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Executive Summary 

Europe Economics is assessing the appropriate cost of capital for Dublin Airport for the Irish Aviation 

Authority’s 2026 Determination on airport charges. The 2026 Determination will set the maximum level of 

airport charges that daa may levy at Dublin Airport from 2027, which this report anticipates applying for a 

five-year regulatory period. The cost of capital is a key building block in the IAA’s price cap framework, as it 

determines the allowed return on the regulated asset base and therefore affects both Dublin Airport’s ability 

to finance efficient investment and the level of charges faced by airport users. 

We estimate Dublin Airport’s real pre-tax WACC for the 2027–2031 regulatory period at 4.56 per cent, 

with a range of 3.36 to 5.27 per cent. This estimate is based on a post-tax cost of equity of 6.98 per cent, a 

pre-tax cost of equity of 8.26 per cent, and a cost of debt of 0.85 per cent, combined using a notional gearing 

assumption of 50 per cent. The estimate is prepared on a real pre-tax basis, consistent with the IAA’s previous 

approach to Dublin Airport cost of capital determinations. The market data underlying our WACC estimates 

are cut off at February 2026. 

Table 1: Europe Economics’ estimate for the real cost of capital estimate  

  Lower bound Upper bound Point estimate 

Tax rate 15.5% 15.5% 15.5% 

Gearing 50% 50% 50% 

Risk-free rate 0.93% 1.04% 0.98% 

TMR 6.72% 7.10% 6.98% 

ERP 5.79% 6.06% 6.00% 

Asset beta 0.35 0.59 0.50 

Debt beta Nil Nil Nil 

Equity beta 0.70 1.18 1.00 

Cost of equity 4.98% 8.19% 6.98% 

Cost of equity (pre-tax) 5.90% 9.69% 8.26% 

Cost of new debt 2.18% 2.20% 2.19% 

Cost of embedded debt -0.39% -0.42% -0.40% 

Share of new debt 48% 48% 48% 

Cost of debt (pre-tax) 0.83% 0.85% 0.85% 

Aiming up Nil Nil Nil 

WACC (pre-tax) 3.36% 5.27% 4.56% 

Source: Europe Economics analysis, including use of LSEG Workspace data. 

Notes: WACC with no aiming up and no debt beta. Point estimates are best-estimates, not range midpoints. 
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1 Introduction 

This report sets out Europe Economics’ draft assessment of the appropriate cost of capital for Dublin Airport 

for the Irish Aviation Authority’s 2026 Determination on airport charges. The 2026 Determination will set 

the maximum level of airport charges that daa may levy at Dublin Airport from 2027, which this report 

anticipates applying for a five-year regulatory period. 

The cost of capital is a key building block in the IAA’s price cap framework. It represents the efficient rate of 

return required to remunerate providers of debt and equity capital for funding the regulated airport business. 

The estimate must therefore balance two objectives: enabling Dublin Airport to finance efficient investment 

in airport infrastructure, while protecting users from charges that would allow excessive returns. 

The report takes account of the IAA’s previous approach to estimating the cost of capital, including the 2019 

Determination and the 2022 Review Decision. It also takes account of the issues raised in the IAA’s 2025 

Issues Paper and stakeholder submissions in response to that paper, Dublin Airport’s Regulatory Proposition 

and associated materials produced on its behalf by Frontier Economics, and also submissions made on behalf 

of Aer Lingus and Ryanair.  

The remainder of this report sets out our methodology, evidence and recommendations for each component 

of the cost of capital. It then brings those components together into a recommended WACC range and point 

estimate for Dublin Airport. 

We briefly below summarise the methodological framework adopted, and we set out the structure of the 

remainder of the report. 

1.1 Overview of methodology  

This report uses the WACC-CAPM, i.e. Weighted Average Cost of Capital (WACC) and Capital Asset 

Pricing Model (CAPM), framework to derive a cost of capital estimate. We shall now briefly explain this 

framework.  

The cost of capital allowed by a regulator in setting price limits should reflect the opportunity cost of the 

funds invested in assets; it represents the rate of return that an investor would require in order to invest in 

a company, given its risk profile compared with other potential investments. It can also be thought of as the 

discount rate which an investor would use in evaluating the income stream to be expected from investing in 

the company. Two important points to grasp from this in what follows are that the WACC is, in principle  

A) “ex ante” — i.e. it is the rate of return that an investor would need to expect to achieve, not any measure 

of actually achieved returns; and 

B) “at the margin” — i.e. the expected return required in order to provide capital for new investment, not 

the rate of return required to be delivered on any past investment (e.g. in the existing regulated asset 

base). 

The weighted average cost of capital (WACC) the weighted average of the cost of equity and the cost of 

debt, with the weight being the proportions of equity and debt. Expressing this mathematically, the following 

formula is used:  

𝑊𝐴𝐶𝐶 = 𝑟𝐸

𝐸

𝐷 + 𝐸
+ 𝑟𝐷

𝐷

𝐷 + 𝐸
 [1] 
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where rE is the cost of equity, rD is the cost of debt, and E and D are the total values of equity and debt 

respectively used to determine the level of gearing in the company, so giving the relative weights between 

the cost of equity and debt finance.  

Cost of debt  

The cost of debt reflects the combination of interest rates that would be charged by banks to the company 

and the return paid by the company on any corporate bonds or other loan instruments issued. It is standard 

practice to think of this as being made up of a risk-free component and a company-specific risk premium.  

𝑟𝐷 =  𝑟𝑓 + 𝑑𝑒𝑏𝑡 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 [2] 

 

• rf is the return on a risk-free asset, usually proxied by a measure of the rate on medium to long-term 

government bonds.  

There are generally two main approaches for estimating the cost of debt.  

• Estimating the all-in cost of debt directly by analysing corporate bonds’ yields.  

• Estimating corporate bonds spread over the risk-free rate and expressing the cost of debt by its two 

identifying components, i.e. risk-free rate plus debt premium.  

For reasons we shall explain later, we shall here adopt the first approach.  

Cost of equity  

Under the WACC-CAPM approach the cost of equity, rE, is calculated using the capital asset pricing model 

(CAPM), applying the following equation:  

• 𝑟𝐸 = 𝑟𝑓 + 𝛽𝐸 ∗ 𝑀𝑅𝑃 

βE is the correlation between the risk in company returns and those of the market as a whole, which can 

be estimated from primary market data for listed companies, or by analysing the betas of comparators 

for companies which are not listed.  

• MRP is the market-risk premium over the risk-free rate, an economy-wide (or capital market-wide) 

parameter. Conceptually, the market includes all assets. In practice, however, it is generally assumed that 

a broad equity market-base index is a good proxy, since in developed markets the equity market alone 

can typically be used to span all risks (i.e. any relevant risk is either reflected in an equity or can be 

duplicated by some combination of equities). Thus, estimates of the equity risk premium are used as a 

proxy in estimating the MRP.  

Thus, in the standard CAPM there are three determinants of the expected return on any asset: the return 

on a riskless asset; the market premium over that riskless rate that is earned by investors as a whole, reflecting 

systematic risk; and the particular company’s exposure to systematic risk. As discussed further below, 

company specific risks do not enter the cost of capital in the CAPM model, as they can, by definition, be 

diversified away by investors.  

Approach to risks  

Under CAPM, risks are divided into two major categories:  

• systematic risks; and  

• specific risks.  

Systematic risks are risks that affect the whole market. Systematic risks relate to outcomes that cause the 

whole market to move, such as economic growth or recession, or wars. Even fully diversified investors are 

subject to systematic risk, and require compensation for bearing it, through the cost of capital. The amount 
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of compensation (the level of the cost of capital) they require from a particular company or a project depends 

on how exposed that company is to systematic risks.  

The specific risks affecting an individual firm are those risks that can be offset by investors diversifying their 

investments. These are not taken into account in CAPM because it is assumed that in an efficient capital 

market investors can protect themselves against such risks by holding a diversified portfolio. Thus, in CAPM, 

specific risks are assumed not to affect the rate of return to investors (i.e. because they can be diversified 

away) that the company has to cover through its cost of capital.  

If you consider an industry in which there is no systematic risk (and no industry-specific risk), but each of the 

companies in the industry faces company-specific risk CAPM predicts that the rate of return in this industry 

would be the risk-free rate. Since there is no systematic risk, an investor with equal shares in all the companies 

in the industry would be guaranteed to receive the risk-free rate every period — the company-specific risks 

taken that turned out badly in some companies would exactly balance those that turned out well in others 

(that is precisely what it means to say that there is no systematic risk).1  

1.2 Structure of the report 

The remainder of this report is organised into the following sections: 

• Gearing and tax rate 

• Risk-free rate 

• The Equity Risk Premium and Total Market Return  

• Beta and the cost of equity 

• Cost of debt 

• Aiming up 

• Overall WACC  

 
1  Note that industry-wide industry-specific risks can be diversified by investors, in an analogous way to that set out in 

the thought experiment above, through holding shares across industries.   
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2 Gearing and tax rate 

2.1 Gearing 

The gearing is the ratio of a company's debt to its total capital base (the sum of the value of its debt and 

equity). It is defined as net debt (𝐷) over enterprise value (𝐷 + 𝐸): Gearing = 𝐷 / (𝐷 + 𝐸). Gearing is a 

measure that shows the extent to which a firm's operations are funded by lenders versus shareholders.  

The gearing assumption used in the WACC is a notional regulatory assumption. It is not a forecast of Dublin 

Airport’s actual financing structure, nor does it require daa to finance the regulated airport business with 

that precise level of debt. Instead, it is used to estimate the allowed return for an efficiently financed notional 

airport operator. 

The choice of gearing is important in the WACC calculation in two ways. First, it determines the relative 

weight placed on the cost of debt and cost of equity. Second, it affects the conversion of equity betas into 

asset betas and from asset betas back into equity betas (the “delevering and relevering” process). 

It may seem intuitively as if a higher level of debt would reduce the cost of capital, as debt is usually cheaper 

than equity. But the Modigliani-Miller Theorem proves that this is incorrect. Instead, the cost of capital is 

determined by the systematic risks associated with the cash flows of the underlying assets. All that the capital 

structure does is to determine how those cash flows are carved up, after they are produced, between debt 

claimants and equity claimants upon them. Unless a change in the gearing changes the management of the 

underlying assets, or affects some leakage (such as tax), it cannot affect the cost of capital. 

2.1.1 Stakeholder proposals 

Frontier/daa 

Frontier proposes a 50 per cent notional gearing assumption, consistent with the long-running regulatory 

precedent for Dublin Airport. It notes that this assumption is below some airport regulatory precedents, 

such as Heathrow, but above some measures of actual gearing for listed airport comparators and Dublin 

Airport’s recent actual net debt to RAB ratio, which Frontier reports as ranging between 34 and 41 per cent.  

CEPA/ Aer Lingus 

CEPA proposes a 40 per cent notional gearing assumption. It argues that this is supported by comparator 

airport gearing evidence and Dublin Airport’s recent actual gearing, which Frontier reports as 34 to 41 per 

cent. CEPA also argues that 50 per cent could place pressure on credit metrics, and that if the IAA retains 

50 per cent for consistency, this should not be used to justify unwarranted financeability adjustments. 

Ryanair  

Ryanair does not propose a specific gearing figure, but argues that the notional gearing assumption should be 

set at the level that minimises Dublin Airport’s efficient cost of capital. It considers that airport users should 

not bear the cost of a suboptimal capital structure, and points to regulatory precedent where notional gearing 

is used to reflect an efficient financing structure.  

2.1.2 EE assessment 

The IAA has previously used a notional gearing assumption of 50 per cent for Dublin Airport. This was 

adopted in the 2014 Determination and retained in both the 2019 Determination and the 2022 Interim 
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Review. We consider that there is merit in maintaining this assumption unless there is a clear reason to 

depart from it (e.g. evidence that the previous notional gearing assumption was inconsistent with financeability 

or was sufficiently high that a notional regulated entity would face a material risk of bankruptcy, or that the 

notional figure was so much lower than the actual level that its use risked failing to expose practically relevant 

factors associated with the higher actual gearing). 

In this case we do not consider that there is a compelling basis for changing the notional gearing assumption. 

