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CAP 2275 About this document

About this document

This consultation sets out draft modifications to Heathrow Airport Limited’s (“HAL”) licence?!
to show how we would implement the policy proposals in the October 2021 Initial
Proposals for HAL's H7 price control review if we were to adopt them in the form set out in
that document.? It includes:

. an introduction explaining the context for this consultation, including a brief
summary of the scope of the October 2021 Initial Proposals, the timescales for
making the modifications and how this relates to our proposals for a holding cap
for 2022;3

. details of policy proposals where we are still considering whether these should be
implemented through licence changes or policy statements;

. a mark up of each licence condition where we are proposing modifications, with
reasons for those modifications, including references to the relevant chapter of our
Initial Proposals document; and

. a clean version of Schedule 1 to the licence “Statement of Measures, Targets and
Incentives”.

Views invited

We welcome views on all the proposals included in this document. Please e-mail
responses to by no later than Friday 7 January 2022.

We cannot commit to take into account representations received after these dates.

We expect to publish the responses we receive on our website as soon as practicable
after the period for representations expire. Any material that is regarded as confidential
should be clearly marked as such and included in a separate annex. Please note that we
have powers and duties with respect to information under section 59 of the Civil Aviation
Act 2012 and the Freedom of Information Act 2000.

If you would like to discuss any aspect of this document, please contact Abigail Grenfell

( ).

1 Licence granted to HAL on 13 February 2014 under section 15(5) CAA12 at
CAP 2265 Economic regulation of Heathrow Airport Limited: H7 Initial Proposals October 2021 at

3 CAP 2265 included at Appendix C a notice under section 22 CAA12 proposing licence modifications to set a
holding cap for 2022 at . Reasons for the proposals are at This
consultation closed on 17 November 2021.
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CAP 2275 Introduction

Introduction

1. This consultation sets out draft modifications to HAL'’s licence* to explain how we
would implement our initial proposals for the review of HAL’s H7 price control
and associated regulatory framework, if we were to adopt them in the form set
out in the October 2021 Initial Proposals. These modifications would come into
force after the existing price control arrangements expire at the end of December
2021.

2. This document should be read together with:

a) the October 2021 Initial Proposals which sets out the policy proposals that
underpin these draft licence modifications; and

b)  our working paper (CAP2274) which provides further details of our
proposed approach to implementing outcome based regulation (OBR).®

3. Setting price controls for HAL is one of the CAA’s core functions under the Civil
Aviation Act 2012 (“CAA12”). Our primary duty under CAA12 is to further the
interests of users® of air transport service regarding the range, availability,
continuity, cost and quality of airport operation services (“AOS”). We are
currently consulting stakeholders on our Initial Proposals for HAL’s H7 price
control. This is a crucial step in our H7 price control review programme and the
views of respondents will be important in helping us shape Final Proposals (due
in early 2022).

Key considerations and context

4. Key areas that are addressed in the October 2021 Initial Proposals include:

. how we intend to deal with the high degree of uncertainty created by the
impact of the covid-19 pandemic;

. HAL'’s request for a further covid-19 related RAB adjustment;

. our approach to incentivising efficient capital expenditure and service
quality;

4 Licence granted to HAL on 13 February 2014 under section 15(5) of the Civil Aviation Act 2012

5 CAP 2274: Economic regulation of Heathrow Airport Limited: H7 Initial Proposals Working paper on outcome
based regulation: see

5 Under CAA12, our primary duty is owed to “users” of air transport services. These users are present and
future passengers and cargo owners. As in previous consultations, we refer to these users as a whole using
the term “consumers”.
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CAP 2275 Introduction

. the projections of costs, revenues, allowed returns and passenger numbers
and how we have used these to identify a range of price controlled airport
charges;

. proposals for improving the governance arrangements for capital
expenditure, service quality and charges for other services, to rectify
weaknesses in the licence framework that have been identified during the
Covid 19 downturn;

. other amendments to the regulatory framework and price control
adjustment terms to ensure that these are suitable for the H7 period.

5. Not all of these policy proposals will require extensive licence modifications. For
example, the projections of costs, revenues, allowed returns and passenger
numbers are only reflected in the opening price cap, with details of the policy
decisions and assumptions that have led to that price cap set out in the notice
making the modifications in our Final Decision, due in summer 2022. Other
policy proposals, such as the move to outcome-based regulation (OBR) will
require extensive changes to the licence.

6. There are some policy proposals where we have not at this stage confirmed
whether the final decision would be implemented through the licence or other
means such as through a policy statement. There are also some outstanding
issues that need to be addressed for our Final Proposals. These are set out in
more detail in paragraphs 9 to 14 below.

7. We do not expect these licence modifications to be finalised and to take effect
until summer 2022. We are also separately consulting on a proposal to modify
the licence to introduce a holding cap for 2022 (“the 2022 Consultation”)’. We
expect to make a decision on that proposal in December 2021 and we will take
account of any modifications made to the licence as a result of that decision
when we next consult on the modifications for the H7 price control.

