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Important notice 
 
This Report has been prepared by KPMG LLP (‘KPMG’, ‘we’ or ‘our’) for Heathrow Airport Limited 
(‘HAL’) on the basis of an engagement contract dated 23 October 2024 between HAL and KPMG (the 
‘Engagement Contract’).  HAL commissioned the work to assist HAL in its considerations regarding the 
Civil Aviation Authority (‘CAA’)’s proposals relating to the new guidance for capital expenditure 
(CAP3001 December 2024). The agreed scope of work is included in section 1.2 of this Report. HAL 
should note that our findings do not constitute recommendations as to whether or not HAL should 
proceed with any particular course of action.   
 
This Report is for the benefit of HAL only. It has not been designed to be of benefit to anyone except 
HAL. In preparing this Report we have not taken into account the interests, needs or circumstances of 
anyone apart from HAL, even though we may have been aware that others might read this Report. We 
have prepared this Report for the benefit of HAL alone.  
 
This Report is not suitable to be relied on by any party wishing to acquire rights against KPMG (other 
than HAL) for any purpose or in any context. Any party other than HAL that obtains access to this 
Report or a copy and chooses to rely on this Report (or any part of it) does so at its own risk. To the 
fullest extent permitted by law, KPMG does not assume any responsibility or liability in respect of our 
work or this Report to any party other than HAL.  
 
In particular, and without limiting the general statement above, since we have prepared this Report for 
the benefit of HAL alone, this Report has not been prepared for the benefit of any other person or 
organisation who might have an interest in the matters discussed in this Report, including for example 
airport users, other regulated companies or regulatory bodies.   
 
Without prejudice to any rights that HAL may have, subject to and in accordance with the terms of 
engagement agreed between HAL and KPMG, no person is permitted to copy, reproduce, or disclose 
the whole or any part of this Report unless required to do so by law or by a competent regulatory 
authority.  
 
Our work commenced on 7 October 2024 and our fieldwork was completed on 03 December 2024. 
We have not undertaken to update this Report for events or circumstances arising after that date.   
 
Information in this Report is based upon publicly available information and information provided by 
HAL via interviews and internal reports and reflects prevailing conditions as of the date of the Report, 
all of which are accordingly subject to change. Although we endeavour to provide accurate and timely 
information, there can be no guarantee that such information is accurate as of the date it is received or 
that it will continue to be accurate in the future. Information sources and source limitations are set out 
in the Report. We have satisfied ourselves, where possible, that the information presented in this 
Report is consistent with the information sources used, but we have not sought to establish the 
reliability or accuracy of the information sources by reference to other evidence. We relied upon and 
assumed without independent verification, the accuracy and completeness of information available 
from public and third-party sources. KPMG does not accept any responsibility for the underlying data 
used in this report.  
 
The findings expressed in this Report are (subject to the foregoing) those of KPMG and do not 
necessarily align with those of HAL.  
 
KPMG has not assisted HAL in preparation of any aspect of its response(s) to the proposal to which 
this Report relates. For the avoidance of doubt, it is HAL’s sole responsibility to decide what should be 
included in their response or submission to the CAA. KPMG has not made any decisions for HAL or 
assumed any responsibility in respect of what HAL decides, or has decided to include in its response 
or submission.  
 
This engagement is not an assurance engagement conducted in accordance with any generally 
accepted assurance standards and consequently no assurance opinion is expressed.  
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1 Executive Summary 

1.1 Context 
The purpose of this report is to support Heathrow Airport Limited (HAL) in its response to the 
CAA’s Method Statement Consultation and HAL’s regulatory submissions in H8. 

The delivery of large-scale capital projects at Heathrow Airport requires HAL to manage 
numerous activities that demand complex coordination, substantial resources, and the 
handling of numerous interconnected risks and opportunities. In addition, airport projects 
also face additional challenges which are unique to the airport sector. Heathrow Airport has 
a unique combination of operational environmental and airport sector factors.  Heathrow is 
also located in London/South East of England where construction costs are higher than the 
UK average. 