CEPA / Aer Lingus propose a lower notional gearing assumption of 40 per cent, noting that Dublin Airport’s 

recent actual gearing is in the 34 to 41 per cent range and that comparator airport gearing is generally below 

50 per cent. We recognise that a 40 per cent assumption is a reasonable alternative and that the choice 

between 40 and 50 per cent is not one on which we place strong weight. However, actual gearing is not so 

different from the 50 per cent notional assumption that it seems likely to be associated with a very different 

financing environment. The notional level does not appear so high that in itself it would be likely to threaten 

financeability (though we note that financeability analysis per se falls outside the scope of this report). We 

also note that the notional gearing assumption used for WACC purposes is separate from any financeability 

stress testing undertaken by the IAA. In particular, the IAA does not use the WACC notional gearing 

assumption mechanically when assessing financeability; that assessment is based on the credit metrics and 

financing assumptions relevant to the regulatory settlement. And regulatory precedent does not provide a 

clear basis for moving away from 50 per cent.  

Airport and wider infrastructure precedents include gearing assumptions both above and below this level, 

reflecting differences in sector risk, regulatory frameworks and financing structures. Accordingly, we retain 

the 50 per cent notional gearing assumption for our central WACC estimate. However, given that 40 per 

cent is also a reasonable alternative, we have also calculated the effect of using a 40 per cent notional gearing 

assumption. On that basis, the overall real pre-tax WACC range would be 3.56 to 5.48 per cent, with a point 

estimate of 4.76 per cent. We treat this as a sensitivity only, rather than as our central estimate. 

2.2 Tax rate 

Taxation represents a cost to a regulated company. How, and to what extent, such costs are reflected in a 

price or revenue cap varies between economic regulators. Some, such as the UK’s Ofwat, give companies 

explicit tax allowances in their charges, effectively treating taxation as an operating expense. Other regulators 

permit companies allowed returns on a pre-tax basis, effectively including an allowance for taxation in the 

return on capital. We note that this is similar to the case for inflation, with some regulators using a real 

WACC with an index-linked asset base, and others using a nominal WACC without asset base indexation. 

IAA’s practice has been to use a real pre-tax WACC.  

Given the tax shield resulting from the ability to deduct interest expenses from taxes, calculating a pre-tax 

WACC involves inflating the cost of equity by a value of one less the tax rate:  

WACCPre-Tax = 𝑔 ∗ r𝐷 + [(1 − 𝑔)/ (1 – t)] ∗ r𝐸 

where g is the level of gearing, t is the tax rate, rD is the pre-tax cost of debt and rE is the post-tax cost of 

equity.  

2.2.1 Stakeholder proposals 

Frontier / daa 

Frontier proposes using a blended effective tax rate rather than the 12.5 per cent statutory corporation tax 

rate used in previous IAA determinations. It states that, while most Dublin Airport activities are taxed at 

12.5 per cent, some revenue streams attract the higher 25 per cent rate. Frontier therefore estimates the 
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tax rate using Dublin Airport’s audited regulated entity accounts for 2023 and 2024, which give an average 

effective tax rate of 16.1 per cent. 

CEPA/ Aer Lingus 

CEPA does not propose a single point estimate for the tax rate. It notes that Frontier has used a 16.1 per 

cent effective tax rate, but considers that Dublin Airport has not clearly justified which revenue streams 

attract the higher rate or whether these relate to regulated activities. CEPA argues that the IAA should 

ensure the tax rate reflects Dublin Airport’s regulated activities only, rather than the wider daa group, and 

that the assumption should be forward-looking rather than based only on two historic years. CEPA therefore 

uses a tax rate range of 12.5 to 16.1 per cent. 

2.2.2 EE assessment 

In previous determinations, the IAA used the Irish statutory corporation tax rate of 12.5 per cent when 

calculating the pre-tax WACC. This remains the standard rate applicable to trading income in Ireland and has 

been the conventional reference point in previous IAA decisions. We also note that companies with annual 

turnover above €750 million may be subject to a 15 per cent minimum tax rate. 

For this review, however, we consider that a Dublin Airport-specific blended tax rate is more appropriate. 

Dublin Airport’s regulatory proposition submissions now indicate that not all regulated revenues are taxed 

at the standard 12.5 per cent trading rate. While most activities fall within that rate, some revenues associated 

with activities within the regulatory till are subject to the higher 25 per cent rate. As a result, the effective 

tax rate implied by the regulated entity accounts provides a more direct estimate of the tax rate relevant to 

Dublin Airport’s regulated business. 

On this basis, as advised by the IAA, we use a tax rate of 15.5 per cent in our central WACC calculation. 

This rate is based on the average of regulated entity accounts for 2023, 2024 and 2025 (thus being exclusive 

of broader daa group activities) and reflects the recent observed mix of activities within the regulated 

business. In our view, this is an appropriate basis for grossing up the post-tax cost of equity, as the purpose 

of the adjustment is to reflect the tax cost faced by the regulated business rather than the headline 

corporation tax rate in isolation. 

This approach assumes that the composition of activities for the notional efficient operator will not differ 

materially from Dublin Airport’s recent regulated business mix over the 2027–2031 period. To the extent 

that the mix of activities changes significantly, the effective tax rate could differ from 15.5 per cent. However, 

in the absence of clear evidence of such a change, we consider the recent regulated entity accounts to provide 

the best available evidence for the central tax assumption. 
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3 Risk-free rate 

The risk-free rate is the return that would be required to invest (for purely financial reasons) in an asset that 

bears no risk. In practice, no asset is perfectly risk-free, so regulators estimate the risk-free rate using market 

instruments that are considered to provide a close proxy. 

For the purposes of this assessment, the risk-free rate must be expressed in real terms, consistent with the 

wider real pre-tax WACC framework. This section sets out our assessment of the appropriate real risk-free 

rate for Dublin Airport. It is structured as follows: 

• We start by providing an overview of regulatory precedents. 

• We then summarise the stakeholder proposals on the risk-free rate. 

• We then discuss the methodological issues relevant to estimating the risk-free rate, including the choice 

of reference instruments and representative bond maturity. 

• We consider the inflation assumptions used to convert nominal yields into real terms. 

• We assess the role of forward rates in informing the risk-free rate. 

• We conclude by presenting our estimate on the appropriate real risk-free rate. 

3.1 Regulatory precedents  

The table below summarises recent Irish regulatory precedents on the risk-free rate. These precedents are 

not directly comparable to one another or to our current task, as they relate to different market data cut-

off dates, inflation assumptions and methodological choices. However, they provide useful context for the 

broad direction of regulatory practice. They also concern different sectors, but this is less relevant in that 

the risk-free rate is an economy-wide or capital market-wide parameter — not sector-specific. 

Table 3.1 Regulatory precedents on the risk-free rate in Ireland 

Regulator (year) Sector Range estimate Main evidence / approach 

CRU (2025)2 Electricity 0.5–0.6% 10-year German government index-linked bonds 

CRU (2023)3 Gas 0.0–0.2%  

IAA (2022)4 Airport 
-0.99% - 

-0.39% 

Six-month average of 10-year Irish and German 

government bond yields; forward rates. 

IAA (2019)5 Airport -1.12% - 0.10% 
10-year Irish and German government bond yields; 

forward rates. 
Source: Europe Economics analysis of regulatory determinations.  

Perhaps the clearest relevant message from the precedents is that they show a clear upwards trend, reflecting 

the change in the interest-rate environment since the IAA’s previous determinations. The 2019 and 2022 

aviation precedents were set during a period of very low, and in some cases negative, real yields. More recent 

Irish precedents point to a higher real risk-free rate, with the CRU’s 2025 electricity determination adopting 

a range of 0.5–0.6 per cent. 

 
2  Commission for Regulation of Utilities (2025), Price Review Six – Final Determination – Transmission Paper [link]. 
3  Commission for Regulation of Utilities (2023), Decision on October 2022 to September 2027 Transmission Revenue 

for Gas Networks Ireland [link]. 
4  Commission for Aviation Regulation (2022), Decision on an Interim Review of the 2019 Determination in relation 

to 2023–2026 [link] 
5  Commission for Aviation Regulation (2019), Determination on the Maximum Level of Airport Charges at Dublin 

Airport 2020–2024 [link] 

https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/CRU2025195_-_Price_Review_Six_-_Final_Determination_-_Transmission_Paper.pdf
https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/Decision_on_October_2022_to_September_2027_Transmission_Revenue_for_Gas_Networks_Irela.PDF
https://www.iaa.ie/docs/default-source/1c-economic-regulation/final-decision-on-the-maximum-levels-of-airport-charges-at-dublin-airport-2023-2026.pdf
https://www.iaa.ie/docs/default-source/car-documents/2019-determination/final-determination/2020-2024-determination.pdf
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The precedents also show differences in methodology. The IAA’s previous aviation determinations used both 

Irish and German government bond evidence and included forward-rate evidence. More recent CRU 

decisions have placed greater weight on German government bond evidence, reflecting its role as a low-risk 

euro-area benchmark. We consider these methodological choices in the sections below, including whether 

it remains appropriate to use a blended Irish/German benchmark and whether forward rates should continue 

to be used. 

3.2  Stakeholder proposals 

Frontier/daa 

Frontier proposed a real risk-free rate range of 1.31 to 1.83 per cent. It used Irish and German 10-year 

nominal government bond yields, consistent with previous IAA precedent. German bonds inform the lower 

end of the range, reflecting their role as a low-risk Euro area benchmark, while Irish bonds inform the upper 

end, reflecting Irish country-specific evidence relevant to Dublin Airport. 

Frontier used a 6-month averaging period, on the basis that longer historical averages may place weight on 

market conditions that are no longer representative following the shift to a higher interest-rate environment. 

It also applied a forward-rate uplift of 61 to 81 bps, based on implied 10-year Euro area government bond 

forward rates. The resulting nominal yields were then deflated using Frontier’s inflation assumption of 1.87 

per cent. 

CEPA/Aer Lingus 

CEPA proposed a real risk-free rate range of 0.57 to 0.72 per cent. It used German 10-year index-linked 

government bonds as its primary source of evidence, arguing that these provide a direct market estimate of 

the real risk-free rate. CEPA considered this approach to be supported by Germany’s strong credit quality, 

the depth of the German government bond market and the availability of reliable index-linked bond data. 

CEPA placed most weight on recent observed yields, including spot rates and trailing averages up to one 

year. It argued that these provide the best available evidence of the risk-free rate likely to apply over the 

forthcoming regulatory period, while older observations may reflect monetary and market conditions that 

are no longer representative. 

CEPA did not apply a forward-rate uplift. It argued that forward rates do not have better predictive power 

than current yields and may embed term premia, liquidity effects or other market distortions. 

Ryanair  

Ryanair proposed using the yield to maturity on 10-year German government bonds as the best proxy for 

the risk-free rate. It argued that German government bonds provide the closest Euro area proxy for a risk-

free asset, given Germany’s AAA credit rating, the depth and liquidity of the market, and the relatively low 

yield on German sovereign debt. 

Ryanair proposed using an averaging period of between two and five years, with a preference for a three-

year average. It argued that this would reduce the effect of outlier events and temporary spikes in borrowing 

costs, while better reflecting investors’ longer-term perceptions of risk. Ryanair also considered that Irish 

CPI should be used when converting nominal yields into real terms, given that the price cap is indexed to 

Irish CPI. 

Ryanair agreed with our view that forward rates should not be included, on the basis that they generally have 

poor predictive power.  
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3.3 Methodological discussions 

By definition, a risk-free asset is an asset that bears no risk (e.g. no credit or default risk, no currency risk, 

no inflation risk and no reinvestment risk). Therefore the rate of return on a risk-free asset reflects, partially 

but not exclusively, economic agents’ impatience, i.e. how much agents would rather have things today than 

tomorrow. However, the risk-free rate is not simply the return any one individual would require to hold a 

risk-free asset. Rather, it is the return that would be available from such an asset. As such, (a) it reflects 

collective tastes, rather than those of any individual — the “taste” of the Market; and (b) it reflects an (albeit 

notional) equilibrium condition. In standard long-term economic growth models, such as the Ramsey-Cass- 

Koopmans model, a key equilibrium condition is that (absent population growth) the sustainable growth rate 

of the economy is a function of the risk-free rate. Indeed, in corporate finance theory the risk-free rate of 

return is sometimes viewed as arising from the sustainable growth rate (i.e. causality runs from the sustainable 

growth rate to the risk-free rate). 

It is clear from the discussion above that, in principle, the risk–free asset is an underlying theoretical concept 

— a parameter of the economy — rather than the return on any particular actual asset. In regulatory analysis, 

risk free-rate estimates are typically carried out using the returns on assets that are believed to constitute a 

good proxy of a riskless asset as a reference point. Government bonds have typically been used as 

benchmarks for such exercise (though sometimes highly-rated corporate bonds have been used as an 

alternative, particularly in jurisdictions where the government is believed as having some default risk). 

