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INTRODUCTION
1. This is a written response of the Richmond Heathrow Campaign (RHC) to the CAA’s

consultation titled 'Economic Regulation of Heathrow Airport Limited: Policy Update and

Consultation on the Early Costs of Expansion, CAP 1871, December 2019'.

2. This consultation provides further information on costs Heathrow Airport Limited (HAL)
expects to incur in advance of obtaining a Development Consent Order (DCO) under the
Planning Act 2008 for the expansion of Heathrow airport. It outlines the approach to spending
on these early costs that the CAA consider is in the best interest of consumers and the
regulatory arrangements that should apply to this spending.

3. RHC represents three amenity groups in the London Borough of Richmond upon Thames: The
Richmond Society, The Friends of Richmond Green, and the Kew Society, which together have
over 2000 members. The members of our amenity groups are adversely affected by noise from
Heathrow Airport's flight paths, poor air quality and road and rail congestion in west London. 
We acknowledge Heathrow's contribution to the UK economy and seek constructive
engagement in pursuit of a better Heathrow. We are an active participant in the Heathrow
Community Noise Forum

4. Our premise is that it would be preferable to aim for a better Heathrow rather than bigger
Heathrow and to capitalise on the world beating advantage of London's five airports, in
particular by improving surface accessibility to all five airports, which would be a major benefit
to users. Our approach is to continue supporting the case for no new runways in the UK and
we believe this is well supported by the evidence produced by the Airports Commission and the
DfT in relation to the Airports National Policy Statement.

5. Over recent years we have undertaken extensive research on Heathrow and submitted a large
number of papers to the Airports Commission, the DfT, CAA and others - all of which can be
found at www.richmondheathrowcampaign.org

6. RHC has responded to nine CAA consultations on economic regulation - CAPs 1510, 1541 in
2017, CAPs 1610 and 1658 in 2018 and CAPs 1722, 1769, 1782, 1812 and 1832, in 2019.  The
responses and other material are on the RHC website.

7. On 27 February 2020 (the day before the response deadline for this consultation) the Appeal
Court handed down its decision that the Airports National Policy Statement (APNS) approved
by parliament in June 2018 is unlawful because it does not adequately take into account the
UK’s commitment to the Paris Agreement on Climate Change that requires signatories to
demonstrate how they will reduce carbon emissions. HAL have said they will appeal the
decision and will work with the Government to fix the issue and demonstrate how Heathrow’s
expansion will satisfy UK policy on climate change. The Government has said they will not
appeal the decision.
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8. It is too early to assess how HAL’s determination to add a 3rd runway will develop under the
new circumstances.  The Court’s decision must have reduced the chances of a 3rd runway and
seems likely to delay the DCO application and the first flight from a 3rd runway.  The climate
change ‘ceiling’ meanwhile is reducing almost by the day making it harder to justify aviation
growth. The expansion at Heathrow could be a major topic at The United Nations Climate
Change meeting in Glasgow in November 2020 (COP26).

9. This new situation is especially relevant to the current consultation, in that the risks of the
project not proceeding have increased and therefore so has the risk of there being higher Early
Category C costs due to the delay and the risk these will be stranded.  There surely is lost
political momentum for a 3rd runway at Heathrow and increasing evidence that the expansion
is an economic liability to the UK and financially unviable for HAL and its shareholders, not
least because of the increasing risk to demand from climate change.

10. A successful appeal by HAL may put the project back on track but it may take 3 to 6 months
to  determine the outcome of an appeal. Even if an appeal were successful, Heathrow will need
to demonstrate that its aviation carbon emissions can be sufficiently controlled to enable the UK
to meet its net zero carbon obligations by 2050.  The Committee on Climate Change has shown
how hard this will be.

11. Under the circumstances it would seem that the CAA’s proposals in the current consultation
and views of HAL and the airlines will need to be re-appraised. Rather than spend time on
uncertain outcomes, specific scenarios, and detailed regulatory processes we make some
comments on the CAA’s approach. 

Contact details:
Peter Willan, BSc Eng(Hons), MBA, ARSM, FCMA, FEI, HonRCM
Chair, Richmond Heathrow Campaign
action@richmondheathrowcampaign.org 

Continued/
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RICHMOND HEATHROW CAMPAIGN RESPONSE TO CAP 1871

Scarcity Rent

1. The CAA consistently states that additional runway capacity in the south east of England will
benefit air passengers and cargo owners. The timely delivery of more aviation capacity is
required to prevent future consumers experiencing higher airfares, reduced choice and lower
service quality. This is the scarcity rent argument.