1.2 Scope of this Report 
The primary focus of this report is to assess the extent to which a range of key cost drivers 
can affect the achievement of cost and efficiency outcomes on large-scale capital projects at 
Heathrow Airport, considering Heathrow Airport Limited’s (HAL’s) unique delivery context 
and including: 

• The key factors which drive cost and efficiency for complex capital projects, and the 
specific factors in the airport sector – see Appendix 1 

• The impact of the key factors on the costs of delivery at Heathrow Airport 
• How costs are influenced by the geographical location of projects, and the impact of 

this on Heathrow Airport 

1.3 How the Key Factors Were Identified and Assessed 
This report identifies the key factors which drive cost and efficiency for complex capital 
projects through: 

• Desktop review of large-scale capital infrastructure projects 
• A recent notable National Infrastructure Commission (NIC) report1 closely related to 

this topic 
• Factors specific to the airport sector, identified through interviews with key HAL 

personnel and project case studies 

The impact of these drivers on the cost of delivering works at Heathrow Airport has been 
qualitatively evaluated. This report has identified three main sectors of comparison to 
Heathrow Airport as follows: 

1. Other UK airports 
2. Rail sector projects 
3. General non-regulated construction projects in the UK 

These comparison sectors have been selected given that both other UK airports and 
projects in the rail sector experience comparable constraints as Heathrow Airport in 
organisational structures and capability, live operational environments, design requirements 

 
1 Cost drivers of major infrastructure projects in the UK, National Infrastructure Commission 2024 
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and the impact of regulatory governance. General non-regulated construction projects are 
used for comparison to show the clear contrast in these factors when compared to Heathrow 
Airport. In addition, this report has identified the influence of geographical location on 
construction costs at Heathrow Airport.  

1.4 Key Findings and Conclusions 
Heathrow Airport does experience cost drivers over and above those typically identified in 
the construction sector when compared with projects delivered in non-regulated sectors. 
Seven factors have been identified as likely key cost drivers, with some interaction 
between them. Four factors have been identified as likely cost drivers but within an 
expected range. One factor has been identified as not likely to be a particular cost driver. 

The seven likely key cost drivers identified are: 

1) Development and Delivery Capability (client and supply chain): The need for a 
substantial development and delivery organisation is a key cost driver and is likely to 
result in additional costs in excess of the typical range. HAL has a large portfolio of 
projects which requires increased management costs but also provides a project 
pipeline and investment certainty to the supply chain. HAL requires an extensive 
development team and supporting consultants to develop the portfolio; ensuring 
appropriate capability levels requires time and incurs costs. The scale of the project 
management organisation at Heathrow Airport is larger than most (not all) regulated 
sectors and is greater than that required in the airport sector generally due to the 
large size and complexity of the HAL portfolio. 

2) Governance, Assurance and Decision Making: Governance processes are a key 
cost driver and are likely to result in additional costs compared to a typical expected 
range. The approvals process, number of airlines/stakeholders and their influence 
adds time to the project development process and cost for HAL. The volume and 
influence of stakeholders at Heathrow Airport is greater than for most organisations. 
In comparison to the airport sector generally, stakeholder steering group 
representation is higher at Heathrow Airport. 

3) Airport Operational Environment: the airport operational environment presents 
unique challenges, including security requirements, logistics of working in the Central 
Terminal Area (CTA) and airside and the need for nighttime working. Whilst some of 
these factors are experienced elsewhere, the scale and high occupancy rates 
experienced at Heathrow Airport result in these factors being above the norm, 
resulting in reduced productivity and increased costs. 

4) Multiple Terminal Operation: The size of the HAL estate, multiple terminals and 
large number of ageing assets managed by HAL result in more complex programmes 
and the need for more works, leading to increased costs. This is also observed in 
some regulated sectors, but the scale and complexity of Heathrow's operation make 
this challenge more significant than at other UK airports. 

5) End User and Stakeholder Requirements and Profiles: Heathrow hosts the 
largest number of airlines of any UK airport, resulting in a large number of 
stakeholder interfaces with HAL. The influence of such a large number of airlines 
results in additional consultation time and layers of governance, can add project 
scope and increase approvals times, requiring additional management and 
increasing costs (see 2 also above). This is a common challenge in large 
infrastructure projects. However, on specific projects and comparably low value 
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programmes, it is unusual to have a customer (the Airlines) on the project 
governance board, which is the case at Heathrow Airport. 

6) Regulatory Framework: The airports regulatory framework  at HAL has led to a new 
DO process with an increased focus on change control, requiring additional HAL 
resources. This is a challenge specific to the airport industry, and Heathrow Airport 
status as a major international airport exacerbates this issue. 