The draft licence modifications

8. We are proposing modifications to most parts of the licence and these are set
out in Chapter 1 in tracked changes, signposted to the relevant chapter of the
Initial Proposals consultation. Changes to the Statement of Standards, Rebates
and Bonuses in the Schedule of the licence to reflect the move to outcome
based regulation are explained in a table in Chapter 2, followed by the proposed
Schedule. In summary we are proposing changes to:

. Condition A3 Definitions: changes to some definitions (with consequential
changes throughout the licence);

. Condition C1 Price Control: including:

7 CAP 2265 included at Appendix C a notice under section 22 CAA12 proposing licence modifications to set a
holding cap for 2022 at . Reasons for the proposals are at This
consultation closed on 17 November 2021.
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. a new opening price cap which takes into account our policy proposals
relating to traffic forecasts, capex, opex and commercial revenues;

. updating relevant adjustment terms and definitions to reflect our policy
proposals and uplift them for the H7 period,;

. removing the expansion pass through term as this is not currently
relevant;

. a new adjustment term to allow for uncertainty regarding the revenues
that will be raised from the terminal drop-off charge;

. Condition C2 Charges for other services: including:

. clarifying when and how the CAA can require changes to the cost
allocation mechanism;

. allowing changes to be made to the list of Specified Facilities if HAL,
airlines and the CAA all agree these are necessary;

. removing some Specified Facilities from that list;
. generally clarifying the obligations in this condition;

. Condition D1 Service Quality: some changes to terminology to reflect our
move to OBR and expanding the scope of the mechanism for making
changes to the Statement of Standards, Rebates and Bonuses in
Schedule 1 of the licence;

. Condition E2 Financial Resilience: changes to clarify the scope of the
reporting requirements;

. other minor, consequential changes throughout the licence; and

= Schedule 1 Statement of Standards, Rebates and Bonuses: extensive
changes to reflect our proposed changes to implement OBR.

Policy proposals that require further consideration before the
Final Proposals.

9. In the October 2021 Initial Proposals we said that the RAB adjustments
necessary to implement our proposals for traffic risk sharing and the capex
incentive reconciliation process would be implemented in our Final Decision
either through the licence or through other means such as policy statements.?

10. We are still assessing the best approach to implementing these proposals if we
decide to include them in our Final Decision, and will continue to do so in the
light of stakeholders’ responses to the October 2021 Initial Proposals. If these
adjustments are included in the licence, one way of implementing this might be
to specify:

. a list of information that HAL should record, and show in its regulatory
accounts, to support these mechanisms; and

8 paragraph 1.45 of and Paragraph 12.64 of
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. the formula that HAL should apply to calculate the relevant adjustments to
the RAB.

11. The October 2021 Initial Proposals also stated that it may be necessary to
introduce a new licence condition that sets out our proposed mechanism for HAL
to request additional capex that was not included in the H7 capex envelope in
response to significant changes in external circumstances since the price control
was set.® We are still consulting on this proposal and will consider stakeholder
views as we finalise our approach. If this is added to HAL'’s licence we expect
that it will include a list of information that HAL should submit to the CAA to
demonstrate that it has consulted on additional capex requirements and that they
are driven by a change in circumstances from the time when the H7
determination was made.

12. Before the Final Proposals we will need to confirm the price index to be used in
Condition C1 in the formula for HAL's maximum revenue yield per passenger. In
previous periods we have used the Retail Price Index (RPI), but the Consumer
Price Index (CPI) is now the more widely accepted standard for measuring price
changes.'®

13. There are also some outstanding issues that will need to be addressed before
finalising the OBR framework for H7, some of which require further stakeholder
engagement. These issues are set out in CAP2274. We have also referenced
these issues in the proposed changes to Schedule 1 set out in Chapter 2 below.

14. As noted in the October 2021 Initial Proposals, before we issue our Final
Proposals we will consider whether there might be an argument for delaying the
introduction of some (or all) of the new OBR measures, for example until the
beginning of 2023, to allow for an orderly transition to the new arrangements.

The timetable

15. We will work with HAL and stakeholders to develop and refine these proposed
modifications in light of responses to this consultation. Our intention is to include
a further draft in our Final Proposals, due in Spring 2022, in the form of the
notice of proposed modifications required under section 22(2) CAA12.

Timetable for the remainder of the H7 review

Date Milestone

17 November 2021 @ Responses to draft licence modification on 2022
charges

17 December 2021 | Responses to these IPs and further building block
update from HAL

® Paragraph 12.68 of

10 This is separate from the question of which price index we should use to index the RAB and calculate the real
WACC. We indicated in December 2017 our intention to retain the RPI for these purposes in H7
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7 January 2022 Responses to this consultation

March/April 2022 CAA final proposals for the H7 price control and
proposed licence modifications

May/June 2022 CAA final decision on the H7 price control and
notice making the licence modifications

July/August 2022 Licence modifications take effect

Our duties

16. In developing this consultation, we have had full regard to our statutory duties
under the CAA12, which are set out more fully in Appendix A.

Next steps on this consultation

17. We welcome views on how we propose to ensure that our policy decisions are
taken forward through the licence.

18. Please e-mail responses to by no later than
Friday 7 January 2022

Structure of this document

19. The structure of this Initial Proposals consultation is as follows:

. Chapter 1 sets out proposed drafting to reflect the policy proposals in our
Initial Proposals Consultation and our working paper on OBR (CAP2274).

. Chapter 2 — draft licence modifications to Schedule 1

. sets out the draft licence modifications likely to be needed in
Schedule 1 to HAL’s licence to implement our proposed approach to
outcome based regulation (OBR).

