied upon for any other purpose. The scope of our work has been 

determined by the Agreement and the instructions of the Client, and the Report does not purport to address all matters that may be relevant to the Client or to any third party.

Nothing within the Report should be construed as investment advice, legal advice, tax advice, or a recommendation to enter into any transaction. The Report does not constitute an offer to sell or a 

solicitation of an offer to buy any securities, nor does it form part of any offer or invitation to subscribe for, underwrite or purchase any securities.

Point in Time: The Report reflects information, market conditions, and analysis as at [date] (the “Report Date”) unless otherwise stated, and should be assumed to use end-of-day data as at that date. 

Circumstances and market conditions may have changed materially since the Report Date. Centrus is under no obligation to update, modify, amend or supplement the Report or to notify any person of 

any change in circumstances or information which may affect the contents of the Report after the Report Date.

Information & Data: The information contained in the Report has been compiled by Centrus from sources and using data believed to be reliable, but no guarantee, representation or warranty, express or 

implied, is made by Centrus, its affiliates, or any other person as to its accuracy, completeness or correctness. Where the Report contains projections, forecasts, estimates or assumptions, these are 

illustrative only and should not be taken as a guarantee of future performance. Actual results may differ materially from any projections contained herein.

All opinions and estimates contained in the Report constitute Centrus’s judgement as of the Report Date, are subject to change without notice and are provided in good faith but without legal 

responsibility. Data is sourced from various sources including Reuters, Bloomberg, and Centrus Market Data.
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Confidentiality & Disclosure: The Report is confidential to the Client and must not be distributed or passed on, directly or indirectly, to any other person, or published or reproduced in whole or in part, 

without the prior written consent of Centrus, save that the Client may disclose the Report:

(a) to its professional advisors, provided that such advisors are informed of the confidential nature of the Report and the terms of this disclaimer;

(b) where required by applicable law, regulation, or regulatory or governmental authority (including, without limitation, in response to a request under the Freedom of Information Act 2000 or the 

Environmental Information Regulations 2004); or

(c) where required by any court of competent jurisdiction or applicable arbitral process.

Where disclosure is made pursuant to paragraphs (b) or (c) above, the Client shall, to the extent reasonably practicable and permitted by law, provide Centrus with reasonable prior notice and shall use 

reasonable endeavours to ensure that this disclaimer is disclosed with the Report. Any such compulsory disclosure shall not constitute a waiver of confidentiality, nor shall it give rise to any duty of care, 

responsibility or liability on the part of Centrus to any recipient of the Report.

Limitation of Liability: To the fullest extent permitted by law, neither Centrus nor any of its affiliates, directors, officers, employees or agents accepts any responsibility for, or shall have any liability for, 

any loss or damage (including without limitation direct, indirect, consequential or special loss, loss of profit, loss of opportunity, or loss of reputation), or any liability to a third party, however arising 

(whether in contract, tort (including negligence), misrepresentation or otherwise), in relation to the Report or its contents, including without limitation in relation to any projection, analysis, assumption, 

opinion or estimate contained therein. The limitations and exclusions set out in this disclaimer are without prejudice to, and are in addition to, any limitations or exclusions of liability agreed in the 

Agreement between Centrus and the Client, which shall continue to apply. Nothing in this disclaimer shall exclude or limit any liability which cannot lawfully be excluded or limited.

Views: All of the views expressed in the Report accurately reflect the personal views of the responsible employees of the Centrus Group as at the Report Date.

Regulatory Information: “Centrus Group” consists of Centrus Corporate Finance Limited and the following wholly owned subsidiaries: Centrus Financial Advisors Limited, Centrus Advisors Limited, Centrus 

Capital Markets Limited, Centrus North America Inc., Centrus Renewables Investments Limited, Centrus Europe Limited, Centrus Investment Management Limited, Centrus Rail Lease Management Limited. 

The following companies are incorporated in England and Wales as limited liability companies and having their registered office at 3 Lombard Street, London, EC3V 9AA: Centrus Corporate Finance 

Limited, number 07943605; Centrus Financial Advisors Limited, number 10203539; Centrus Capital Markets Limited, number 11763025; Centrus Renewables Investments Limited, number 10970702; 

Centrus Europe Limited, number 02036221; Centrus Investment Management Limited, number 10861018; Centrus Rail Lease Management Limited, number 11090252.

“Centrus Advisors” and “Centrus” are trading names of Centrus Financial Advisors Limited. Centrus Financial Advisors Limited is authorised and regulated by the Financial Conduct Authority, Firm 

Reference Number 750011. Centrus Capital Markets Limited, Firm Reference Number 924641, is an appointed representative of Centrus Financial Advisors Ltd, which is authorised and regulated by the 

Financial Conduct Authority, Firm Reference Number 740011. Please visit www.fca.org.uk for more information.

Centrus Advisors Ltd is a limited liability company incorporated in Ireland, number 547394, having its registered office at 21 Clanwilliam Square, Grand Canal Quay, Dublin 2, D02 P860, and is regulated by 

the Central Bank of Ireland, Firm Reference Number C189481.

Centrus North America Inc. is incorporated in the State of Delaware at 1209 Orange Street, Wilmington, DE 19801, with its principal place of business at 45 Rockefeller Plaza, 20th Floor, New York, NY 

10111. Centrus North America Inc. is registered with the CFTC and a member of the NFA. NFA ID 0568363.

Data is sourced from various sources including Reuters, Bloomberg, and Centrus Market Data.
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