As well as the type of bond (e.g. government bond), there is also a methodological choice regarding maturity. 

We shall discuss this next.  

3.3.1 The representative bond maturity  

There are various considerations typically needed when deciding the maturity of the representative bond. 

For example, while it is understood that bonds with shorter maturity carry less risk, it is also recognised that 

these are more volatile (fluctuating according to expected market evolution over that shorter period). Bonds 

with long maturities can also have problems as these can bear more risk and may be traded less (which leads 

to an additional premium) or may be bought by economic agents themselves subject to regulatory 

requirements (e.g. pension funds or banks) rather than purchased for return motivations. 

In regulatory analysis, the tendency has been that when regulatory periods are longer (e.g. 8 years) and/or 

assets are longer-lived (e.g. 15 years), the maturity period chosen tends to be longer, whilst when regulatory 

periods are shorter (e.g. 3 years) and assets are shorter-lived (e.g. perhaps only 5 years) then regulatorily-

chosen maturities tend to be shorter. 

For this report, the compromise chosen has been the most conventional one of using bonds with a 10 year 

maturity. This is the method used by the IAA in previous determinations and is in line with the approach 

used by most Irish regulators, including the CRU. 

3.3.2 The representative bond 

In the 2019 and 2022 determinations, the IAA estimated the risk-free rate using evidence from Irish and 

German government bond yields. We propose to retain this broad approach for the 2026 Determination, 

using Irish and German government bonds as the primary reference instruments for the risk-free rate. 

Irish government bonds are directly relevant because Dublin Airport is an Irish regulated asset. This is also 

consistent with the Thessaloniki Forum’s recommendation that airport regulators should have regard to 

government bonds issued by the Member State in which the airport is located. On that basis, Irish sovereign 

yields provide useful evidence of the return available on low-risk euro-denominated assets in the jurisdiction 

relevant to Dublin Airport. 
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We recognise that an alternative approach would be to place primary, or exclusive, weight on German 

government bonds as a proxy for a Eurozone-wide risk-free rate.6 There is certainly Irish regulatory 

precedent for placing some weight upon German bonds. For example, other Irish regulators, including the 

CRU, have done so, reflecting the view that German sovereign yields provide a particularly low-risk and liquid 

euro-area benchmark. We give specific consideration to this option in Section 3.6. 

However, for Dublin Airport, our preferred approach is to retain a blended Irish/German benchmark. A 

blended approach gives weight to both the Irish context of the regulated asset, and the wider euro-area 

capital market in which investors assess returns, but a market that is not perfectly integrated. 

3.4 Inflation 

Since our estimate is for a pre-tax real WACC, we estimate the appropriate real risk-free rate. Our approach 

to estimating the appropriate real risk-free is to estimate separately the nominal risk-free rate and inflation: 

(1 + r) = (1 + i) / (1 + 𝜋) 

where i is the nominal interest rate, r is the real interest rate, and π is the rate of inflation. 

Relevant evidence includes the following. 

• We retain the IAA’s previous broad approach to estimating inflation expectations, using both survey-

based and market-implied evidence. First, we use the ECB Survey of Professional Forecasters.7 The ECB’s 

longer-term inflation expectation series, measured five years ahead, has been stable at 2.0 per cent for 

the last ten quarters. This provides a clear survey-based anchor for euro-area inflation expectations. 

• Second, we consider market-implied inflation evidence from German inflation-linked government bonds. 

This provides a market-based measure of euro-area inflation expectations, derived from the difference 

between nominal German government bond yields and the yields on comparable inflation-linked bonds. 

We consider this a useful complement to survey evidence, as it reflects prices observed in financial 

markets rather than the views of surveyed forecasters. However, we do not rely on it in isolation, as 

inflation-linked bond yields may also be affected by liquidity conditions and other market-specific factors. 

Over the last twelve months, this evidence has been relatively stable, ranging between around 1.80 and 

1.90 per cent, as shown in the figure below. This supports the view that market-implied longer-term 

inflation expectations remain close to, but slightly below, 2.0 per cent — in line with the ECB objective 

of keeping inflation below 2 per cent. 

 
6  In Footnote 11,  we consider, as a cross-check, a measure of Eurozone risk-free rates based on a weighted 

combination of the government bond yields in the countries we use as the basis of our Eurozone TMR estimate.  
7  ECB (2026) “HICP Inflation forecasts” [online] 

https://www.ecb.europa.eu/stats/ecb_surveys/survey_of_professional_forecasters/html/table_hist_hicp.en.html
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Figure 3.1: Market-implied inflation from German inflation-linked government bonds 

 

Source: Europe Economics analysis of LSEG Workspace data. 

Reflecting the above evidence, we adopt an inflation assumption of 1.9 per cent. This gives weight to the 

German inflation-linked bond evidence, while also recognising the stability of the ECB survey evidence and 

the ECB’s medium-term inflation objective. 

3.5 Forward rates 

In the 2019 and 2022 determinations, the IAA considered forward-rate evidence when estimating the risk-

free rate. There was a clearer rationale for doing so in the interest-rate environment prevailing at the time. 

Spot yields were exceptionally low and had been so for many years, and there was some uncertainty as to 

how long that might last in 2019, whilst in 2022 the process of adjustment out of the Great Stagnation era of 

extraordinarily low (in some cases negative) rates was well underway and it was unclear where the new 

equilibrium might be. With this uncertainty, a forward-rate adjustment could be viewed as a way of allowing 

for market views on expected normalisation in rates over the regulatory period.  

We do not consider that the same rationale applies for the 2026 Determination. Interest rates have risen 

materially since 2022 but now been much more stable for nearly three years. The question now is therefore 

whether forward rates provide reliable additional evidence on the path of future rates in a period of stability. 

In our view, they do not. 

This is supported by the evidence shown in Figure 3.2. The chart compares the change in spot rates implied 

by short-term forward rates with the change that subsequently occurred in practice.8 It shows that forward 

rates have often been a poor guide to realised movements in spot rates. For example, during parts of the 

mid-2010s, forward rates implied decrease in yields, while actual spot rates subsequently rose — thus forward 

rates do not even provide a reliable signal as to the sign of future changes in rates, let alone to how much 

they might change. More recently, forward rates over estimated the scale and timing of the sharp increase in 

rates that followed the inflation shock and tightening of monetary policy. 

 
8  A three-year horizon is used as it broadly aligns with the midpoint of the 2027–2031 determination period from the 

date of analysis. 
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Figure 3.2: Forward-implied and realised changes in spot rates (c.3-year) 

 

Source: Europe Economics analysis of ECB data. 

This conclusion is also consistent with recent regulatory practice. The recent UK’s Competition Market 

Authority (CMA) Water PR24 redeterminations did not apply a forward-rate adjustment, reflecting evidence 

that forward rates had performed poorly as predictors of gilt yields.9 UKRN guidance similarly recommends 

estimating the risk-free rate using recent market yields, rather than applying a forward-rate adjustment.10 On 

this basis, we do not propose to use forward rates in our risk-free rate estimate.  

3.6 Estimate of the risk-free rate 

Based on the methodological assessment above, we estimate the real risk-free rate using long-dated Irish and 

German government bond yields, converted into real terms using our inflation assumption of 1.9 per cent. 

We do not apply a forward-rate adjustment. 

The figure shows the evolution of 10-year Irish and German government bond yields since 2021. Both series 

were very low at the start of the period, with German yields still negative and Irish yields close to zero. Yields 

then increased sharply through 2022 and 2023 as inflation rose and monetary policy tightened across the 

euro area. Since then, yields have fluctuated within a narrower range. Over the last twelve months in 

particular, both Irish and German yields have been relatively stable, remaining close to current spot levels. 

The chart also shows that the spread between Irish and German yields has narrowed recently. This is relevant 

to the alternative approach discussed above of placing weight only on German government bonds. While we 

do not consider a German-only approach to be preferable for Dublin Airport, the recent narrowing of the 

Irish-German spread means that the difference between a German-only estimate and our blended estimate 

would, anyway, currently be of little materiality. 

 
9  CMA (2025), Water PR24 References. Final Determinations Volume 4: Allowed return - chapter 7” 7.188 [online] 
10  UKRN (2023) “UKRN guidance on methodology for setting cost of capital” [online] 

https://assets.publishing.service.gov.uk/media/69c512e423fcbcd838a6f722/Final_decision_volume_4.pdf
https://ukrn.org.uk/app/uploads/2023/03/CoC-guidance_22.03.23.pdf
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Figure 3.3: 10-year Irish and German government bond yields 

 
Source: Europe Economics analysis of LSEG Workspace data. 

The table summarises the nominal yield evidence. In principle, we prefer the use of close-to-spot estimates, 

as reflecting the most up-to-date market evidence. We take account of slightly longer periods as well, to gain 

a sense of whether very short-term spot estimates might exhibit some eccentric, perhaps temporary, 

movement the enduring nature or otherwise of which we would then need to assess. Hence in the table 

below we set out spot yields and averages over one month, three months, six months and twelve months. 

As we can see there, the recent spot estimates are very close to averages over slightly longer periods. 

Table 3.2: Nominal risk-free rate (%) 

 Spot 1-month 3-month 6-month 12-month 

Ireland 2.92 2.96 2.96 2.94 2.92 

Germany 2.85 2.85 2.80 2.74 2.67 

Spread 0.08 0.11 0.16 0.20 0.25 

Average 2.88 2.90 2.88 2.84 2.79 

Source: Europe Economics analysis of LSEG Workspace data. 

We place most weight on the one-month average, as this provides a practical balance between reflecting 

current market conditions and smoothing day-to-day volatility. On this basis, we use the one-month average 

German yield of 2.85 per cent as the lower bound and the one-month average Irish yield of 2.96 per cent as 

the upper bound. This produces a nominal point estimate of 2.90 per cent, based on the midpoint of the two 

yields. We then convert the nominal range and point estimate into real terms using our inflation assumption 

of 1.9 per cent. 
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Table 3.3: Real risk-free rate estimate (%) 

 Lower bound Upper bound Point estimate 

Nominal risk-free rate 2.85 2.96 2.90 

Inflation expectation 1.90 1.90 1.90 

Real risk-free rate 0.93 1.04 0.98 

Source: Europe Economics analysis of LSEG Workspace data. 

On this basis, we propose a real risk-free rate range of 0.9311 to 1.04 per cent, with a point estimate of 0.98 

per cent.  

 
11  If the risk-free rate were calculated using the weighted average of the same Eurozone countries used in the TMR 

calculation (see section 4.3.4), the lower-bound estimate would be 1.26 per cent, compared with 0.93 per cent based 

on the German government bond yield. 
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4 The Equity Risk Premium and Total 

Market Return 

In CAPM, the equity risk premium (ERP) is the additional expected return investors in equities demand above 

the risk-free rate. Investors require an additional expected return over the risk-free rate because equities 

are riskier than a risk-free asset. The ERP represents the mean level of additional expected return over the 

risk-free rate that investors need to bear equity risk. The sum of the risk-free rate and ERP constitutes the 

total market return (TMR). This section is structured as follows: 

• We start by providing an overview of regulatory precedents on the ERP and the TMR. 

• We then summarise the stakeholder proposals on the ERP and the TMR. 

• We then then provide estimates of the ERP and TMR for Ireland. 

• We conclude by providing our recommendations on the appropriate ERP and real TMR values for Ireland. 

4.1 Regulatory precedents on the TMR and ERP in Ireland 

Recent Irish regulatory precedents on the Total Market Return and Equity Risk Premium have been in the 

range of 5.70 – 6.90 per cent for the TMR and 4.30 – 7.41 per cent for the ERP. More recent precedents are 

somewhat more concentrated, with TMR estimates generally in the mid-6 per cent range and ERP estimates 

generally between 5.65 per cent and 7.27 per cent.  

Table 4.1 Regulatory precedents on the TMR and ERP in Ireland 

Regulator Subject Year TMR ERP 

CRU12 Electricity 2025 6.40–6.80% 5.65–6.05% 

CRU13 Gas 2023 6.40–6.70% 6.20–6.70% 

IAA14 Airport 2022 5.70–6.81% 6.15–7.26% 

ComReg15 
Fixed line, telecom and 

broadcasting 
2020 6.70% 4.30–4.75% 

IAA16 Airport 2019 5.96–6.80% 6.57–7.41% 

Source: Europe Economics analysis of regulatory determinations.  