. a more detailed explanatory table (Table 2.1) to help stakeholders
understand how these changes have been reflected in the clean
version of Schedule 1 attached to this consultation.

. Appendix A summarises the CAA’s statutory duties.
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CAP 2275 Chapter 1 Draft Licence modifications

Chapter 1 — Draft licence modifications

Introduction

1.1 This chapter sets out in Table 1.1 below the proposed drafting to reflect the policy
proposals in our Initial Proposals Consultation and working paper on OBR
(CAP2274).

1.2 In the 2022 Consultation, we have proposed deleting the whole of Condition C1

Price control and replacing it with a single cap, with no adjustment mechanisms.
We are proposing to re-introduce many of these terms with some modifications
and to introduce a new term to reflect our policy proposals for the new terminal
drop-off charge. We have included a marked-up version against the current
Condition C1 (rather than against the proposed 2022 Condition C1) to show the
proposed changes to those terms.

1.3 The implementation of OBR will require a number of detailed changes to
Schedule 1 to reflect new terminology and other substantive changes to
implement our proposed policy. We have also proposed to restructure
Schedule 1 to improve signposting and increase transparency. We are therefore
attaching a clean version of Schedule 1, rather than a mark-up, for ease of
reference, with an explanation of the changes we propose set out in Chapter 2.
This should be read alongside CAP2274.
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CAP 2275 Chapter 1 Draft Licence modifications

Table 1.1: Draft Licence modifications

Licence Condition Draft modification Comments
and modification

Part A Condition A3 Definitions

A3.1(f): Delete the ©
definition of
Regulatory Period

These modifications
may be made in the
proposed modification

and in for the 2022 holding
C2.5,C4.1, E1.3, cap. If so, this
El.5(a) & (b), E2.2, description will be
E3.5, Schedule 1: removed in our Final
2.1(e), () & (j), Proposals.

2.28(a) & (b), 3.2,
3.4, 3.4(a) & (b), 3.5,
3.7,3.11, 3.13, 3.15,
4.2,4.4,45,5.2(b),
6.2, 6.3(c) delete all
references to the
term throughout the
licence in text, tables
and formulae.

New A3.1(f): Include | () H7 means the price control period set by the CAA in relation to the five For clarity within the
a new definition of H7 Regulatory Years ending on 31 December 2026 licence
A3.1(g) Modify the (g) the Regulatory Year means;fereach-of the-sevenyearsfrom-20152021-the These modifications
definition of twelve-month period beginning on 1 January and ending on 31 December. may be made in the
Doeuments
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Regulatory Year and

T TR oredtobethell - ——— or

proposed modification

in C2.1, C2.2, C2.3, purposes-ot-this-Licence for the 2022 holding
C3.7,C4.1, E1.3, cap. If so, this
E3.1, Schedule 1: description will be
2.4, 3.4(a), 3.5, 3.11, removed in our Final
6.6 change Proposals.
references to “each”

and/or “subsequent

[number]” Regulatory

Years to read “any”

Regulatory Year

Part C: Condition C1 Price control

Cl1.1 Modify the
text, formula and
definitions to reflect
the starting year of
the H7 price control
and changes to
adjustment terms.

Cl1.1 When the Licensee fixes the amounts to be levied by it by way of airport
charges in respect of relevant air transport services in the Regulatory Peried
Year 2022s, it shall fix those charges at the levels best calculated to secure
that; in the that Regulatory Peried-Year, the total revenue at the Airport from
such charges divided by the total number of passengers using the Airport does
not exceed the maximum revenue yield per passenger, which shall be
calculated as follows:

T2—04:4-2022 TDOZOZZ

Q2—9—1-42022

D2—94:4-2022

— 120142022

Mog142022 = £22261XX. XX (1 + B 2012 ) +
132020

Q2-9—1-42022 Q2022

where:
M.g142022 1S the maximum revenue yield per passenger using the Airport in the
Regulatory Peried Year 2022 expressed in pounds sterling;
BZOZO% is the bonus factor in the Regulatory Peried-Year 2022 based on the
Licensee's performance in 2012/13-Regulatory Year 2020, as defined in

If the actual numbers
within the adjustment
terms are known when
we make the final
decision on the H7 price
control, we may simplify
this Condition 1.1 to
simply reflect the
starting price cap.
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Condition C1.8;

D.o142002, 1S the cumulative development capex adjustment in the Regulatory
Peried-Year 2022, as defined in Condition C1.9;

Ta0142022 1S the capital 'trigger' factor in the Regulatory Peried-Year 2022, as
defined in Condition C1.7;

Q20142022 IS passengers using the Airport in the Regulatory Peried-Year 2022;
and

TDO,,,, is the Terminal Drop-off charge factor in Regulatory Year 2022, as
defined in Condition C1.12;

K.o142022 1S the per passenger correction factor irfor the Regulatory Peried
Year 2022, as defined in Condition C1.5.

C1.2: Modify the
text, formula and
definitions to reflect
the relevant years of
the H7 price control
and changes to
adjustment terms.