7) Location: The geographical location of Heathrow Airport in London leads to higher 
construction costs due to regional price differences, location factors, and intense 
competition for resources within the region. These are exacerbated by the additional 
costs of construction in the UK driven by regulation and planning law. These factors 
contribute to the overall cost premium associated with capex delivery at Heathrow 

The following four factors are likely cost drivers, but within an expected range: 

1) Organisational Structure and Maturity, inc. Technology and Data Strategy: This 
is a cost driver. HAL requires a large organisational structure driven by volume of 
works, regulatory obligations, stakeholders. The extent of governance and reporting 
requirements adds time and cost and is greater than that experienced in general non-
regulated construction projects. However, this is also seen in regulated sectors. 

2) Commercial Strategy, Contracting Approach and Procurement: This is broadly 
not likely to lead to increased costs, with one element potentially adding costs albeit 
not outside of an expected normal range. At HAL, the use of frameworks and mature 
supply chain procurement reduces tendering requirements and tender costs 
compared to typical one-off procurements. However, at HAL the nature of the work 
and the risk of disruption often requires a flexible contracting approach, e.g. cost 
reimbursable contracts. This provides flexibility but may be less cost efficient than 
other contract forms. HAL do however have mature procurement processes which 
are well known to the supply chain. As a result, pipeline certainty is provided to the 
supply chain. 

3) Project Management, Cost, Schedule, Benefits and Controls: This is a cost driver 
but not outside the normal expected range. The use of a central Programme 
Management Organisation (PMO) and additional control processes and procedures 
are an additional cost compared to projects which do not require this level of control. 
The scale and complexity of the programme HAL manage requires a central PMO, 
adding cost. The additional change control requirements, as a result of the move to 
Ex Ante, have also added costs for HAL in contrast with previous delivery periods. 

4) Design, Engineering and Scope Definition: This is broadly not likely to lead to 
increased costs, with two elements potentially adding costs albeit not outside of an 
expected normal range. National airport specific standards and HAL specific 
requirements result in additional design and construction costs. The influence of 
airlines in the Delivery Obligations (DO) and design development is unique to HAL 
and adds time and cost. HAL make use of design framework partners, an approach 
seen elsewhere.  This approach is unlikely to add significant cost. HAL have well 
developed design resulting from the development of Tranches, use of Early 
Contractor Involvement (ECI) and robust scoping – this approach is not likely to add 
cost. Planning and consents can be a cost driver but on a relative basis HAL do not 
experience this significantly more than other regulated sectors or construction clients 
for most of the portfolio. 
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The following factor is not likely to be a cost driver: 

1) Risk and Opportunity Management, inc. Compliance: This is not likely to be a 
cost driver. At HAL, risk ownership is defined and well understood.  Risk allocation 
and management appears to be comparatively well balanced in terms of the level of 
effort mitigating risk and maximising opportunity. Due to the nature of the airport 
business, HAL has well developed contingency plans. 

Conclusion: 

Heathrow Airport operates in a unique environment where the airport factors compound to 
create challenging delivery conditions. HAL requires a large portfolio management 
organisation to manage multiple programmes of projects. These have to be delivered in 
constrained operational areas across multiple terminals, influenced by numerous 
stakeholder requirements, delivered within a regulatory framework, which ultimately results 
in a complex and challenging delivery environment. 
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2 Introduction 

2.1 Project Objectives 
The purpose of this report is to support Heathrow Airport Limited (HAL) in its response to the 
CAA’s Method Statement Consultation and HAL’s regulatory submissions in H8. 

The delivery of large-scale capital projects at Heathrow Airport requires HAL to manage 
numerous activities that demand complex coordination, substantial resources, and the 
handling of numerous interconnected risks and opportunities. In addition, airport projects 
also face additional challenges which are unique to the airport sector. Heathrow Airport has 
a unique combination of operational environmental and airport sector factors.  Heathrow is 
also located in London/South East of England where construction costs are higher than the 
UK average. 

This report considers the key cost (and efficiency) drivers of large, complex capital projects 
at Heathrow Airport, including consideration of the extent to which HAL’s geographical 
location is a cost driver for capital projects. 

2.2 Approach 
The primary focus of this report is to assess the extent to which a range of key cost drivers 
can affect the achievement of cost and efficiency outcomes on large-scale capital projects at 
Heathrow Airport, considering Heathrow Airport Limited’s (HAL’s) unique delivery context 
and including: 

• The key factors which drive cost and efficiency for complex capital projects, and the 
specific factors in the airport sector 

• The impact of the key factors on the costs of delivery at Heathrow 
• How costs are influenced by the geographical location of projects, and the impact of 

this on Heathrow 

2.3 Key Factor Identification 
To establish the key factors which drive cost and efficiency experienced by HAL several 
methods were used. A desk top review of the latest National Infrastructure Commission 
(NIC) report: Cost Drivers of major infrastructure projects in the UK 2, infrastructure case 
study reviews, focused interviews and HAL-specific case studies were employed to identify 
the drivers of costs and efficiency and how these materialised in projects. This exercise 
resulted in the identification of seven key drivers in infrastructure projects and four which 
were specific to airports.  