IAA’s airport decisions have applied a TMR-led approach, combining long-run historical equity return 

evidence with forward-looking DDM evidence, and deriving the ERP as the difference between the TMR and 

the risk-free rate. Other Irish regulators, including CRU and ComReg, have also relied heavily on long-run 

historical return evidence, typically using Irish, European, Eurozone or Eurozone+ data, with some decisions 

distinguishing between historical ex-post and ex-ante evidence. Overall, the precedent suggests a relatively 

 
12  Commission for Regulation of Utilities (2025), Price Review Six – Final Determination – Transmission Paper [link]. 
13  Commission for Regulation of Utilities (2023), Decision on October 2022 to September 2027 Transmission Revenue 

for Gas Networks Ireland [link]. 
14  Commission for Aviation Regulation (2022), Decision on an Interim Review of the 2019 Determination in relation 

to 2023–2026 [link] 
15  Commission for Communications Regulation (2020), WACC Parameters Report 2020 [link]. 
16  Commission for Aviation Regulation (2019), Determination on the Maximum Level of Airport Charges at Dublin 

Airport 2020–2024 [link] 

https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/CRU2025195_-_Price_Review_Six_-_Final_Determination_-_Transmission_Paper.pdf
https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/Decision_on_October_2022_to_September_2027_Transmission_Revenue_for_Gas_Networks_Irela.PDF
https://www.iaa.ie/docs/default-source/1c-economic-regulation/final-decision-on-the-maximum-levels-of-airport-charges-at-dublin-airport-2023-2026.pdf
https://www.comreg.ie/media/2020/10/ComReg-2096a.pdf
https://www.iaa.ie/docs/default-source/car-documents/2019-determination/final-determination/2020-2024-determination.pdf
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stable view of the TMR, while ERP estimates vary more materially depending on the contemporaneous risk-

free rate and the specific methodology adopted. 

4.2 Stakeholder proposals 

Frontier/daa 

Frontier proposed a real TMR range of 6.50 to 6.90 per cent. It applied a stable TMR approach, under which 

the ERP is calculated as the difference between the TMR and the risk-free rate. 

Frontier placed weight on long-run historical evidence from the 2025 DMS dataset, using arithmetic mean 

real equity returns over the period 1900 to 2024. It focused on Irish and Eurozone evidence, consistent with 

previous IAA precedent and recent Irish regulatory precedent. For the European evidence, Frontier used the 

ten Eurozone countries in the DMS dataset rather than the wider composite Europe series, on the basis that 

the wider series includes non-Eurozone markets that are less relevant to Dublin Airport. 

Frontier also considered that forward-looking dividend growth model evidence can be useful in principle, but 

raised concerns with the DGM evidence previously used by the IAA. These included the use of a single-stage 

model, reliance on GDP growth as a proxy for dividend growth, low-frequency data, a narrow index and 

unclear treatment of share buybacks. 

Based on Frontier’s TMR and risk-free rate assumptions, the resulting ERP range is 5.07 to 5.19 per cent. 

CEPA/Aer Lingus 

CEPA proposed a real TMR range of 6.40 to 6.90 per cent. It agreed that a stable TMR approach is an 

appropriate basis for estimating the ERP, and that long-run DMS evidence is relevant. 

CEPA placed weight on Irish and wider European evidence, reflecting the integration of European capital 

markets. Its analysis considered Ireland, Eurozone and wider Eurozone+ evidence using the 2026 DMS 

dataset. It also considered three types of evidence: 

• ex-post one-year arithmetic mean evidence, which points to a range of around 6.7 to 7.1 per cent; 

• ex-post ten-year arithmetic mean evidence, which sits lower, at around 6.1 to 6.5 per cent; and 

• ex-ante evidence, based on a Fama-French dividend growth model approach, which CEPA used to exclude 

non-repeatable elements of historical returns, such as unexpected price-to-dividend ratio expansion. 

CEPA considered this evidence to be more consistent with a range of around 6.5 to 6.9 per cent. 

CEPA argued that the ten-year arithmetic mean evidence and the ex-ante evidence support a downward 

adjustment to the one-year arithmetic mean range. It therefore reduced the range by 20 bps, resulting in a 

final TMR range of 6.40 to 6.90 per cent. 

CEPA also did not rely on a forward-looking market DDM, noting that such models can be sensitive to 

modelling assumptions. Based on CEPA’s TMR and risk-free rate assumptions, the resulting ERP range is 5.83 

to 6.18 per cent. 

Ryanair  

Ryanair supported a TMR-led approach, but proposed using Euro area evidence based on geometric average 

returns. It argued that European capital markets are highly integrated, and that a Euro area-wide measure is 

therefore more appropriate than relying on Ireland-specific evidence. 

Ryanair disagreed with placing weight on one-year arithmetic mean returns. It argued that this implicitly 

assumes a one-year holding period, which it does not consider consistent with the long-term nature of airport 

investment or infrastructure ownership. In Ryanair’s view, geometric average returns better reflect the 

returns earned by investors over time. 
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Ryanair also suggested that, if the IAA does not rely solely on geometric averages, it should consider a hybrid 

approach, such as placing weight on both arithmetic and geometric averages, or using an arithmetic mean 

with a longer assumed holding period. It also suggested that the IAA should consider excluding apparent 

outliers from the Euro area dataset (such as Austria).  

4.3 The ERP and the TMR for Ireland 

4.3.1 Long-run historical evidence 

Our primary evidence on the TMR comes from long-run historical equity market returns. This is because the 

CAPM is concerned with expected returns, which cannot be observed directly. We need to obtain a mean 

of a distribution of the potential outcomes for the market as a whole that investors embody in their 

investment decisions. There are many potential scenarios — infinitely many, each associated with its own 

investment returns. To create a proxy distribution of these possible future outcomes and the returns in 

them, we can use the historic data as representing a set of possible future worlds and returns in each of 

them. 

This use of historical data to proxy for possible future worlds requires a sufficiently long period of historical 

data on equity returns. By definition, these are the risky outcomes. So realised outcomes in any one year are 

highly unlikely to reflect the average expected return. Even for a small number of years, such as ten, average 

returns are very unlikely to accurately reflect the full range of possibilities and the mean return across them. 

Relying on a short sample would therefore have a high risk of giving a misleading estimate of the return 

investors expect over the long term. 

For this reason, regulatory estimates of the TMR and ERP typically place significant weight on very long-run 

historical evidence, often covering more than 100 years. A long sample is more likely to capture a broad 

range of possible future market conditions, including periods of growth, recession, inflation, financial stress 

and recovery. This helps distinguish the underlying expected return from short-term market noise. 

In using this evidence, we also consider the relevant geographic basis. Evidence from a single market may not 

be representative, particularly where that market has performed unusually strongly or weakly over the 

period. The work of Dimson, Marsh and Staunton is useful in this regard because it provides long-run evidence 

across a wide range of countries, rather than relying only on US market returns. 

For Ireland, we consider both Irish historical equity market evidence and wider European or Euro area 

evidence. This reflects the fact that Ireland is a small, open economy, and investors in Dublin Airport are 

likely to be internationally diversified. We therefore do not rely mechanically on a single country series, but 

use the long-run evidence to form a balanced estimate of the real TMR. 

We also note that it can sometimes be appropriate to adjust historic data to make it a more accurate 

representation of future possibilities and this has been done in the past in Irish regulatory determinations, 

under our advice, and is similar in spirit to CEPA’s use of ex-ante estimates as a cross-check on the long-run 

DMS evidence. Such adjustments may be relevant where there is a clear reason to believe that future 

conditions will differ materially from the long-run historical sample, as was arguably the case in the period of, 

and in the few years after, the Global Financial Crisis. However, such adjustments introduce additional 

judgement about which elements of historical returns were unexpected and should be removed. On this 

occasion, however, we believe that financial and economic conditions have normalised sufficiently that it is 

more appropriate to take the Irish and “Eurozone” data at face value and apply them without adjustment. 
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4.3.2 Estimating the ERP using the TMR approach 

We estimate the ERP using a Total Market Return (TMR) approach. Under this approach, we first estimate 

the expected return investors require from the equity market as a whole. The ERP is then calculated by 

deducting the risk-free rate from that market return. 

4.3.3 Arithmetic average or Geometric average 

When using historical equity market evidence, it is necessary to decide whether to use arithmetic or 

geometric averages. Both approaches are used in discussions of the TMR and ERP, but they measure different 

things. The TMR measures the return expected by the marginal investor from holding a diversified portfolio 

of securities. In practice, regulators usually use a broad equity market index as a proxy for this diversified 

market portfolio. The ERP is the difference between the expected TMR and the risk-free rate. It represents 

the additional compensation investors require for holding the market portfolio rather than a risk-free asset.  

Under our approach, using historic data as a proxy distribution for investor expectations about future 

outcomes, the correct averaging approach is clear and unambiguous: the expected value of the distribution 

is the arithmetic mean. Thus, we want the arithmetic mean of the historic data. To put the point slightly 

differently, we are using the historic data on a pooled or cross-sectional basis, not as a time series. There is 

thus no relevance to the “geometric mean”, which is actually the compound average growth rate over the 

historic data period (and by definition lower than the arithmetic mean unless the return were identical in 

every year). 

The only context in which geometric means would be relevant under our thought experiment would be if 

investor holding periods were extended — i.e. if marginal investors in the relevant classes of financial assets 

were unable to trade into and out of them continuously, but instead faced obligations to hold assets for 

extended periods or gained financially by doing so. We see no strong reason to believe hypothetical investors 

in daa equities would be in that situation.  

CEPA places some weight on 10-year arithmetic mean estimates, while Ryanair argues for geometric averages 

or a hybrid approach on the basis that airport investment is long term. We recognise the point that airport 

assets are long-lived, but this does not alter the relevant CAPM question. The TMR is intended to capture 

the expected return required by the marginal investor in the market portfolio. In liquid equity markets, that 

investor is not constrained to hold the asset for a fixed multi-year period. The relevant measure is therefore 

the expected one-period return, which is measured by the arithmetic mean of possible one-period outcomes. 

Accordingly, we focus on the one-year arithmetic mean return. 

4.3.4 Our estimate of the TMR 

Our historic data is drawn from the well-known “DMS” estimates sourced from the UBS Global Investment 

Returns Yearbook. The table below shows the latest long-run estimates, based on data from 1900 to 2025.17 

 
17  This updates the 1900–2024 evidence used in Frontier’s report. The inclusion of 2025 increases some of the relevant 

DMS arithmetic mean estimates, which partly explains why our TMR evidence is slightly higher than Frontier’s. 
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Table 4.2: Long-run DMS evidence on real market returns 

Market / region Arithmetic mean 

Ireland 7.10% 

Europe 6.10% 

Eurozone median 6.75% 

Eurozone average 6.84% 

Eurozone weighted average 6.72% 

Source: Europe Economics analysis of UBS Global Investment Returns Yearbook.  

As discussed above, we place weight on arithmetic means when estimating the TMR. This is because the 

purpose of the exercise is to estimate the forward-looking return required by investors, rather than the 

compound return realised over a historical holding period. 

We do not place weight on the composite Europe series. The DMS Europe series includes countries outside 

the Eurozone, including the UK and Russia. These markets are less directly relevant to estimating the required 

return for an Irish regulated asset whose allowed return is set in euros. Including non-Eurozone countries 

can also introduce differences in inflation, currency, market structure and country risk that are not directly 

applicable to Irish or European investor. 

For this reason, we consider Eurozone evidence to be more relevant than the wider Europe series. This is 

also consistent with the approach taken by CRU in its regulatory, which has placed weight on Eurozone 

country evidence rather than the DMS composite Europe series. One way of doing this is to use the median 

return across the ten Eurozone countries in the DMS dataset. On that basis, the Eurozone median is 6.75 

per cent. 

We also calculate a market-capitalisation weighted Eurozone average. This applies market-cap weights to the 

DMS arithmetic mean returns for the ten Eurozone countries in the dataset: Austria, Belgium, Finland, France, 

Germany, Ireland, Italy, the Netherlands, Portugal and Spain.18 This gives greater weight to larger equity 

markets, such as France, Germany, the Netherlands and Spain, and less weight to smaller markets, including 

Ireland. The resulting weighted average is 6.72 per cent. 

For our TMR range, we use the Eurozone weighted average of 6.72 per cent as the lower bound. This 

reflects the broader Eurozone opportunity set available to diversified investors and avoids placing excessive 

weight on the Irish equity market alone. We use the Ireland-specific estimate of 7.10 per cent as the upper 

bound, recognising that Irish market evidence remains relevant for an Irish regulated asset. 