C1.2 On each occasion on which the Licensee fixes the amounts to be levied by it by

way of airport charges in respect of relevant air transport services for in-each-of
the five-subseguentrelevant Regulatory Years “t” starting on 1 January 2020
2023 and each subsequent Regulatory Year until the Regulatory Year ending
on 31 December 2021-2026, the Licensee shall fix those charges at the levels
best calculated to secure that, in each of those relevant-Regulatory Years, total
revenue at the Airport from such charges divided by the total number of
passengers using the Airport does not exceed the amount set in accordance
with the formula below:

DT A BR TDO

— K
@ e &Te T ™

where:

M, is the maximum revenue yield per passenger using the Airport in
Regulatory Year t expressed in pounds sterling;where;
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[CPI or RPI];_, is the percentage change (positive or negative) in the Office-for
National-Statistics {ONS) [details of price index] CHAW-Retail-Price-lndex
between April in year Regulatory Year t — 1 and April in Regulatory Year t —

2the immediately preceding April;
X = -1 5xx%;

B;_, is the bonus factor in Regulatory Year t, based on the Licensee's
performance in Regulatory Year t — 2, as defined in Condition C1.8;

Y:—1 Is the average revenue yield per passenger in Regulatery-Period-or
Regulatory Year t — 1, as defined in Condition C1.3;

D, is the cumulative development capex adjustment in Regulatory Year t, as
defined in Condition C1.9;

T; is the capital 'trigger’ factor in Regulatory Year t, as defined in
Condition C1.7;

Q. is the number of passengers using the Airport in Regulatory Year t;

o 4 I ht o |
lofined | it 12

BR; is the business rate revaluation factor in Regulatory Year t, as defined in
Condition C1.11;-and

TDO; is the Terminal Drop-off charge factor in Regulatory Year t, as defined
in Condition C1.12; and

K, is the per passenger correction factor in Regulatory Year t, as defined in
Condition C1.5.
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C1.3 Modify the text | Yr1: average revenue yield per passenger

and definitions to C1.3 Y,_, is the average revenue yield per passenger in Regulatory-Period-or
reflect the H7 period, Regulatory Year t — 1 calculated in accordance with the following formula:

to note that we have
yet to confirm if we Yi-1 = Yi—2(1 + [CPT or RPI]—; + X) + S¢—1

will use CPI or RPI, where:
and include allowable

health and safety
costs in the definition [CPI or RPI|,_, is the percentage change (positive or negative) in the ONS

of S¢_;. [details of price index] Retail-Price-tndex between thatpublished-with-respeet
te April in Regulatery-Period-or Regulatory Year t — 2 and April in Regulatory
Year t — 3-thatpublished-with-respectto-the-immediately preceding-ApHl,

X = ~1.5+/-[x]%

Y—Z—G—l—4-2022 = £22261xX. XX + 82_9_1_4,2022

S¢—, is the allowable security and/or health and safety cost per passenger in
Regulatory Year t — 1, as defined in Condition C1.4.

Cl.4 Modifications | S;—;: allowable security and/or health and safety cost per passenger Discussion on including

to include allowable Cl.4 S,_, is the allowable security and/or health and safety cost per passenger in allowable health and

health and safety Regulatery Period-or Regulatory Year t — 1 arising as a result of changes to safety costs In the S-
costs in the term and security and/or health and safety standards. Additional costs from such factor is in Chapter 1 of
to reflect tha_t the changes shall be in-seeurity-standards-are-considered-as positive values:- CAP22658
deadband will need Rreductions -cost-from-changes-in-security standards-are-considered from
to be changed such changes shall be as-negative values. This mechanism erh~applies only

when the expected cumulative cost ("EC") associated with changes to security

and/or health and safety standards are:

(a) above a cumulative £21;066,000 xx "deadband" figure; or
Docu
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CAP 2275 Chapter 1 Draft Licence modifications
(b) below a cumulative - £21,000,000 xx "deadband" figure
S¢—, is calculated in accordance with the following formulae expressed in
pounds sterling:
For each relevant RegulatoryPeriod-or Regulatory Year t — 1,-ir-the-case-that
. N e wit I I | :
If EC is a positive number, then: If EC is a negative number, then:
if: | ECeeq | > if: | ECe—q | >
£21;000,000 xx £21;000,000 xx
and | ECiey | > and | ECey | >
£21;000,000 xx £21;000,000 xx
then: Si—1 = 0.9C_4 then: Si—1 =0.9C_4
OR: OR:
if: | ECeeq | > if: | ECeq | >
£21;000,000 xx £21;000,000 xx
and | ECiey | < and |ECiey | <
£21;000,000 xx £21;000,000 xx
then: Sic1 = then: Sic1 =
(ECt—1+£21,600,000 XX) (ECy_1 +£21,600,600 XX)
"” TimeFactor x££ Q¢_q "7 TimeFactor x££ Q¢_4
OR: OR:
if: | EC,_, | < £21,000,000 xx | if: | EC,_, | < £21,000,000 xx
and | EC,_, | > £21,000,000 xx | and | EC_, | > £21,000,000 xx
then: Sicq = then Sicq1 =
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o (ECt—»—£21,600,000 xx) 1 o (ECt—»+£21,600,000 xx)
TimeFactor X&) Qg—q TimeFactor X€=) Qg—q
Otherwise: S;_; =0 Otherwise:S;_; =0
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HEC—1>£21,000,000
Than o o BCea+E21,000000)
reTT ut w7 +

where:

= Q._, is the number of passengers using the Airport in RegulatoryPeriod-of
Regulatory Year t — 1; and

= TimeFactor t* is a time variable, which is defined for each Regulatery-Period-orf
Regulatory Year in Table C.1 below:

Table C.1: Time Factor variable

Regulatory Year t

2022

2023

2024

2025

2026

TimeFactor t*

5

NESESEAE:
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20192026 13
2620 2

Where

= C,_, is the total allowable security and/or health and safety claim per

passenger using the Airport in Regulatery-Period-or Regulatory Year t — 1
(whether of a positive or negative value) expressed in pounds sterling, when

compared relative-to security costs per passenger in Regulatory Year t — 2 the
. iod:

= EC, is the expected cumulative security andfer health and safety claim ever

1-Aprit2014; in Regulatory Year t, peried which shall be calculated in
accordance with Table C.2 below:

Table C.2: Calculation of annualised allowable security and/or health and safety
costs (EC,)

[Changes to Table C2 are set out on page 51 below]
where:

= C, is the total allowable security and/or health and safety claim per passenger

using the Airport in Regulatery-Peried-or Regulatory Year t (whether of a
positive or negative value) expressed in pounds sterling, compared relative-to

security costs per passenger in Regulatory Year t — 1 the-previeus peried; and
= Q, bears the same meaning as in Condition C1.2.is-the-actyalrumber-of
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C1.5 modifications to
update the term to
remove redundant
terms and reflect
requirements in the
H7 price control.

K,: per passenger correction factor

Cl1l.5 K, isthe per passenger correction factor (whether positive or negative value) to
be made in Regulatery-Period-or Regulatory Year t, which is calculated as

follows:
Wherer——+=20150r 2016
2t
K 'RQ_‘GQQ‘MQ}{,l#'ITTE\Q
£ 9 " 100/
Where-t+# 2015 0r 2016
_Rea— (Qe-2M;—2) ( It—Z)Z
Ke = Q, 1+ 700
where:

R._, is total revenue from airport charges in respect of relevant air transport

services levied at the Airport in RegulatoryPeried-er Regulatory Year t — 2
expressed in pounds sterling;

Q. bears the same meaning as in Condition C1.2.is-passengers-usinrgthe
. . I iod | ;

M;_, is the maximum revenue yield per passenger using the Airport in
RegulatoryPeriod-or Regulatory Year t — 2 expressed in pounds sterling;

I;_, Is the appropriate interest rate for RegulatoryPeriod-er Regulatory
Year t — 2, which is equal to:

() the specified rate plus 3% where K, is positive; or

(i) the specified rate where K; is negative.
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In both cases K, takes no account of I, for this purpose.
C1.6 Inrelation to the Regulatery-Period-and the Regulatory Years 20145 2022 and
2023, the values of R;_,, Q:—», M;_, and I,_, shall be calculated by+eference-to
the-condittonsasto-atrport-charges-imposedinrelationto in accordance with
the price control conditions applicable to the Licensee in this licence as they
were in each of the Regulatory Years 2020 and 2021. N%pemunder—theﬂ%tpens
C1.6 Modifications to | T;: trigger factor Changes to the capital
clarlf_y the Cl1.7 T, is the trigger factor, which is a reduction change in the maximum revenue Incentive fr_amework are
requirements of the yield per passenger occurring when the Licensee has-not-achieved achieves fjlscussed in Chapter 12
term and. introduce a specific capital investment milestones associated with relevant projects earlier in CAP2265D
symmetrical or later than the milestone month in the Capital Investment Triggers Handbook.
arra_lngement for The factor shall be calculated as follows:
projects that are
completed early. Ty = Z TM; TF;¢
where:
For any specific trigger i, in Regulatery-Period-or Regulatory Year t:
TF;; is the number of months between the milestone month and the-earlierof
either:
(i) for projects completed later than the milestone month, the earlier of the
project completion date or the end of Regulatery-Period-or Regulatory
Year t Hp-iso-baosdmiiin-ot i 2004 T s postietosto-a-masdsli-of
9.;-or
Docu
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(i) for projects completed earlier than the milestone month, the later of the
project completion date or the start of Regulatory Year t,

and in either case TF;, shall bear a maximum value of 12.

TM;, is the trigger payment associated with each trigger in RegulateryPeriod
or Regulatory Year t;

where:

P_1

TM;; = MTP, ————
it '222.80[XX]

MTP, is the monthly trigger payment which is defined for each relevant project;
cndd

P._, is the value of the ONS [details of price index] SHAW Retai-Price-thdex in
April in Regulatery-Peried-er Regulatory Year t — 1;

The triggers, milestone month and monthly trigger payments shall bear the
same meaning as set-eut-in defined in the Q6 Capital Investment Triggers
Handbook and may be modified in accordance with the modification
processes set out in that handbook; and

[XX] is the average monthly ONS [details of price index] for January 2020 to
December 2020.