2. The DfT’s estimates supporting the APNS projected passenger benefits of £67.6bn and airline
losses of £55bn (60 year NPV 2014 prices) - the idea being that the airlines can sustain these
losses. RHC takes an opposite view, as argued in our previous responses to the CAA and
mirrored by IAG and consultants PWC. We do not believe ticket prices will fall. For a start, the
airlines do not have long-term excess profits to absorb a reduction in prices when they have the
burden of the highest airport costs in the world and uncertain profits (e.g. as a  result of the
current coronovirus epidemic). They also have substantial fleet replacement costs if the CAA’s
targets on cleaner and less noisy engines are to bear fruit. Furthermore, consumers will need to
bear additional surface access costs and carbon costs. We believe HAL and the CAA are at
significant risk in assuming airline ticket prices will reduce with expansion and demand will
therefore increase, resulting in around £2bn of value for every year the project can be
accelerated. The £2bn is driven by the£67.6bn of passenger benefits and even were these to exist
the airline losses of £55bn should be deducted leaving a net £12bn (60 year NPV 2014 prices),
which on an annual basis is far less than £2bn of net benefit. 

Trade-off between the risk of stranded Early Category C costs and cost of expansion delay

3. The consequence of there being little or no scarcity rent is that there is no value in Heathrow’s
expansion to be traded-off with the risk of stranded Early Category C costs, as proposed by the
CAA. Delay has no cost in these circumstances, other things being equal.

4. We highlight our position on the lack of value in Heathrow’s expansion with two Annexes.
Annex 1 shows that there is absence of need for a 3rd runway and a 3rd runway harms the
aviation market and in turn UK air passengers and the UK economy.  The estimates are those
prepared by the Airports Commission for its Final report in 2015 and also used in support of
the APNS in 2018, wrongly in our view. Annex 1b shows the monetised value of Heathrow’s
expansion used to support the APNS. The net value ranges between minus 2.2bn and £3.3 bn. 
But the increased environmental costs and surface access costs since 2018 result in a substantial
negative economic value to the UK.

5. RHC’s conclusion is that every effort should be taken to minimise Early Category C costs which
HAL has substantially increased recently to £2.4bn (2014 prices).   If Heathrow wishes to spend
before the DCO permission then it should bear the risk of the costs not being passed on to
passengers and freight users (customers). If expansion were to proceed, then the Early Category
C costs still could be claimed shortly after the DCO permission. In both cases the costs would
feed through via depreciation of the RAB so the impact on ticket prices would be spread.

6. We realise that the CAA has put in place regulations for Category B costs amounting to £500
million (2014 prices), although potentially subject to change.  Our view is that these should be
disallowed until DCO permission is granted, if ever. 

    Continued/
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Figure 1 Airports Commission and HAL Master Plan (real 2014 prices), Interim Business
Plan (real 2018 prices)

Capital Costs (Capex)

 7. Unfortunately, the only detailed published financial information on capex dates back to the
Airports Commission’s assessment in 2015, which was used largely unchanged by the DfT in
support of the APNS in 2018. HAL’s Master Plan consultation in July 2019 contained little
financial information. The Interim Business Plan in December 2019 provides little more; capex
is detailed for two scenarios in 2018 money terms - one of which prioritises savings and the
other prioritises service. The best we can do is to compile a chart of capex as shown in Figure
1. The Airports Commission estimated the scheme capex in 2014 prices as £17.6bn; the
remaining expenditure in the chart is core and replacement expenditure and is in addition to the
scheme expenditure. 

 8. We understand from Heathrow’s proposed Master Plan that almost all terminal capacity will be
built after first flight from the NWR assumed to be in Q4 2026. It is difficult to reconcile this
with the Airports Commission’s capex profile that showed almost all the facilities being
completed by first flight; as Figure 1 shows, the Commission’s capex phasing is almost identical
to that of the proposed Master Plan, until later years. 

9. The Interim Business Plan capex is detailed between 2022 and 2035. As shown in Figure 1 it
appears to be understating the true capex by not including earlier years. 

10. The current consultation claims the capex is little changed and this may be so if pre-2022 costs
were to be included. If this is the case then the increase in Early Category C costs seemingly is
due to phasing rather than a cost increase overall.   But as we say above there is some confusion
as to what might be the true costs.  This needs to be remedied.