4.4 Conclusions on the ERP and the TMR 

Based on the analysis above, we adopt a real TMR range of 6.72 to 7.10 per cent. The lower bound reflects 

the market-capitalisation weighted Eurozone estimate, while the upper bound reflects the Ireland-specific 

estimate. 

Any TMR estimate is by its nature imprecise, reflecting as it does an attempt to estimate a proxy distribution 

for an unobserved future from an imperfectly measured set of returns from a century into the past. It is based 

on long-run historical market evidence and requires judgement on the appropriate geographic evidence, 

averaging method and weighting. 

As noted, a TMR reflects a risk-free rate and an ERP. The risk-free rate component can be estimated with 

some reasonable precision, as it reflects fairly high-quality market evidence drawn from highly-liquid sovereign 

bond markets. The ERP component is thus where the intrinsic uncertainty of any TMR estimate should be 

 
18 Dimson, Marsh and Staunton (2026), as reported in UBS, Global Investment Returns Yearbook 2026; Market 

capitalisation based on LSEG Eikon data. 
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seen as focused. In our view it is not credible to believe an ERP can be estimated to a precision greater than 

the nearest ¼ percent. Thus in this case, given that the risk-free rate is 0.98 percent and the TMR range is 

6.72 to 7.10, the implied ERP range is 5.74 to 6.12 per cent. The midpoint of this ERP range is 5.93 per cent, 

which rounds to 6 per cent to the nearest ¼ per cent. We therefore propose an ERP point estimate of 6 

per cent, implying a TMR of 6.98 per cent. 

Our proposed TMR range of 6.72 to 7.10 per cent is broadly aligned with Irish regulatory precedent. The 

lower bound sits within the recent range adopted by Irish regulators, while the point estimate of 6.98 per 

cent is close to the upper end of recent CRU TMR precedents. The upper bound is slightly above the range 

observed in recent determinations, reflecting the latest Ireland-specific DMS arithmetic mean evidence. 



Beta and the cost of equity 

- 24 - 

5 Beta and the cost of equity 

A beta is a measure of systematic investment risk. In particular, betas measure the extent to which the returns 

on any particular asset are correlated with the returns across all assets in the economy. In developed 

economies it usually safe to assume that all systematic risks can be constructed using just the equities in the 

main listed equities market (the “stock market”) — i.e. the set of stocks on the stock market is sufficiently 

diverse that by using some combination of them one could replicate any systematic risks (upside or downside) 

that one desired. Hereafter we shall assume this is true and refer to returns across all assets in the economy 

as returns across “the market”. 

A beta of 1 indicates that returns on the asset and return on the market move perfectly in line, so that falls 

or increases in returns in the market are matched by falls or increases in the asset’s returns of the same 

proportion. Similarly a beta of less than 1 indicates that falls in the market return are matched by less severe 

falls in the assets’ return, while a beta of more than 1 indicates that falls in market returns are matched with 

more severe falls in the asset’s returns. And similarly for rises in returns.  

Betas thus measure systematic risk, risk affecting the entire market that cannot be avoided by investors 

through portfolio diversification. Specific risk, by contrast, refers to those risks that affect a particular 

company or group of companies and that investors could avoid by diversifying their investments.  

To secure investment, the company has to compensate investors for bearing systematic risk through the cost 

of capital. Examples of systematic risks might include:  

• Macroeconomic fluctuations, such as in the rate of growth of GDP — such fluctuations contribute to the 

willingness to pay for telecommunications services being uncertain;  

• Changes in interest rates;  

• Changes in oil prices and the prices of related factor inputs;  

• Catastrophic events, such as terrorist attack, war, or a global pandemic, undermining demand insofar as 

they affect the market as a whole.  

5.1 Stakeholder proposals 

Stakeholders differed materially on the appropriate asset beta for Dublin Airport. Frontier proposed an asset 

beta range of 0.61 to 0.67, while CEPA proposed a lower range of 0.46 to 0.56. Ryanair did not propose a 

specific asset beta range, but argued that the beta should reflect Dublin Airport’s relatively low-risk position 

as a regulated monopoly airport.  

The differences between stakeholders reflects a number of methodological and judgemental choices, including 

the comparator set, estimation windows, treatment of Covid-19 and other outliers, data frequency, relative-

risk adjustments, the Heathrow cross-check, and the treatment of debt beta.  

Proposed ranges and comparator set 

Frontier estimated beta using listed airport comparators, subject to liquidity screening and judgement on 

comparability. It excluded Vienna, Copenhagen and Auckland on liquidity grounds, leaving AENA, ADP, 

Fraport and Zurich as its core comparator set. On this basis, Frontier proposed an asset beta range of 0.61 

to 0.67, which gives an equity beta range of 1.22 to 1.34 when re-levered at 50 per cent notional gearing. 

CEPA also used AENA, ADP, Fraport and Zurich as its core comparator set, but treated Zurich more 

cautiously because of currency and national-index issues. It also considered secondary comparator evidence 
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from Athens, Sydney and Bologna, with Bologna identified as a more pure-play standalone airport comparator. 

CEPA proposed an asset beta range of 0.46 to 0.56, which gives an equity beta range of 0.72 to 0.88. 

Ryanair argued that the airport comparator sample should include as many relevant European listed airports 

as possible, including Athens International Airport.  

Estimation windows, Covid-19 and outliers 

Frontier placed weight on two-year, five-year and ten-year beta estimates. Its average asset beta estimates 

were 0.51 over two years, 0.61 over five years and 0.67 over ten years. Frontier used the two-year average 

excluding Fraport, 0.61, to inform the bottom of its range, on the basis that Fraport’s recent beta may be 

affected by liquidity bias and appears unusually low relative to sectors with lower systematic demand risk. 

Frontier argued that short-window estimates can be volatile and should not be used in isolation to set a beta 

for a five-year control period. It also argued that relying only on the latest short-window evidence places too 

much weight on the assumption that market prices fully reflect all available information. Frontier therefore 

considered that longer estimation windows remain relevant, and noted that recent regulatory precedent has 

considered multiple beta estimation windows. 

CEPA also considered two-year, five-year and ten-year estimates, but argued that unadjusted OLS estimates 

can be distorted by Covid-19 and other outliers. Its simple-average OLS evidence gave asset beta estimates 

of 0.45 over two years, 0.56 over five years and 0.68 over ten years. It therefore also considered robust 

regression techniques, which reduced the ten-year estimate to 0.61, while giving corrected estimates of 0.46 

over two years and 0.56 over five years. 

CEPA considered that the robust regression evidence and the more recent post-pandemic data support a 

lower range than Frontier’s. It also considered a ten-year rolling average of two-year betas, which gave a 

median of 0.57. 

Ryanair supported placing weight on one- to three-year daily beta estimates, on the basis that these use more 

recent market evidence and exclude the Covid-19 period, which it considers unrepresentative of the normal 

airport risk environment. It also argued that there should be consistency between the averaging periods used 

across WACC parameters. In Ryanair’s view, using a shorter period for the risk-free rate but a longer period 

for beta could overstate the WACC, because the longer beta window would include higher pandemic-period 

betas while the risk-free rate window would capture more recent higher bond yields. 

Data frequency and liquidity 

Frontier used both daily and weekly beta estimates. It argued that weekly estimates should be considered 

because the listed airport comparators are less liquid than comparator companies used in some other 

regulated sectors. In particular, Frontier pointed to lower free float and wider bid-ask spreads for airport 

stocks, compared with energy-sector comparators. 

CEPA also considered beta evidence across different estimation windows and frequencies, including daily 

estimates for shorter windows and weekly evidence for longer-window cross-checks. However, its main 

concern was not the choice between daily and weekly data. Rather, CEPA argued that unadjusted OLS 

estimates can be distorted by Covid-19 and other influential observations. It therefore placed weight on 

robust regression methods as a way of reducing the effect of outliers on the beta estimates. 

Relative risk, Dublin Airport-specific features and cross-checks 

Frontier responded to the conceptual positioning framework under which Dublin Airport’s asset beta would 

be expected to sit above utility betas and below airline betas. Frontier agreed that airports should sit above 

utilities, but argued that there should be a clear gap between the two, given airports’ greater exposure to 

systematic demand risk. 
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Frontier also treated Heathrow as an important cross-check. It argued that Dublin Airport should have a 

higher asset beta than Heathrow, for three main reasons: 

• Heathrow is significantly capacity constrained, which reduces its exposure to demand risk; 

• Heathrow has a traffic risk sharing mechanism, which further reduces demand risk; and 

• Heathrow has much lower low-cost carrier exposure, with low-cost carriers accounting for around 2 

per cent of Heathrow traffic compared with around 48 per cent at Dublin Airport. 

CEPA took a different view of Dublin Airport’s relative risk. It argued that Dublin Airport should sit towards 

the lower end of the airport comparator evidence, reflecting several features of the regulated airport: 

• Dublin Airport is Ireland’s main airport and has a strong market position; 

• demand has been strong and resilient over time; 

• there is limited competition from alternative transport modes for many international journeys to and 

from Ireland; 

• there is limited airport competition within Ireland; 

• the single-till framework reduces risk relative to dual-till airports, because commercial revenues are taken 

into account when setting aeronautical charges; and 

• the airport’s traffic profile is more stable than that of some listed airport groups. 

CEPA also argued that listed airport group betas may overstate Dublin Airport-specific risk. In its view, the 

listed comparators include broader international portfolios, non-core assets, dual or hybrid-till exposure and 

higher traffic volatility than a standalone regulated hub airport. On this basis, CEPA applied a judgemental 

downward adjustment of around 0.05 to the upper end of its empirical range. 

Ryanair argued that Dublin Airport’s beta should reflect its position as a regulated monopoly airport. It 

considered that Dublin Airport’s systematic risk may be closer to that of regulated infrastructure businesses 

than to listed airport groups with large international portfolios. Ryanair pointed to the international activities 

of AENA, Fraport and ADP as reasons why listed airport group betas may overstate the systematic risk of 

the regulated Dublin Airport business. On this basis, Ryanair suggested that the IAA should also consider 

evidence from regulated non-airport infrastructure, including ENAV, utilities and other monopoly 

infrastructure businesses, and that this evidence should form part of the beta estimate rather than being used 

only as a sense check. 

Debt beta and re-levering 

Frontier used the Harris-Pringle formula with a zero debt beta when de-levering and re-levering comparator 

betas. It argued that a positive debt beta is not necessarily required, given the range of recognised de-levering 

formulae, the uncertainty involved in estimating debt beta, and regulatory precedent outside the UK. 

Frontier noted that different de-levering formulae make different assumptions about the risk of the tax shield 

and the extent to which debt shares operational cashflow risk. In its view, applying a positive debt beta would 

imply that debt holders share some of the systematic cashflow risk of the business. Frontier did not consider 

this necessary for Dublin Airport, and argued that including a debt beta would not necessarily improve the 

accuracy of the beta estimate. 

CEPA also used the Harris-Pringle formula, but with a positive debt beta assumption of 0.075. It does not set 

out a detailed derivation of this assumption in the report, but applies it when de-levering and re-levering 

comparator betas. 

Ryanair supported the IAA’s previous use of the Hamada formula, arguing that it reflects regulatory practice 

and the tax shield available to companies. 
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5.2 Methodological issues 

We discuss here, general methodological issues for the estimation of beta. More specifically, this subsection 

is organised as follows:  

• Use of comparator analysis.  

• Levering and re-levering.  

• Estimation period and data frequency.  

• Choice for the relevant equity market  

5.2.1 Use of comparator analysis  

For publicly listed regulated entities, it is common practice to estimate asset beta from direct market data. 

Since daa is not listed, the asset beta must necessarily be inferred from a set of relevant comparators. In 

principle, the most relevant comparators are listed airport operators carrying out comparable activities, 

operating in developed economies, and subject to broadly similar regulatory or commercial risk conditions. 

In 2019, the IAA placed weights on airport comparators based on their assessed comparability to Dublin 

Airport. We do not propose to repeat that approach for this determination. In our view, assigning precise 

weights to individual airport comparators based on qualitative judgements risks giving a false impression of 

precision. We instead prefer to identify a robust comparator set, exclude or treat with caution comparators 

where there are clear data quality or comparability concerns, and then interpret the resulting evidence in the 

round. This is also broadly consistent with the direction of stakeholder submissions, which did not support 

a return to the previous subjective weighting approach. 

Consistent with the approach used in the 2019 Determination and the 2022 Review, we have focused 

primarily on listed airport operators in developed economies, with particular weight on European airports. 

We have also reviewed the comparator airports considered in previous IAA/CAR determinations, and have 

excluded certain comparators only where there are clear reasons to do so.19 

The airports considered are summarised below. 