C1.8 Modifications to
reflect the change to
outcome based

B:2: bonus factor

C1.8 B;_,is the bonus factor based on performance achieved in respect of bonus
specified measures bmk of the Licensee's service quality measures, targets

These changes reflect
the move to outcome
based regulation

regulation and incentives scheme (MTI) service-gqualityrebates-and-bonuses scheme discussed in Chapter 14
{SQRB) as defined in Condition D1. The bonus factor shall be calculated in of CAP2265D and
accordance with Schedule 1 of this Licence. CAP2274.
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Cl9and C1.10 Dt: cumulative development capex adjustment These changes do not

Modifications to C1.9 D, is the cumulative development capex adjustment, which adjusts the change how the

clarify th.e adjustment maximum revenue yield per passenger in RegulateryPeriod-or Regulatory adjustment me.chanlsm
mechanism and Year t to account for cumulative changes in the revenue requirement works but provides

reflect th"’.‘t anew associated with development capex projects. D, shall be calculated in gre.at.e.r clarity to the
WACC will be set for accordance with Table C.3 below. definitions used.

the H7 price control. The WACC is

Table C.3: Cumulative development capex adjustment discussed in Chapter 9
[Table C.3 is set out on page 52 below] in

where:

WACC is the Weighted Average Cost of Capital which shall have a value of
5:35xx%;

d; is the annual development capex adjustment in Regulatory-Period-or
Regulatory Year t, as defined in Condition C1.10; and

P._, is the value of the ONS [details of price index] SHAW Retail-Price-thdex in
April in Regulatery-Peried-er Regulatory Year t — 1.

d;: annual development capex adjustment

C1.10 The annual development capex adjustment in Regulatery-Period-or Regulatory
Year t is an amount equal to the net difference between the development capex
allowance included in the ©6 H7 settlement and the total capex associated with
new core capex projects in RegulateryPeriod-or Regulatory Year t, and is to be
calculated as follows:

D
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where:

0, is the total capex in Regulatery-Period-or Regulatory Year t associated
with:

(i) all development capex projects that have transitioned through Gateway 3
to core capex project status after the Q6 H7 settlement either during or

before RegulatoryPeriod-er Regulatory Year t; in accordance with the
governance arrangements; and which

(iv) icludes the actual capital spending incurred during the development
stages of projects prior to transitioning through Gateway 3, irespective-of
whether including for projects that have not transitioned past Gateway 3

from-developmentto-core-as determined-through in accordance with the

governance arrangements;

V; is the development capex allowance in Regulatery-Period-or Regulatory
Year t; and

P._, is the value of the ONS [details of price index] SHAW Retal-Price-thrdex in
April in Regulatery-Peried-er Regulatory Year t — 1;

[XX] is the average monthly ONS [details of price index] for January 2020 to

December 2020.

C1.11 Modifications | BR;: business rate revaluation factor The relevant dates in

fo clarify the C1.11 BR, is the business rate revaluation factor in Regulatory-Period-or Regulatory | thiS Condition will need

adjustm(_ant Year t, calculated in accordance with the following formulae. to be revised to reflect

mechanism and — the date of the next

. Condition Value of BR; .

update it to reflect the revaluation.

H7 price control. If: t = 20xx; Then: BR; = 0'8[(ZZOXX) * (1 + [CPI or RPI]t_l) + Discussion of the
business rates is in
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Z20x)] Chapter 4 of CAP2265B
If: t=20xx; | Then: BR; = 0.8* Zypyy and Chapter 13 of
If: t = 20xx; Then: BR; = 0.8 * Zyoxx CAP2265D
If: t = 20xx; Then: BR; = 0.8 * Zyoxx
Otherwise: BR,=0
If: t=2018;
L e
L el
If +=2021:
Fher—BR, = 0:8 + Zagoy
where:
= [CPI or RPI],_, is the percentage change (positive or negative) in the ONS
[details of price index] CHAW-Retai-Price-lrdex between April in Regulatory
Period-or Regulatory Year t — 1 and April in Regulatory Year t — 2-the
. liatel ; "
= Z. Is the business rate forecast variance in RegulateryPeriod-or Regulatory
Year t, calculated in accordance with Table C.4 below:
Docu
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Table C.4: Business rate forecast variance

Period Regulatory Year t _
=
2015xx 0
2016xx 0
2017xx (U, — £136,900,000 xx) * P
t e [XX]222-80
P_q
—£
2018xx (U, — £136,900,000-xx) * X122
Py
2019xx (U, — £136,900,000 xx) * X222
Py
2020 Br—£136,900,000 )+ —c—
[XX]222-80
P
2021 H—L136:900:0000 =
[XX]222-80
Where:

U, is the regulatory allowance for business rates (that is £136,9606,600 xx in
202x4#, £136;800,000 xx in 202x48 to 20216) multiplied by the revaluation
impact.

P._; is the value of the ONS [details of price index] EHAW-Retail-Pricetndex in
April in Regulatery-Period-or Regulatory Year t — 1.

[XX] is the average monthly ONS [details of price index] for January 2020 to
December 2020
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C1.12 Modification to
remove this term
which is unlikely to
be used in the H7
price control period in
this form.

These modifications
may be made in the
proposed modification
for the 2022 holding
cap. If so, this
description will be
removed in our Final
Proposals.