2.4 Evaluation 
Using the identified key factors, an evaluation of the extent to which these are experienced 
by HAL was undertaken. This qualitatively assessed the impact on the costs of delivery at 
Heathrow Airport, compared to other UK airports, to rail projects and to general non-
regulated general construction projects. Rail projects were looked at specifically as they 

 
2 Cost drivers of major infrastructure projects in the UK, National Infrastructure Commission 2024 
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share a number of common features with airport projects including safety, security and 
operational factors such as short working windows and the need for night working.  

2.5 Geographical Location Factor 
A desktop study has been undertaken to demonstrate how costs are influenced by the 
geographical location of projects and to evaluate the location of Heathrow compared to other 
airports in the UK and Worldwide. The assessment used various indices of regional price 
differences, location factors and qualitatively assessed cost pressures to demonstrate the 
way which the geographical location of project impacts costs.  Geographical factors have a 
significant influence on the cost of construction works at Heathrow.  Heathrow is part of the 
London market, which has the highest construction prices in the UK, 21% above the national 
average and 12% greater than the adjacent South East region. This is also reflected in 
regional wage differences. London is also the most expensive city in Europe to undertake 
construction projects. Therefore, construction prices at Heathrow should be expected to be 
significantly greater than at other UK airports before the physical and operational constraints 
at Heathrow Airport are taken into account. 
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3 Key Factors 

3.1 Key Factors 
3.1.1 Key Factor Identification 

At the outset an evaluation framework was proposed which set out the key factors to assess 
the drivers of cost at Heathrow Airport.  Firstly, seven key factors were proposed as drivers 
of costs in construction projects and programmes. These were:  

A. Organisational structure and maturity, inc. technology and data strategy 
B. Development and delivery capability (client and supply chain) 
C. Governance, assurance and decision making 
D. Commercial strategy, contracting approach and procurement  
E. Project management, cost, schedule, benefits and controls 
F. Design, engineering and scope definition 
G. Risk and opportunity management, inc. compliance 

In addition, four airport specific key factors were identified. These were:  

1) Airport operational environment 
2) Multiple terminal operation 
3) End user and stakeholder requirements and profiles 
4) Regulatory framework and airline governance 

To confirm that the proposed key factors influence the cost of capex delivery, a sample of 
large-scale UK capital delivery infrastructure programmes were assessed. Issues identified 
in the NIC report3 were also considered and whether these were applicable at Heathrow. To 
confirm the key airport specific drivers, Heathrow Airport specific case studies were 
evaluated, and interviews undertaken with key HAL personnel to validate the presence of the 
factors experienced.  

3.1.2 Case Studies of Infrastructure Projects in the UK 
This report presents an analysis of five case studies (see Appendix 2 for details) of large-
scale infrastructure investment programmes in the UK, focusing on the key factors that 
significantly impacted their cost of delivery.  

The table in figure 1 below summarises how the key factors were experienced in each case 
study and whether this factor positively or negatively influenced the project outcome. 

 

 
3 Cost drivers of major infrastructure projects in the UK, National Infrastructure Commission 2024 
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D Commercial Strategy, 
Contracting Approach 

and Procurement 

Challenge of efficacy in 
incentivisation 
mechanisms 

Innovative contract 
approach, appropriate 

incentives, aligned 
outcomes 

Challenge of commercial 
partnerships with 

developers, contract 
management and 

procurement delays 

 T5 Agreement, 
Partnering approach, 
incentive alignment, 

mature client risk 
approach 

E Project Management, 
Cost, Schedule, 

Benefits and Controls 

Challenge of 
performance metrics, 

shifting timescales 

 Challenge of realism in 
assessments of costs 
and completion dates 

Robust PM practices, 
focus on coordination 

between contractors and 
stakeholders, 

performance-based 
contracts 

Responsible risk 
approach with 

appropriate tools and 
methodologies, Risk 
pooling, interactive 

planning cycles 

F Design, Engineering 
and Scope Definition 

Evolving project scope 
caused delays and cost 

escalations 

Collaborative approach, 
integrated team, advance 

design for long lead 
items 

Challenge of design 
changes impacting scope 

and objectives, design 
assurance issues 

 Lean principles, 
collaborative input from 

contractors and 
suppliers, 

G Risk and Opportunity 
Management, inc. 