Annex 1   Impact of Heathrow’s 3rd runway compared to the Do Minimum Case

Annex 1b   Monetised value of Heathrow expansion
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ANNEX 1

Richmond Heathrow Campaign 

Impact of Heathrow’s 3
rd

 runway compared to the Do Minimum Case

The following DfT and CAA evidence collated by Richmond Heathrow Campaign does not support a 3rd runway
at Heathrow. There is absence of need for a 3rd runway and a 3rd runway harms the aviation market and in turn
UK air passengers and the UK economy.  

 a. Even without a 3rd runway, the number of passengers terminating their journey at Heathrow will grow by
55% to 89 mppa by 2050 from increased aircraft loads and reduced international-to-international transfers.
Heathrow is not full. 

b. Unsatisfied terminating passenger demand of 37 million passengers per annum (mppa) by 2050 is almost
all short-haul leisure, capable of being served many times over by UK spare capacity equivalent to 6
runways in 2050. Unused spare runway capacity in 2050 comprises (mppa):

i. London airports (Stansted 8, Luton 7), 
ii. Larger regional/national airports (Manchester 31, Newcastle 22, Liverpool 24, Bristol 19, Glasgow

18 and Edinburgh 10), 
iii. Other regional/nation airports (95 mppa).

A two-runway Heathrow and other capacity is well able to satisfy UK demand to 2050.

c. A 3rd runway results at the UK level in not a single additional long-haul or domestic business passenger
by 2050. The major economic benefit from additional business travel claimed by Heathrow, the Airports
Commission and the Government is absent. The beneficiaries of a 3

rd
 runway are international-to-

international transfer and UK resident leisure passengers. A 3
rd

 runway is of no benefit to Business

travel.

d. The 43 million passengers per annum (mppa) served by a 3rd runway is comprised of:
iv. 17 mppa cannibalised growth from other UK airports. Manchester loses 5 mppa, Birmingham 2 mppa

and smaller airports lose 10mppa by 2050.
v. 16 mppa international-to-international transfers of no economic value to the UK (see g below),
vi. Just 10 mppa additional mostly short-haul terminating passengers. These represent only 2.3% of UK

passengers by 2050 and can be served by other UK airports.
A 3rd runway harms the regional balance and is used inefficiently.

e. Heathrow’s 3rd runway expansion results in not a single additional destination from the UK. Heathrow’s
increased frequency of flights to already popular destinations is offset by loss of frequency at other UK
airports. UK connectivity is impaired by a 3

rd
 runway.

f. There is a turnover in destinations at Heathrow of around 10 (5%) a year. Opportunities for new beneficial
routes are available if needed. A two-runway Heathrow can serve new destinations.

g. 37% of Heathrow’s additional 3rd runway passengers are international-to-international (I-I) transfer
passengers but only 300,000 out of 24 million I-I transfers are on less viable or thin routes. I-I transfers do
not support otherwise unviable thin routes. They represent 94% of additional passengers on UK long-haul
routes, which is highly inefficient use of runway capacity. I-I transfers do provide income for the airlines
but the income would be preserved or increased by replacement with terminating passengers, for example
as in the two runway case. Heathrow’s hub value is a myth.

h. The UK Committee on Climate Change estimates the need for a cap of 368 mppa at the UK level by 2050
(cf 267 mppa in 2016), compared to the estimated 435 mppa served assuming a 3rd runway. This cap still
results in UK aviation’s 37.5 MTCO2e in 2050 which may be far too high if the UK is to achieve net zero
carbon.  If the speculative carbon abatement and carbon trading fail to bridge the gap, the necessary demand
management will have a substantial negative impact on the regional airports in the case of a 3rd runway,
as was demonstrated by the Airports Commission. The carbon risks to the UK and regional airports of

a 3
rd

 runway are considerable. 

Richmond Heathrow Campaign February 2020      www.richmondheathrowcampaign.org



ANNEX 1b

Monetised Impacts under DfT17 central, carbon traded forecasts NWR expansion

Present value, 60 years, £bn,
2014 prices

Lower net benefit Higher net benefit

Economic Benefits:

Passenger Benefits 67.6 67.6

Airline Losses -55.0 -55.0

    Net 12.6 12.6

Government Revenues 3.5 3.5

Wider Economic Benefits 1.8 3.1

    Total Economic Benefits 17.9 19.2

Environmental Costs:

Noise - 0.6 - 0.6

Air Quality - 0.15 - 0.15

Carbon - 1.0 - 1.0

   Total Environmental Costs - 1.7 - 1.7

Net Social Benefit NSB 16.2 17.5

Present Value Costs:

Scheme Costs - 14.9 - 12.9

Surface Access Costs - 3.4 - 1.4

      Present Value Cost PVC - 18.3 - 14.3

       Net benefit NSB-PVC - 2.2 3.3