 
19  One could also consider Athens International Airport (AIA.AT) as a potential comparator. However, Athens 

International Airport was only listed in February 2024 and therefore has limited available trading history. At our 

current data cut-off, it would only just have sufficient data for a two-year beta estimate, and would not have sufficient 

trading history to inform three-year or longer estimation windows. We therefore do not include Athens in the 

comparator sample for the Draft Determination, but will reconsider its inclusion for the Final Determination once 

more market data is available. 
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Airport Listed IAA 2019 IAA 2022 

Paris / Groupe ADP Yes ✓ ✓ 

AENA Yes ✓ ✓ 

Zurich Yes ✓ ✓ 

Fraport Yes ✓ ✓ 

Copenhagen Yes ✓ ✓ 

Auckland Yes ✓ ✓ 

Vienna Yes ✓ ✓ 

Sydney No, delisted (2021) ✓  

Aeroporti di Roma No ✓  

London Gatwick No ✓  

London Heathrow No ✓  

TAV Airports Yes ✓  

Bologna Yes   

Tuscany Yes   

 

We have excluded Sydney Airport from the comparator sample because its shares were delisted from the 

Australian Securities Exchange in February 2022. It therefore no longer provides current share price evidence 

for beta estimation. 

We have also excluded Aeroporti di Roma and London Gatwick. The publicly available regulatory decisions 

for these airports are now increasingly dated, and placing weight on them may fail to reflect more recent 

changes in market perceptions of airport risk. 

As the IAA did in 2022, we have excluded London Heathrow from the comparator sample despite the 

availability of recent regulatory precedent. Heathrow’s asset beta evidence is not based on its own listed 

share price data, as Heathrow is not publicly listed. Instead, the starting point for the CAA’s beta analysis has 

relied on empirical evidence from listed airports such as Fraport, Zurich, ADP and AENA, which are already 

included directly in our sample. Including Heathrow as a comparator would therefore double count those 

same listed airport operators, without adding genuinely independent market evidence. However, given the 

ongoing H8 process, we will consider the CAA’s discussion of Heathrow’s asset beta as a regulatory cross-

check when assessing the reasonableness of our recommended range for Dublin Airport. 

For similar reasons, we have excluded TAV Airports. First, TAV is partially owned by Groupe ADP, with 

ADP holding a material shareholding, meaning that TAV’s beta risk may already be reflected, albeit with 

limited weight, in ADP’s empirical beta. Second, since the closure of Istanbul Atatürk Airport in 2019, TAV’s 

largest relevant airport exposure has been Antalya Airport, whose ownership is shared with Fraport and is 

therefore also partly reflected in the sample. Furthermore, TAV’s portfolio is mainly composed of airports 

in developing economies, which raises comparability concerns relative to Dublin Airport. 

For the purposes of estimating beta from market data, only listed companies can be used directly, since equity 

beta estimation requires observed share price returns. Unlisted or delisted airports may nevertheless provide 

useful contextual evidence on relative risk, regulatory treatment or precedent, but cannot be included directly 

in the current econometric estimation. 

5.2.2 Choice of the market portfolio 

Betas represent the co-movement of returns on a particular asset and returns in the equity market more 

generally. In order to estimate betas, one must select the relevant equity market for the analysis. Using the 

Irish Stock Exchange (ISEQ) in this analysis could be misleading, as none of the listed companies we analyse 
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trade on the ISEQ. An alternative could be to use the domestic equity index of the company in question (e.g. 

DAX for Fraport, CAC for AdP, etc.). The relevant cost of capital for a company is that which arises when 

issuing equity in its domestic market, and the relevant domestic market index would certainly capture the 

co-movements of asset and market returns.  

We consider, however, that the Eurozone is a unified (albeit imperfectly) capital market. If this is the case, 

then investors in Germany are free to invest in the ISEQ or any other equity market in the Eurozone as if it 

were, say, the DAX. A Europe-wide equity index may be more appropriate in these circumstances.  

Our methodological preference, then, is to estimate betas using a Europe-wide equity index. We estimate 

betas on the STOXX Europe 600 for Eurozone-base companies, which is a free-float weighted index of 17 

European countries representing approximately 90 per cent of free-float market capitalisation in Europe.  

This is also broadly consistent with the approach taken by stakeholders, with both Frontier and CEPA placing 

weight on a Europe-wide market index when estimating comparator airport betas. 

5.2.3 Estimation period 

Equity betas can vary over time. This may reflect changes in financial gearing, changes in the underlying 

systematic risk of the business, or changes in the correlation between company returns and wider market 

returns. Some movements may represent genuine changes in investors’ assessment of systematic risk, while 

others may reflect temporary market disruption, statistical noise, or the mechanical effect of unusual 

observations entering or leaving the estimation window. The estimation window should therefore be 

sufficiently recent to provide a forward-looking guide to risk, while also containing enough observations to 

produce statistically reliable estimates. 

There is a trade-off in choosing the estimation period. Shorter windows are more responsive to recent 

changes in risk but may be more affected by temporary volatility. A very short estimation window, such as 

six months, may place higher weight upon the most recent market movements, but may be too noisy to 

provide a sufficiently stable basis for selecting a regulatory beta. A very short window (e.g. 6 months) also 

risks placing higher weight upon market opinion already known to be obsolete (e.g. a negative opinion of the 

stock in question that arose five months ago but about which the market had already changed its view four 

months ago). Longer windows provide more observations but may include historic periods that are less 

relevant if the company’s business mix, regulatory framework, financial structure or market environment has 

changed. In the context of airport betas, this is particularly relevant given the major disruption during the 

pandemic and the subsequent recovery in passenger traffic. 

Smithers & Co. (2003) considered this issue in detail and recommended placing most weight on beta estimates 

based on daily data over one- to two-year periods.20 Daily data provides a much larger number of 

observations than weekly or monthly data over the same period, resulting in lower standard errors and more 

precise beta estimates. Smithers & Co. also noted that the gains in precision diminish as the estimation 

window is extended. For example, moving from one year to two years of daily data increases the number of 

observations from around 250 to around 500 and materially reduces the standard error. Extending the 

window further still improves precision, but by a smaller amount. 

This supports the use of relatively short estimation windows, rather than very long historical periods. A long 

window, such as ten years, may include data from periods when the relevant company’s risk profile was 

materially different. By contrast, one- to three-year windows are more likely to reflect current and forward-

looking systematic risk, while still providing enough observations for reliable estimation. However, the 

objective is not to eliminate all beta movement. A regulatory beta should be capable of reflecting genuine 

 
20  Wright, S., Mason, R., & Miles, D. (2003). A Study into Certain Aspects of the Cost of Capital for Regulated Utilities in the 

UK. Smithers & Company Limited. 
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changes in systematic risk, while avoiding excessive sensitivity to short-term shocks that are unlikely to 

represent investors’ forward-looking assessment of risk. 

Smithers & Co. also emphasised the importance of testing for stability. Comparing one-year and two-year 

beta estimates provides a useful indication of whether beta has changed materially over time. Where the 

estimates are broadly similar, this suggests that time variation is less of a concern. Where they differ 

materially, it may indicate that recent changes in market conditions or company-specific risk should be 

considered more carefully. This distinction is particularly important around periods of market stress, such as 

the global financial crisis or the COVID-19 period, when beta estimates can move sharply and then change 

mechanically as those observations enter or leave the estimation window 

Response to stakeholder comments on estimation windows 

We recognise that the choice of estimation window is one of the areas where our judgement differs from 

Frontier’s. Frontier places more weight on longer estimation windows, and raises three main concerns with 

relying on shorter-window beta estimates. We have considered these points, and note that we do take 

account of the five-year estimates, but do not consider that Frontier’s arguments justify placing primary 

weight on five- or ten-year estimates. 

• Short-window beta volatility. Frontier notes that shorter-window beta estimates can be volatile. We 

agree that short-window estimates should not be followed mechanically. However, movement in beta 

estimates is not, in itself, a defect. Betas should change where market perceptions of systematic risk 

change in response to new information. The relevant question is whether the movement reflects genuine 

changes in forward-looking airport risk, or instead statistical noise, temporary disruption, or a high weight 

being placed upon market views that are already obsolete. This is why we do not rely primarily on one-

year estimates, but also do not consider that longer-window estimates, such as five or ten years, should 

automatically be preferred. 

• Market efficiency and temporary mispricing. Frontier also argues t   hat markets are not always perfectly 

efficient, and that short estimation windows may capture anomalies, bubbles or temporary mispricing 

rather than the true underlying risk of the asset. It is true that markets cannot be continuously semi-

strong efficient.21 However, there is strong and long-standing empirical evidence that markets are weakly 

efficient over a sufficiently long timescale (a timescale much shorter than the two or three years data 

windows upon which our analysis places the most weight).22 This weak efficiency of financial markets is a 

crucial theoretical underpinning of the CAPM model and the Modigliani-Miller Theorem that form the 

theoretical core of regulatory finance. The CAPM framework relies on market prices providing 

meaningful information about systematic risk. If observed market data were treated as too unreliable 

because of possible anomalies or mispricing, it would be difficult to justify using comparator beta evidence 

at all.  

• Longer-window estimates. Longer estimation windows can be useful because they include more 

observations and smooth short-term market movements. However, they are not automatically more 

reliable for estimating a forward-looking beta. They can include periods in which market conditions, 

sector risks or investor perceptions were materially different from those expected over the regulatory 

period. This is particularly relevant for five-year estimates at present, because they still place significant 

weight on the pandemic and immediate post-pandemic period. We therefore consider that in the context 

of this review the case for placing high weight upon five year estimates is weaker than it would be in 

other cases. 

 
21  This is the famous Grossman-Stiglitz Theorem — see Grossman, S.J. & J.E. Stiglitz (1980), “On the Impossibility of 

Informationally Efficient Markets”, American Economic Review, 70 (3), pp393-408, 

https://www.aeaweb.org/aer/top20/70.3.393-408.pdf  
22  See, for example, Malkiel, B.G. (2003), "The Efficient Market Hypothesis and Its Critics", Journal of Economic 

Perspectives, 17 (1), pp59-82. 

https://www.aeaweb.org/aer/top20/70.3.393-408.pdf
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Taking these points together, we place greatest weight on the two-year and three-year estimates. These 

windows are recent enough to reflect current post-pandemic market perceptions of airport risk, but long 

enough to reduce the risk of relying on very short-term movements. 

We have therefore placed primary weight on rolling two-year and three-year betas estimated using daily data. 

The two-year estimates are closely aligned with the Smithers & Co. recommendation and provide a strong 

balance between recency and precision. The three-year estimates provide an additional check that the results 

are not unduly affected by short-term volatility, while still avoiding the limitations of very long historical 

windows. In our judgement, these two estimation windows provide a reasonable compromise: they include 

enough observations to reduce the impact of short-term statistical noise, while remaining sufficiently current 

to reflect recent market evidence. 

As cross-checks, we also estimate one-year daily betas and five-year weekly betas. The one-year daily 

estimates provide an indication of the most recent market evidence and help assess beta stability. However, 

we place less weight on them because they are more sensitive to short-term movements. The five-year 

weekly estimates provide a longer-term perspective and reduce the influence of day-to-day noise, but we 

treat them as a cross-check rather than primary evidence because they place weight on periods that are less 

relevant to the forward-looking risk of Dublin Airport over the 2026 Determination period.  

5.2.4 Levering and re-levering  

The beta used in the CAPM is called the “equity beta” or “levered beta”. For companies, the equity beta 

measures the systematic risk of the company’s equity at a given level of gearing. A company’s “asset” beta 

measures a company’s exposure to systematic risk, ie the exposure of the assets themselves (eg plant and 

machinery) rather than the systematic risk of financial claims on those assets (eg the equity). The asset beta 

is related to the betas on equity and debt according to the following formula:  

𝛽𝐴 = 𝑔 ∗ 𝛽𝐷 + (1 − 𝑔) ∗ 𝛽𝐸 

where ßA is the company’s asset beta, ßD is a company’s debt beta, ßE is a company’s equity beta, and g is the 

company’s gearing. The debt beta is frequently, but not always, assumed to be zero. If the debt beta is equal 

to zero, then the asset beta is simply the equity beta multiplied by equity’s share of the capital structure (or 

one minus debt’s share of the capital structure). Given that the debt beta is almost invariably lower than the 

equity beta, unless a company is completely financed by equity and has a gearing of zero, the equity beta will 

be greater than the asset beta. The more the company is geared, the higher the equity beta for a given asset 

beta. This is because more highly geared companies have more fixed financing costs relative to total financing 

costs, since interest payments are obligatory but dividends are discretionary.  