Compliance 

Challenge of 
identification of risks 

Comprehensive 
identification, mitigation, 
and management plans 

Challenge of contingency 
methodologies and 

application 

Extensive risk 
management framework, 

proactive risk 
identification and 

mitigation, regular audit 
processes 

Retained risk ownership, 
consistent oversight, risk 

aggregation 
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3.2 National Infrastructure Commission Findings 
The NIC4 identified a range of issues that contribute to increased costs and schedule delays 
in the development of infrastructure projects, which are summarised under the following 
headings: 

• Lack of strategic direction 
• Client and Sponsorship challenges 
• Inefficient consenting and compliance 
• Constrained supply chain 

Utilising information obtained from Heathrow focus interviews and case study examination, 
the table in figure 2 presents whether the issues identified under each heading are 
applicable to HAL. 

  

 
4 Cost drivers of major infrastructure projects in the UK, National Infrastructure Commission 2024 
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Rapidly changing standards x Standards are stable and understood 

Unclear standards x Standards are clear and documented 

Overly cautious standards x Higher standard required for public 
safety, security and passenger 

experience across the airport sector 

Supply Chain Risks are too high for the supply chain to 
invest in capital and skills and for the 

sector to be able to attract talent  

x Contracts with supply chain are NEC4 
Option E and HAL encourage new 

entrants 
 

Supply chain becomes fragmented with 
skills shortages 

x Experienced supply chain with long term 
relationships, no more at risk than wider 

UK market 

Poor delivery record and lack of long-term 
thinking 

x Programme and pipeline of work well 
understood  

Unstable investment environment with 
stop-start funding 

x Long term funding mechanism 

Productivity 
 

 Airport factors of logistics, security and 
short working windows 

Fragmentation 
 

 Multi-party interfaces and reliance on 
third party suppliers in some cases 

Skills & Investment 
 

 Long term supply chain arrangements 
however, it takes up to 2 years to 

onboard a new supplier 

Source: Cost Drivers of major infrastructure projects in the UK 

From the above high-level assessment, the following item does not appear to apply to 
projects at Heathrow Airport as a cost driver: 

• Strategic direction – The reasoning for this not being a cost driver at Heathrow 
Airport is because HAL have a strong work pipeline, developed and maintained 
delivery capabilities, long term delivery approach and a stable long term investment 
environment.  

Based on the assessment, the following areas are likely to be relevant to HAL and should be 
included in the assessment of key factors: 

• Client and sponsorship – Decision making processes and assurance 
• Consenting and compliance – Higher specification of designs at Heathrow due to 

health, safety and security requirements and potentially misaligned incentives 
• Supply chain – Productivity constraints and fragmentation 

These areas which are likely to be relevant to Heathrow Airport have been mapped, where 
applicable to the seven key factors and four airport specific factors identified in section 3.1.1 
of this report. This mapping has been set out in figure 3 below. 
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3.4 HAL Project Case Studies 
This report presents an analysis of three case studies of projects delivered at Heathrow 
Airport, focusing on the factors that impact their cost of capex delivery. These case studies 
show that cost of delivery was influenced by the four airport factors proposed. The table in 
figure 5 summarises how the presence of these factors influenced the case study projects 
(see Appendix 2 for more details):  
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3.5 Key Factors Conclusion 
This report has identified key factors that influence the cost of capital delivery in the airport 
industry. Through a combination of desktop study, case studies of large-scale infrastructure 
projects in the UK, HAL project case studies and interviews with senior members of the HAL 
team, it has been identified that seven general key factors and four airport-specific key 
factors have a demonstrable impact on project costs. All factors identified drive project cost, 
with the HAL interviews and case studies bringing to life the impact of these drivers. 

HAL operates in a unique programmatic environment where all interventions are impacted 
by operational challenges. The multiple terminal operation exacerbates the operational 
challenges due to the volume of assets and level of activity required on the site. This is 
compounded by long governance routes and stakeholder requirements meaning that 
interventions are not only complex and challenging to deliver efficiently but the programme 
management requirements also must manage various levels of complexity.    
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4 Evaluation 

4.1 Comparison with Other Sectors 
To assess the applicability and impact of the identified factors experienced by HAL, a 
qualitative analysis has been conducted using experience and SME judgement to contrast 
observations identified through HAL interviews and project case studies. This has enabled a 
comparison to other UK airports, the UK rail sector and the general non-regulated 
construction sector in the UK. 