New C1.12 and
C1.13 to introduce an
adjustment

TDO,: Terminal Drop-off charge
C1.12 TDO; is the Terminal Drop-off charge factor that:

(a) implements risk sharing; and

Discussion of the
Terminal Drop Off
charge is in Chapter 5

mechanism to allow of CAP2265B
for risks relating to (b) provides protection to the Licensee from the risk that a change to legislation
the new terminal drop prevents it from recovering revenue from Terminal Drop-off charges in
off charge. Regulatory Year t.
C1.13 TDO; equals to:
Ifw,=0 fw,=1
—0.65 X [0TDO, — FTDO,] —1.00 x [0TDO, — FTDO,]
where:
= QTDO; is the outturn revenue collected by the Licensee from Terminal Drop-off
Docu
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charges in Regulatory Year t;

= FTDO, is the forecast of the revenue that the Licensee will collect from
Terminal Drop-off charges in Regulatory Year t and is set out in the CAA’s
final decision setting the price control applicable to the Licensee for H7;

= w, = 1if a change to legislation comes into force in Regulatory Year t that
prevents the Licensee from recovering the full amount of FTDO,, and =0

otherwise.
C1.14 and C1.15 Commercial arrangements for-the-2020-and-2021-price-control-extension This change retains the
Modifications to the | 51 13 Nothingin-this Part-C-shall- prevent the Licensee-from-entering-into-any non-discrimination
commercial Commercial-Agreement: protections for any
arrangements airline that chooses not

C1.14 Nothing in this Part C shall prevent the Licensee from entering into any
Commercial Agreement. Where the Licensee enters into any Commercial

provisions to remove to enter into potential

references to a . commercial
N Agreement, the Licensee shall: )
specific agreement. arrangements with HAL.
does not unduly discriminate between airlines that are party to any such
Commercial Agreement and airlines that are not party to a Commercial
Agreement and shall make such arrangements available to all airlines using
the Airport;
Docu
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o 2020 s 200

C1.15 The Licensee’s ability to enter into agreements or other arrangements in
relation to any aspect of Airport Charges deseribed-in-Condition-S1-13 and the
obligations of the Licensee set out in Condition C1.14 are without prejudice to
Licensee’s obligations under Conditions C1.1 and C1.2, and the Airport
Charges Regulations 2011 (2011 No. 2491).

Cl.16

Modifications to
update and clarify
definitions, remove
redundant definitions
and add new
definitions as
relevant.

Definitions
C.1.15In this Condition C.1:

(a) allowable security and/or health and safety claim per passenger means

(b)

(€)

the annual equivalent of the increase or decrease in security and/or health
and safety costs at the Airport in the relevant Regulatery-Period-or
Regulatory Year which arise as a result of a change in required security
and/or health and safety standards at the Airport, where as-certified-by the
CAA agrees in writing that the relevant standard has been changed, divided

by the number of passengers using the Airport in that RegulatoryPeriod-or
Regulatory Year,;

average revenue yield per passenger means the revenue from airport
charges levied in respect of relevant air transport services in the relevant
RegulateryPeriod-or Regulatory Year, before any deduction of rebates
under the Measures, Targets and Incentives Service-QualityRebates-and
Benuses Scheme in Schedule 1 of this Licence, divided by the total number

of passengers using the Airport in the relevant RegulatoryPeriod-or
Regulatory Year,

business rate cost is the tax paid by the Licensee associated with the
Airport's land and property assets, as determined by the Valuation Office
Agency;,

Changes required to
give effect to the
modifications set out

above.

This list will be
renumbered as
required.
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(d)

(e)

(f)

(@)

(h)

the ©Q6-Capital Investment Triggers Handbook means the handbook
published by the Licensee in accordance with Condition F1.1(a) means-the
handbook in-existence-when-this-Licence-comes-into-forcehaving-been
agreed by the Licensee and the airlines. This handbook which contains
details of the triggers, milestone months and monthly trigger payments for
core capex projects and details of how future changes to those elements
can be made with the agreement of the Licensee and the airlines.

Commercial Agreement means any agreements or other arrangements
(as varied from time to time) entered into between the Licensee and airlines
in relation to any aspect of the Airport Charges that the Licensee levies in
respect of relevant air transport services for any relevant Regulatory Year
for2020-and-2021, including (but not limited to) the payment of rebates to
airlines in respect of those charges;

core capex project is any project that has passed Gateway 3, being taken
forward for implementation in accordance with the governance
arrangements;

development capex allowance is a capex allowance included in the Q6
H7 Regulatory Asset Base based on the sum of development capex project
P80 cost estimates as set out in the governance arrangements;

development capex project is any project under development that has not
passed Gateway 3 in accordance with the governance arrangements, but
for which an allowance has been included in the development capex
allowance;

I'II';g )
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() Gateway 3 has the meaning set out in the governance arrangements;

(k) the governance arrangements means the arrangements set out in the Q6
Capital Efficiency Handbook which-shall-be published by the Licensee by in
1 October 2014, and-updated in April 2015 and further updated as required
in accordance with Condition F1.1(a);

() ONS means the Office of National Statistics

(m) passenger using the Airport means a terminal-passenger joining or
leaving an aircraft at the Airport, including passengers who change from

one aircraft to another. A-passengerwho-changesirom-one-aireraftto

: ntarling :
(n) project completion date is the date when, in accordance with the

governance arrangements,-n-thejudgment-of-the-CAA the Licensee has

achieved the trigger criteria as defined for each project in the Capital

Investment Triggers Handbook threugh-the-governance-arrangements;

(o) relevant air transport services means air transport services carrying
passengers that join or leave an aircraft at the Airport, including air
transport services operated for the purpose of business or general aviation;

(p) revaluation impact is equal to one plus the difference between the actual
increase in rateable value measured as a percentage change and +9%,
(being the percentage increase assumed in the regulatory allowance)
occurring as a result of the rate revaluation undertaken by the Valuation
Office Agency in 20xx-+#. The actual change will be calculated by
multiplying the actual percentage increase in the Cumulo Rateable Value
due to the revaluation and the actual percentage increase in the national
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Uniform Business Rate.