Higher fixed financing costs constrain a company’s ability to cut financing costs during an adverse system-

wide shock. Therefore an equity investor’s exposure to systematic risk is higher if a company is more highly 

geared, as lower cash flows to cover high fixed financing costs would result in lower shareholder’s equity.  

As we use a notional gearing in our WACC estimates, we present unlevered betas in the discussion below. 

These are then relevered using our notional gearing assumption to obtain the implied equity beta at that 

gearing level. We then use the resulting relevered betas to estimate the cost of equity. 

Because companies will be geared at different levels, we compare companies’ asset betas, using the ratio of 

net debt to the sum of net debt and market capitalization to estimate companies gearing. There is a further 

issue in the use of asset betas that calculating these requires a debt beta. Irish regulators have generally 

assumed a zero debt beta when calculating asset betas. 

Potential approaches to levering and re-levering 

We use the Harris-Pringle formula for de-levering and re-levering comparator betas. Under this approach, 

the asset beta is treated as the weighted average of the risks borne by debt and equity investors. 
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The IAA used the Hamada formula in the 2019 Determination and 2022 Review. Hamada and Harris-Pringle 

differ in the assumptions they make about debt and the tax shield. The Hamada formula is usually associated 

with a fixed level of debt, meaning that the amount of debt is assumed not to change as the value of the 

business changes. The Harris-Pringle formula is usually associated with a constant capital structure, meaning 

that debt and equity are assumed to adjust so as to maintain a target gearing ratio. Neither assumption is 

likely to describe company behaviour perfectly in practice. Debt levels may change over time, but firms also 

do not continuously rebalance their debt and equity to maintain a precise gearing ratio. 

In this case, we use Harris-Pringle because it is commonly used in current regulatory practice, is the approach 

adopted by both Frontier and CEPA in their submissions for this determination and follows the weighted-

average relationship between debt and equity risk set out above. In any event, the Swiss Economics report 

prepared for the 2022 decision also presented Harris-Pringle as a sensitivity and found that the resulting beta 

estimates changed by only around 0.01.  

 

Debt beta 

For the purposes of delivering and relevering, there is a precise mathematical approach that maintains 

consistency between the debt beta calculation, CAPM and the Modigliani-Miller Theorem by using the 

CAPM relationship between the cost of debt, the debt premium (DP), and the risk-free rate (RFR).23 We 

present below an estimation of the debt beta under this disaggregation approach.  

Firstly, a default probability creates a wedge between the promised return on debt and the expected return 

on debt: because the amount promised might sometimes not be paid, the expected return of debt must 

(by definition) be lower than the promised return of debt. 

𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑟𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑑𝑒𝑏𝑡

= 𝑝𝑟𝑜𝑏(𝑑𝑒𝑓𝑎𝑢𝑙𝑡) ⋅ (−% 𝑙𝑜𝑠𝑠 𝑔𝑖𝑣𝑒𝑛 𝑑𝑒𝑓𝑎𝑢𝑙𝑡)  +  (1 −  𝑝𝑟𝑜𝑏(𝑑𝑒𝑓𝑎𝑢𝑙𝑡))

⋅  𝑝𝑟𝑜𝑚𝑖𝑠𝑒𝑑 𝑟𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑑𝑒𝑏𝑡 

If there is a correlation between when defaults are most likely to occur, or the losses on default when 

defaults occur, and the broader returns cycle, there will be a yield cost reflecting the systematic risk borne 

— i.e. a debt beta. 

Given that the definition of the debt premium is that 

𝑑𝑒𝑏𝑡 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 =  𝑝𝑟𝑜𝑚𝑖𝑠𝑒𝑑 𝑐𝑜𝑠𝑡 𝑜𝑓 𝑑𝑒𝑏𝑡 −  𝑅𝐹𝑅, 

where 𝑅𝐹𝑅 stands for risk-free rate, and which is equivalent to: 

𝑝𝑟𝑜𝑚𝑖𝑠𝑒𝑑 𝑐𝑜𝑠𝑡 𝑜𝑓 𝑑𝑒𝑏𝑡 =  𝑅𝐹𝑅 +  𝑑𝑒𝑏𝑡 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 . 

From those two equations it follows that: 

𝑒𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑟𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑑𝑒𝑏𝑡 

=  𝑝𝑟𝑜𝑏(𝑑𝑒𝑓𝑎𝑢𝑙𝑡) ⋅ (−% 𝑙𝑜𝑠𝑠 𝑔𝑖𝑣𝑒𝑛 𝑑𝑒𝑓𝑎𝑢𝑙𝑡)  +  (1 −  𝑝𝑟𝑜𝑏(𝑑𝑒𝑓𝑎𝑢𝑙𝑡)) ⋅  (𝑅𝐹𝑅 

+  𝑑𝑒𝑏𝑡 𝑝𝑟𝑒𝑚𝑖𝑢𝑚) 

Since the CAPM applies to any asset, the expected cost of debt can be expressed, in the CAPM, as:  

 
23  Regulators that use a non-zero debt beta typically do not use the approach set out in this box. However, under this 

approach, the debt beta is used as an intermediate calculation device to produce an equity beta at the required 

gearing level that is consistent with the Modigliani-Miller theorem. The purpose of the exercise is not to estimate a 

standalone debt beta, or to suggest that this debt beta should be preferred for other purposes. Rather, it is to 

estimate the equity beta at the desired gearing level on an internally consistent basis. On that basis, what matters is 

whether the overall re-levering approach produces an appropriate equity beta for the WACC calculation. 
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𝑒𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑟𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑑𝑒𝑏𝑡 =  𝑅𝐹𝑅 + 𝛽𝐷 ⋅  𝐸𝑅𝑃, 

and therefore 

 𝛽𝐷  =  
(1 − 𝑝𝑟𝑜𝑏(𝑑𝑒𝑓𝑎𝑢𝑙𝑡)) ⋅  𝑑𝑒𝑏𝑡 𝑝𝑟𝑒𝑚𝑖𝑢𝑚 −  𝑝𝑟𝑜𝑏(𝑑𝑒𝑓𝑎𝑢𝑙𝑡) ⋅  (𝑅𝐹𝑅 + % 𝑙𝑜𝑠𝑠 𝑔𝑖𝑣𝑒𝑛 𝑑𝑒𝑓𝑎𝑢𝑙𝑡)

𝐸𝑅𝑃
 

 

In the current case, the input assumptions are a risk-free rate of 0.99 per cent, an ERP of 6 per cent, a new 

debt premium of 1.15 per cent, a loss given default assumption of 20 per cent. We shall assume a probability 

of default of 0.50 per cent24. These inputs imply a debt beta of 0.17 for new debt. 

A debt beta of zero, as we use for the purpose of this draft report, tends to favour a higher WACC in this 

case. This is because the comparator airports generally have lower gearing than the notional gearing 

assumption. When comparator asset betas are re-levered to the notional capital structure, a zero-debt 

beta assumption means that debt bears no systematic risk and therefore all systematic risk is allocated to 

equity. This increases the re-levered equity beta and, all else equal, the cost of equity and WACC. By 

contrast, a Modigliani-Miller-consistent debt beta recognises that some systematic risk is borne by debt, 

which smooths the effect of changing gearing when moving from comparator gearing to the notional gearing 

assumption. However, for the purposes of this draft determination, we retain a zero debt beta assumption 

in the central case, consistent with the CAR’s approach in the 2019 Determination and 2022 Review. We 

will consider whether a non-zero debt beta should be assumed in the final report, including having regard 

to stakeholder responses to the Draft Determination on this point.25 

Our approach uses ranges pragmatically and our calculations are not mechanical. It is therefore not as 

simple as saying that the use of a zero debt beta means our equity beta estimate is too high. Instead, we 

would say that the arguments of this box are a factor that perhaps lends more downside risk to our overall 

point estimate than upside risk — a point that should be borne in mind when thinking about aiming up and 

about the overall WACC. 

 

5.3 Comparator selection 

The purpose of this section is to explain how we move from the wider set of possible airport comparators 

to the sample used to inform our asset beta recommendation. We start by considering the conceptual 

position of Dublin Airport’s asset beta relative to other sectors. We then consider whether any of the listed 

airport comparators should be excluded or treated with caution, including by reference to liquidity, stability 

of estimates, and comparability to Dublin Airport. 

5.3.1 Conceptual positioning of Dublin Airport’s asset beta 

As an initial consideration, it is useful to consider where Dublin Airport’s asset beta should sit relative to 

other sectors. This provides a sense check on the range of plausible estimates. 

 
24  Speculative-grade debt is associated with a default rate of 3.25%; however, this is materially too high for investment-

grade debt. By comparison, utilities investment-grade debt is associated with a default rate of around 0.1%, although 

this may be too low in the present context. The relevant debt is investment grade and has some similarities to utility 

debt, but is not directly comparable. We therefore use a 0.5% probability of default as a reasonable illustrative 

assumption for the purposes of this cross-check. 
25  If a debt beta of 0.17 were used in the re-levering calculation, the resulting central equity beta would be 0.93, 

compared with 1.00 under a zero debt beta assumption. Holding other central assumptions unchanged, this would 

imply a real pre-tax WACC of approximately 4.31 per cent 
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In our view, Dublin Airport’s asset beta should generally be expected to sit above that of core Irish utilities, 

but below that of airlines with significant operations at Dublin Airport. The evidence we have considered is 

summarised below. 

Table 5.1 Asset beta of airport comparators 

Comparator group Comparator Asset beta 

Irish utility ESBN 0.31–0.35 

Irish utility GNI 0.33–0.37 

Airline Ryanair 0.85 

Airline IAG / Aer Lingus 0.79 

Source: Europe Economics analysis of regulatory precedents and LSEG Workspace data. 

Core utility networks, such as electricity and gas networks, tend to have relatively stable and predictable 

revenues. Demand for these services is less sensitive to the economic cycle, and revenues are typically 

supported by regulatory frameworks which provide a high degree of cashflow stability. 

Dublin Airport faces greater systematic risk than these utility networks. Passenger volumes are more exposed 

to macroeconomic conditions, including GDP growth, consumer confidence, business activity and 

international travel demand. In addition, a material share of airport revenue comes from commercial activities, 

such as retail and car parking, which are also linked to passenger volumes and wider economic conditions. 

For these reasons, an airport asset beta materially below Irish utility precedent would be difficult to reconcile 

with Dublin Airport’s risk profile, absent a clear explanation. 

At the same time, Dublin Airport should not be expected to have an asset beta equal to or above that of the 

airlines that use Dublin Airport — which in this case we take as exemplified by Ryanair and IAG / Aer Lingus 

because they have significant operations at Dublin Airport and therefore provide a relevant comparison for 

aviation-sector risk associated with the airport. Airlines are more directly exposed to fuel prices, route-level 

competition, load factors and changes in ticket yields. Their revenues are also more directly exposed to 

competition between carriers.  

By contrast, Dublin Airport has a broader and more stable business model. It benefits from its position as 

Ireland’s main airport, earns revenues from a wider set of airport-related activities, and operates within a 

regulatory framework applying to airport charges such that the downside risk it holds in relation to its 

aeronautical and commercial services is both limited, and time-bound. For these reasons, an airport asset 

beta equal to or above the asset betas of these airlines would also be difficult to justify. 

This conceptual positioning can then be applied to the airport comparator evidence. The table below 

summarises our asset beta estimates across different estimation windows. 
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Table 5.2 Asset beta of comparators with different estimation windows 

Airport 1yr 2yr 3yr 5yr 10yr 

Paris 0.38 0.48 0.56 0.63 0.79 

AENA (Spain) 0.54 0.49 0.59 0.70 0.75 

Zurich 0.51 0.56 0.59 0.66 0.82 

Fraport 0.30 0.27 0.35 0.42 0.60 

Copenhagen 0.01 0.14 0.13 0.14 0.36 

Auckland 0.83 0.83 0.81 0.78 0.92 

Bologna 0.19 0.15 0.22 0.38 0.67 

Tuscany -0.10 -0.13 -0.02 0.06 - 

Vienna 0.32 0.23 0.13 -0.01 - 

Note: The figures in red indicate that the beta estimates are below utility betas, in green indicates above airline betas, and orange indicates borderline 

estimates. Ten year betas for Tuscany and Vienna have not been presented due to a lack of data. 

Source: Source: Europe Economics analysis of LSEG Workspace data. 