The analysis has focused on determining whether the factors apply to HAL and the other 
sectors, plus whether the impact of these factors is greater or lesser than for HAL compared 
to other airports or sectors. The rail sector was specifically chosen for comparison due to its 
similarities as a regulated transport sector. Figure 6 below details this evaluation. 
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The assessment presented above has used observations from case studies and interviews 
with HAL personnel, in addition to cross sector experience, to provide a qualitative 
evaluation of the key factors which drive cost and efficiency for complex capital projects, and 
the specific factors in the airport sector. This evaluation has aimed to determine whether the 
factors apply more at HAL then elsewhere and, hence, contribute to additional costs 
compared to the norm and has provided supporting observations to substantiate the HAL 
position. 

4.2 Key Findings 
4.2.1 General Factors 

1) Organisational Structure and Maturity, inc. Technology and Data Strategy: This 
is a cost driver. HAL requires a large organisational structure driven by volume of 
works, regulatory obligations, stakeholders. The extent of governance and reporting 
requirements adds time and cost and is greater than that experienced in general non-
regulated construction projects. However, this is also seen in regulated sectors.  

2) Development and Delivery Capability (client and supply chain): The need for a 
substantial development and delivery organisation is a key cost driver and is likely to 
result in additional costs in excess of the typical range. HAL has a large portfolio of 
projects which requires increased management costs but also provides a project 
pipeline and investment certainty to the supply chain. HAL requires an extensive 
development team and supporting consultants to develop the portfolio; ensuring 
appropriate capability levels requires time and incurs costs. The scale of the project 
management organisation by total headcount at Heathrow Airport is larger than most 
(not all) regulated sectors and is greater than that required in the airport sector 
generally due to the large size and complexity of the HAL portfolio. 

3) Governance, Assurance and Decision Making: Governance processes are a key 
cost driver and are likely to result in additional costs compared to a typical expected 
range. The approvals process, number of airlines/stakeholders and their influence 
adds time to the project development process and cost for HAL. The volume and 
influence of stakeholders at Heathrow Airport is greater than for most organisations. 
In comparison to the airport sector generally, stakeholder steering group 
representation is higher at Heathrow Airport. 

4) Commercial Strategy, Contracting Approach and Procurement: This is broadly 
not likely to lead to increased costs, with one element potentially adding costs albeit 
not outside of an expected normal range. At HAL, the use of frameworks and mature 
supply chain procurement reduces tendering requirements and tender costs 
compared to typical one-off procurements. However, at HAL the nature of the work 
and the risk of disruption often requires a flexible contracting approach, e.g. cost 
reimbursable contracts. This provides flexibility but may be less cost efficient than 
other contract forms. HAL do however have mature procurement processes which 
are well known to the supply chain. As a result, pipeline certainty is provided to the 
supply chain. 

5) Project Management, Cost, Schedule, Benefits and Controls: This is a cost driver 
but not outside the normal expected range. The use of a central Programme 
Management Organisation (PMO) and additional control processes and procedures 
are an additional cost compared to projects which do not require this level of control. 
The scale and complexity of the programme HAL manage requires a central PMO, 
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adding cost. The additional change control requirements, as a result of the move to 
Ex Ante, have also added costs for HAL in contrast with previous delivery periods.  

6) Design, Engineering and Scope Definition: This is broadly not likely to lead to 
increased costs, with two elements potentially adding costs albeit not outside of an 
expected normal range. National airport specific standards and HAL specific 
requirements result in additional design and construction costs. The influence of 
airlines in the Delivery Obligations (DO) and design development is unique to HAL 
and adds time and cost. HAL make use of design framework partners, an approach 
seen elsewhere.  This approach is unlikely to add significant cost. HAL have well 
developed design resulting from the development of Tranches, use of Early 
Contractor Involvement (ECI) and robust scoping – this approach s not likely to add 
cost. Planning and consents can be a cost driver but on a relative basis HAL do not 
experience this significantly more than other regulated sectors or construction clients 
for most of the portfolio. 

7) Risk and Opportunity Management, inc. Compliance: This is not likely to be a 
cost driver. At HAL, risk ownership is defined and well understood.  Risk allocation 
and management appears to be comparatively well balanced in terms of the level of 
effort mitigating risk and maximising opportunity. Due to the nature of the airport 
business, HAL has well developed contingency plans.  