() specified rate {from-2018-t6-2021) means the average of the three month
Treasury Bill Discount Rate (expressed as an annual percentage interest

rate) published by the UK Debt Management Office
(https://www.dmo.gov.uk/data/treasury-bills/tender-results/), during the

12 months from the beginning of May in Regulatory Year t — 2 to the end of
April in Regulatory Year t — 1.

Terminal Drop-off charge is a charge levied by the Licensee for allowing
vehicle access to the forecourt of a passenger terminal for a limited time.

()

Part C Condition C2 Charges for other services

C2.1 and new C2.2
and C2.3

Modifications to
clarify the process for
CAA intervention.

Cc21

C2.2

By 30-September2014-and-by 30 September in each subsegquentyear
Regulatory Year, the Licensee shall publish irferm-the-CAA-of the system

methodology it uses used-by-it to allocate the costs it incurs in the provision of
the Specified Facilities (“the cost allocation methodology”). Fhe-Licensee-shall

manamaeaen a a a ON v QM a a¥a a aValalV A AN\

The CAA may, by notice published no later than 15 November in any
Regulatory Year and following a reasonable period of consultation, require the
Licensee to amend the cost allocation system referred to in Condition C2.1 in
the manner, or to achieve the outcomes specified in the notice.

The current
requirement to make
changes is ambiguous.
The modification will
provide more clarity on
the process for
requiring these
changes.

Changes to Condition 2
are discussed in
Chapter 13 of
CAP2265D
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C2.3

Where the CAA has required the Licensee to amend the cost allocation system
under Condition C2.2, the Licensee must make the changes specified in the
notice before the start of the next Regulatory Year.

C2.2 (renumbered)

Modifications to
provide clarity and
better reflect the
current processes

C2.24 By 30-September2014-and-by 30 September in each subsegquentyear

C2.35

Regulatory Year, the Licensee shall provide to the CAA and users of the
Specified Facilities statements of the actual costs it has incurred and the
revenues it has generated in respect of each of the Specified Facilities for the
preceding Regulatory Year in a form, and to a sufficient degree of detail to
enable the CAA and users of the Specified Facilities to verify that the charges
that the Licensee proposes to apply to the Specified Activity are derived in
accordance with the proper application of the cost allocation methodology.

By 31 December in each year Regulatory Year, the Licensee shall provide to
the CAA and to users of the Specified Facilities, ertheirrepresentatives prior to
implementing any price-changes to the charges for the Specified Facilities, a
statement (“the pricing principles”):

(a) efconfirming the principles it shall use for calculating the charges it levies
for each Specified Facility, as set out in the governance arrangements
agreed by the Licensee and relevant users of the Specified Facility under
Condition F1.1(a); and

(b) setting out ineluding the assumptions and relevant cost information

in a form, and to a sufficient degree of detail to enable the CAA and users of the
Specified Facilities adeguate to verify that the charges derive-from-that the
Licensee proposes to apply to the Specified Facility are derived in accordance
with the proper application of the pricing principles.

Changes proposed to
add clarity to the
obligations, to better
reflect current
processes and to
provide clearer
requirements on
information provision.

C2.4 (renumbered)
Modifications to

C2.46

Where charges for the Specified Facilities are not established in relation to the
cost allocation methodology or the pricing principles, the Licensee shall provide

Changes proposed to
clarify this requirement.
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provide clarity and
better reflect the
current processes

to the CAA and to users of the Specified Facilities ertheirepresentatives a
statement of

(a) the reasons for using an alternative methodology and/or approach to
charging; and

(b) the methodology and principles that the Licensee has used to set those en
the basis of which the charges have been set

in a form, and to a sufficient degree of detail to enable the CAA and users

with-full-background-informationas-te understand the calculation of such

charges, including details of comparable charges for similar services

provided by the Licensee or other providers. -statements-ofany
comparables-used.

Modifications to

there is written agreement from the Licensee and the AOC on the nature of the

C2.5and C2.6 C2.57 Where, in respect of any relevant Regulatery-Period-or Regulatory Year {apart | Condition C2.7 reflects
(renumbered) from-the 2019, 2020-and- 2021 Regulatery - Years) actualthe revenue that the the process in the 5
Modifications to Licensee generates from fer any of the Specified Facilities differs from that the | years of the Q6 period.
provide clarity and forecast set by the CAA for the purposes of the price control review for the Condition C2.8 reflects
better reflect the period :-Aprit2014 1 January 2022 to 31 December 2018-2026 {as-specified-by | the process in the Q6+1
current processes the-CAA}, the Licensee shall provide to the CAA and to users of the Specified and iH7 periods.

Facilities ertheirrepresentatives detailed reasons for those differences.

C2.68 Where, in respect of the-2019,-2020-and-2021 any Regulatory Years, the actual

revenue that the Licensee generates from any of the Specified Facilities differs

from the aetyal revenue that the Licensee generated from that Specified Facility

in the preceding Regulatory Year, the Licensee shall provide to the CAA and to

users of the Specified Facilities erthelrepresentatives detailed reasons for

those differences.
New C2.9to C2.13 C2.9 The CAA may by notice modify this Condition C2 with immediate effect where This “self-modification”

mechanism mirrors that

D
.,sggﬁments
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