4.2.2 Airport specific factors 
8) Airport Operational Environment: The airport operational environment presents 

unique challenges, including security requirements, logistics of working in the Central 
Terminal Area (CTA) and airside and the need for nighttime working. Whilst some of 
these factors are experienced elsewhere, the scale and high occupancy rates 
experienced at Heathrow Airport result in these factors being above the norm 
resulting in reduced productivity and increased costs.  
 

9) Multiple Terminal Operation: The size of the HAL estate, multiple terminals and 
large number of ageing assets managed by HAL result in more complex programmes 
and the need for more works, leading to increased costs. This is also observed in 
some regulated sectors, but the scale and complexity of Heathrow's operation make 
this challenge more significant than at other UK airports. 
 

10) End User and Stakeholder Requirements and Profiles: Heathrow hosts the 
largest number of airlines of any UK airport, resulting in a large number of 
stakeholder interfaces with HAL. The influence of such a large number of airlines 
results in additional consultation time and layers of governance, can add project 
scope and increase approvals times, requiring additional management and 
increasing costs. This is a common challenge in large infrastructure projects. 
However, on specific projects and comparably low value programmes, it is unusual to 
have a customer (the Airlines) on the project governance board, which is the case at 
Heathrow Airport. 
 

11) Regulatory Framework : The airports regulatory framework  at HAL has led to a 
new DO process with an increased focus on change control, requiring additional 
resources. This is a challenge specific to the airport industry, and Heathrow Airport 
status as a major international airport exacerbates this issue.  
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4 Stansted East of England 99 

5 Luton East of England 99 

6 Edinburgh Scotland 91 

7 Birmingham West Midlands 98 

8 Bristol South West 100 

9 Glasgow Scotland 91 

10 Newcastle North East 89 

Source: BCIS 

The London region has a location factor of 121 (21% above the national average), by far the 
highest prices of any region containing a top ten airport, and 12% above the next highest 
region, South East, which is the next closest to Heathrow. This is consistent with the RTPI 
data, which indicates that London has consistently been amongst the regions with the 
highest rate of price increases, which would lead to the highest relative regional prices. 

A plot of the change in LF values since 2000 shows how the relative pricing between regions 
has changed over time (see figure 11 below and Appendix 4 for details). London has 
consistently been the highest cost region, with the South East seeing the second highest 
prices. 
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Figure 11: Regional Location Factor Since 2000 

 
Source: BCIS 

5.5 Regional Wage Differences 
To test to what extent differences in wages could be responsible for the differences in 
construction costs between regions, regional median gross annual pay rates can be 
compared between regions. The Office for National Statistics (ONS) maintains a survey of 
earnings and hours worked, by region, by occupation, including three categories relevant to 
the construction industry: 

• 53: Skilled metal, electrical and electronic trades 
• 54: Skilled construction and building trades 
• 55: Science, research, engineering and technology professionals 

The results for 2023 (the most recent complete year) are summarised in the figure 12. 
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17 Brussels 100 

18 Frankfurt 100 

19 Paris 100 

23 Madrid 97 

24 Milan 97 

28 Warsaw 90 

Source: International Construction Costs 2024 – Arcadis 

5.8 Summary 
In addition to the specific geographical factors identified above, there are a range of 
influencing themes specific to the UK construction sector which contribute to the cost of 
construction.  

The National Infrastructure Commission Report Cost drivers of major infrastructure projects 
in the UK – October 2024 identified four main themes that contribute to increased costs and 
schedule delays in the development of infrastructure projects (see section 3.2), including 
consenting and compliance.  The UK planning, building and environmental regulations 
should be considered as a factor when considering the causes of higher construction costs 
in the UK 

Planning 

The UK’s planning system is known to be particularly complex and challenging to navigate, a 
problem recognised by the UK Government who in 2020 consulted on reforming the 
planning system.  Generally, the UK’s planning arrangements are considered more complex 
and time consuming when compared with other developed economies. 

The UK has a discretionary planning approval system which applies to every development, 
whereas many other countries use “zoning” with permitted development within zones defined 
in a national or regional plan. Planning complexities and local requirements add delays and 
inefficiency to the process of design and construction, which in turn can lead to additional 
costs. Challenges such as managing objections and appeals, mitigating against issues 
identified through Environmental Impact Assessments, heritage requirements, building 
control and a slow and inefficient planning and decision process are all commonplace.  

A report5 by the National Infrastructure Commission in 2023 identified that since the 
Nationally Significant Infrastructure Project planning regime was established in 2008 
consenting times have increased by 65 per cent since 2012, moving from 2.6 to 4.2 years, 
and the rate of judicial review increased to 58 per cent from a long-term average of ten per 
cent. National Policy Statements had not been updated since they were first issued and had 
not been supported by clear supplementary guidance. 

The  National Planning Policy Framework (NPPF) was recently revised in response to the 
national consultation.  Whilst the consultation was primarily focused on ways to unlock 
additional housing development, it also considered infrastructure, green energy plus fees 
and cost recovery for local authorities related to Nationally Significant Infrastructure Projects.  

 
5 Delivering net zero, climate resilience and growth - Improving nationally significant infrastructure 
planning; National Infrastructure Commission: April 2023 



41 

 
Use of this report is limited – see important notice on page i. © 2024 KPMG LLP, a UK limited liability partnership and a 

member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG 
International’) 

In 2024 the new UK Government announced its intention to speed up the planning process 
although this has yet to be delivered. 

Building Regulations 

The Building Regulations in England and Wales set out the requirements for buildings to 
comply with legislation and cover aspects such as workmanship, adequate materials, 
structure, weather/waterproofing, fire safety and means of escape, sound isolation, 
ventilation, safe (potable) water, protection from falling, drainage, sanitary facilities, 
accessibility and facilities for the disabled, measures to limit overheating in new dwellings, 
electrical safety, security of a building, high-speed broadband infrastructure connections, 
and the installation of a minimum number of facilities for the charging of electric vehicles in 
all new buildings (commercial and domestic).  

The Building Safety Act 2022 included additional regulations on aspects such as fire safety, 
fire resistant materials, cladding, inspection requirements and the establishment of the 
Building Safety Regulator as the Building Control Authority for all higher risk buildings in 
England. This represents a strengthening of regulatory oversight, with building work on 
higher-risk buildings having to pass through a rigorous process consisting of three gateway 
points. An article by professional services consultant AECOM in August 2024 identified that 
the changes to the Act will mean it is “likely to be that typical project programmes will extend” 
and that clients “will need to factor in higher hold costs at the end of the project”. This has 
some similarity to building regulations in other developed economies and will also be cost 
driver in these countries.  

Energy Efficiency 

Part L of the Building Regulations controls the insulation values of building elements, 
allowable window areas, doors and other openings, air permeability, heating efficiency of 
boilers, insulation and controls for heating, together with hot water storage and lighting 
efficiency. Energy efficiency and sustainability regulations for buildings have been updated 
through the amendments which set higher than previous standards for low carbon 
technologies, achieving certain U-values for thermal transmittance and use of renewable 
energy. An article by Savills in February 2021 suggests that increases to building costs 
required to implement the uplift to Part L standards range from “£3,000 to £5,000 per unit” 
according to major housebuilder MHCLG. This is likely to be replicated in other sectors. This 
is a factor driving costs and this is also the case across the other developed economies. 

Accessibility 

The UK’s Equality Act 2010 mandates that buildings must be accessible to all which requires 
design and construction to take account of wheelchair access, lift access, signage and 
broader facilities for accessibility. This is covered within the Building Regulations.  Again, 
many developed economies have similar requirements, and the UK is likely to be within the 
category of countries who experience this as a contributing factor to construction cost. 

Overall, while the Building Regulations do influence construction cost they are unlikely to 
explain the large difference in costs between London and, say, Amsterdam. 

Contracting Model 

Typically, in the UK the contracting model involves multiple layers of subcontracting, more 
than in other countries like France, for example. A number of studies and papers have 
identified this challenge in the UK, dating back to the Emmerson Report (1962) and Latham 
Report (1994) all the way up to the Government Construction Strategy 2016-2020 which 
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have all identified significant market fragmentation when compared to countries like USA, 
France and Germany. In addition Construction 2025 (2013) that the industry included for 
almost 1 million small and medium sized business which accounted for 99% of the industry’s 
businesses. This adds layers of management cost, risk allowances and profit on top of the 
basic building cost. 

5.9 Conclusion 
Geographical factors have a significant influence on the cost of construction works at 
Heathrow compared to other locations. Heathrow has good transport links and is well 
connected to London and its labour force and construction companies, which makes it part 
of the London market. However, London has the highest construction prices in the UK, 21% 
above the national average and 12% greater than the adjacent South-East region. This is 
reflected in regional wage differences. London is also the most expensive city in Europe to 
undertake construction projects for both typical and highly serviced buildings. Therefore, 
construction prices at Heathrow should be expected to be significantly greater than at other 
UK airports before the physical and operational constraints at Heathrow Airport are taken 
into account.




































