As discussed above, we place most weight on the two-year and three-year daily beta estimates. The one-year 

estimates provide a useful recent cross-check, but are more sensitive to short-term market movements. Five-

year estimates can provide a longer-term perspective in certain contexts, but in this case include periods that 

are less relevant to Dublin Airport’s forward-looking risk, particularly given changes in airport risk 

perceptions before, during and after the pandemic. We quote the ten-year also, for context. 

The two-year and three-year estimates show a clear distinction between the comparators. Paris, AENA and 

Zurich produce estimates that are broadly consistent with the conceptual positioning set out above. Their 

two-year asset betas range from 0.48 to 0.56, while their three-year asset betas range from 0.56 to 0.59. 

These estimates sit materially above Irish utility precedent, but below the airline comparators. The one-year, 

five-year and ten-year estimates for these airports are also broadly supportive of their inclusion, although we 

do not place primary weight on the longer windows. 

Fraport produces lower estimates. Its two-year asset beta of 0.27 is below the Irish utility range, while its 

three-year estimate of 0.35 is around the top of the utility range. Its one-year estimate is also low, at 0.30. 

However, the five-year and ten-year estimates are higher, at 0.42 and 0.60 respectively. We therefore treat 

Fraport as a relevant airport comparator, but place less weight on its shorter-window estimates when forming 

our recommended range. More specifically, in cases where its beta falls below that of Irish utilities we replace 

the Fraport value with the value of those utilities in our calculations. 

Copenhagen, Bologna, Tuscany and Vienna produce two-year and three-year estimates that are consistently 

below, in some cases materially below, the Irish utility range. The one-year estimates are also low for these 

airports, and in some cases close to zero or negative. While the five-year and ten-year estimates are higher 

for Bologna and, to a lesser extent, Copenhagen and Vienna, the shorter-window evidence is difficult to 

reconcile with Dublin Airport’s exposure to passenger volume and commercial revenue risk. 

Auckland sits at the other end of the range. Its one-year, two-year, three-year, five-year and ten-year 

estimates are all high relative to the European airport comparators. Its two-year and three-year asset betas 

are 0.83 and 0.81 respectively, which are close to the airline comparator evidence for Ryanair and IAG / Aer 

Lingus. While Auckland is a listed airport operator in a developed economy, these estimates appear high 

relative to what we would expect for Dublin Airport, given Dublin Airport’s regulated and more diversified 

airport business model. 

Frontier Economics builds on this framework and argues that airport asset betas should sit clearly above 

utility asset betas, rather than merely touching the top of the utility range. We agree with the broad direction 
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of this point. Airports are generally more exposed to passenger demand and commercial revenue risk than 

core utility networks. However, this does not imply a mechanical minimum gap between airport and utility 

beta ranges (not least because the utilities betas we estimate are based on current regulatory precedent 

rather than being recalculated and reassessed on an up-to-the-minute basis).  

Utility beta point estimates are themselves regulatory judgements, drawing on a range of evidence, some of 

which may have been below the final point estimate adopted. They are therefore best used as a broad sense 

check, rather than as a hard empirical threshold. In our view the principle that one should expect the Dublin 

Airport asset beta to lie above that of Irish utilities is a general rough principle and a guideline (which our 

result satisfies) rather than being a precise rule such that one should estimate a wedge — an exercise that, if 

done robustly, would require a degree of complexity and detail no less than that of estimating Dublin Airport’s 

asset beta itself. The relevant airport betas still need to be assessed using the available airport comparator 

evidence, with utility and airline evidence used to test whether the results are plausible. 

Overall, this conceptual positioning does not determine the asset beta estimate mechanically. However, it 

provides an important sense check when interpreting the airport comparator evidence. In particular, it helps 

inform whether individual comparator estimates should be included in the sample, excluded from the sample, 

or placed less weight on. Where a comparator produces an asset beta that is materially below Irish utility 

precedent, or close to airline betas, we would require a clear explanation for why that estimate remains 

informative for Dublin Airport. 

5.3.2 Liquidity tests and other relevant financial metrics 

In addition to considering the conceptual positioning of the beta estimates, we also consider whether the 

underlying share price data are sufficiently liquid to support reliable beta estimation and whether the shares 

have other required technical properties. Illiquid shares may produce less reliable beta estimates because 

observed prices may not fully reflect market-wide information in a timely way. This can lead to stale pricing, 

non-synchronous trading effects, and beta estimates that are biased or unstable. 

Free-float ratio 

One relevant metric is the free-float ratio. This measures the proportion of a company’s shares that is 

available for trading by public market investors, excluding strategic holdings, government ownership or other 

long-term controlling stakes. A low free-float ratio can reduce trading activity and make the observed share 

price less informative as a measure of market risk. The free-float ratios for the airport comparators are set 

out below. 

Table 5.3 Free-float ratios of comparators 

Airport Free-float (%) 

Paris 31.79 

AENA (Spain) 47.02 

Zurich 61.46 

Fraport 39.28 

Copenhagen 1.45 

Auckland 95.75 

Bologna 20.76 

Tuscany 26.90 

Vienna 5.56 

Source: Europe Economics analysis of LSEG Workspace data. 
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The results show material differences across the comparator set. Paris, AENA, Zurich, Fraport and Auckland 

all have meaningful free floats, suggesting that their share price data are more likely to provide useful evidence 

for beta estimation. Bologna and Tuscany have lower, but still non-trivial, free-float ratios. 

By contrast, Copenhagen and Vienna have very low free-float ratios, at 1.45 per cent and 5.56 per cent 

respectively. This indicates that only a very limited proportion of their shares is actively available for public 

trading. In our view, this raises material concerns over the meaningfulness of their beta estimates. Limited 

trading in the remaining free-float shares may mean that observed share price movements do not fully capture 

contemporaneous changes in market-wide risk or properly reflect the information and expectations of a 

marginal trader, creating a bias in the estimated beta. 

Bid-ask spread 

One important liquidity indicator is the bid-ask spread. The bid-ask spread measures the difference between 

the price at which investors can buy a share and the price at which they can sell it, expressed as a percentage 

of the share price. A wider bid-ask spread is generally associated with lower liquidity and higher transaction 

costs. This is relevant for beta estimation because wider bid-ask spreads can make observed daily share price 

movements less informative. Where the price of trading is high, quoted prices may not adjust smoothly to 

market-wide information, and daily returns may partly reflect trading frictions rather than changes in 

underlying systematic risk. 

The bid-ask spreads for the airport comparators are set out below. 

Table 5.4 Bid-ask spreads of comparators 

Airport Bid-ask spread (%) 

Paris 0.26 

AENA (Spain) 0.17 

Zurich 0.10 

Fraport 0.15 

Copenhagen 0.71 

Auckland 1.23 

Bologna 0.92 

Tuscany 2.62 

Vienna 1.07 

Source: Europe Economics analysis of LSEG Workspace data. 

The results show that Paris, AENA, Zurich and Fraport have relatively narrow bid-ask spreads. By contrast, 

Auckland, Tuscany and Vienna have bid-ask spreads above 1 per cent. This indicates lower liquidity and 

suggests that their beta estimates should be interpreted with caution. For Tuscany and Vienna, this reinforces 

the concerns raised elsewhere in our comparator assessment. For Auckland, the bid-ask spread does not, by 

itself, justify exclusion, but it is a relevant factor when deciding how much weight to place on its beta evidence. 

Composition of the reference index 

A further issue arises for Auckland International Airport, which represents approximately 8 per cent of its 

reference equity index. Since beta is estimated by comparing the company’s returns with the market index, 

Auckland’s material weight in that index may partly weaken the independence of the benchmark. This does 

not justify exclusion on its own, but it is an additional reason to treat Auckland with caution when interpreting 

its beta evidence. 
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5.3.3 Final list of comparators 

Drawing together the conceptual positioning and liquidity analysis, we exclude a number of comparators from 

the beta estimation sample. 

First, as discussed in Section 5.2.1, we exclude Sydney, Aeroporti di Roma, London Gatwick, London 

Heathrow and TAV Airports from the market beta sample. These are excluded either because they are no 

longer listed, because the relevant regulatory precedent is dated, or because including them would risk double 

counting evidence already captured through listed airport operators in the sample. 

Second, the further comparator analysis indicates that the following listed comparators should also be 

excluded: 

• Copenhagen – Low free-float ratio, relatively wide bid-ask spread, and low beta estimates.  

• Vienna – Low free-float ratio, bid-ask spread above 1 per cent, and low beta estimates.  

• Tuscany – Wide bid-ask spread and implausibly low short-window beta estimates. 

• Bologna – Two-year and three-year beta estimates sit below Irish utility precedent.  

• Auckland – Bid-ask spread is above 1 per cent, it represents approximately 8 per cent of its reference 

index, and its asset beta estimates are higher than airline betas. 

We note that the stakeholder submissions also converge on broadly the same core comparator set. Both 

Frontier and CEPA focus on Paris / Groupe ADP, AENA, Zurich and Fraport as the main listed airport 

comparators. CEPA treats Zurich with some caution because of currency and national-index issues, but it 

still includes Zurich within its core comparator evidence.26 

On this basis, our preferred comparator sample is Paris / Groupe ADP, AENA, Zurich and Fraport. Among 

these, ADP, AENA and Zurich appear to have the lowest risk of liquidity-related bias and produce beta 

estimates that are most consistent with Dublin Airport’s expected risk position. Fraport remains relevant, 

although we interpret its shorter-window estimates with some caution given that they are lower than would 

be expected from the conceptual positioning analysis. 

5.4 Regulatory precedent 

We have considered airport regulatory precedent as a cross-check on our empirical beta analysis. The most 

relevant precedents are the IAA’s previous determinations for Dublin Airport and the CAA’s recent 

Heathrow price control decisions/consultations. 

 
26  As a sensitivity, we have also estimated comparator betas using each company’s national equity index. 
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Table 5.5 Regulatory precedents on the beta 

Regulator / decision Airport Period start Asset beta 

IAA (2019)27 Dublin Airport 2020 0.48–0.51 

IAA (2022)28 Dublin Airport 2023 0.59–0.61 

CAA H729 Heathrow 2022 0.44–0.62 

CAA H8 Initial 

Proposals30 
Heathrow 2027 

0.50–0.69 pre-TRS; 

0.44–0.58 post-TRS 

Source: Europe Economics analysis of regulatory determinations.  

The Irish precedents provide the most directly relevant regulatory evidence. In 2019, the IAA adopted an 

asset beta point estimate of 0.50 for Dublin Airport. In the 2022 Review, the point estimate increased to 

0.60, reflecting the updated comparator evidence and the treatment of pandemic-period data. 

We have also considered the CAA’s Heathrow precedent. Heathrow is not directly comparable to Dublin 

Airport, given various differences in relation to areas such as traffic risk sharing, capacity constraints, traffic 

mix, ownership and regulatory framework. However, the CAA’s H8 Initial Proposals remain a useful cross-

check because they provide recent airport-specific evidence based on the same listed airport comparator 

set. We discuss the comparison with Heathrow further in Section 5.5.3.31 

5.5 Beta evidence 

Having identified the preferred comparator sample, we now present the beta evidence used to inform our 

asset beta recommendation for Dublin Airport. We focus on the listed airport comparators retained from 

the selection exercise above: Paris / Groupe ADP, AENA, Zurich and Fraport. 

The beta estimates are based on rolling regressions of each comparator’s equity returns against the STOXX 

Europe 600 index, with data cut off in February 2026. As discussed in Section 5.2.3, we place most weight on 

two-year and three-year daily asset beta estimates. These windows provide a balance between recency and 

statistical precision, while also allowing us to assess whether the latest estimates are stable across different, 

but still relatively recent, estimation periods. 

The figures below show the evolution of rolling two-year and three-year asset betas for the preferred airport 

comparators. 

 
27  Commission for Aviation Regulation (2019), Determination on the Maximum Level of Airport Charges at Dublin 

Airport 2020–2024 [link] 
28  Commission for Aviation Regulation (2022), Decision on an Interim Review of the 2019 Determination in relation 

to 2023–2026 [link] 
29  Civil Aviation Authority (2023), Economic Regulation of Heathrow Airport Limited: H7 Final Decision [link] 
30  Civil Aviation Authority (2025), Initial Proposals for the H8 Cost of Capital [link] 
31  We also note that, as we shall see below, there has been a further non-trivial downwards move in market betas 

since the data window used in the H8 Initial Proposals. 

https://www.iaa.ie/docs/default-source/car-documents/2019-determination/final-determination/2020-2024-determination.pdf
https://www.iaa.ie/docs/default-source/1c-economic-regulation/final-decision-on-the-maximum-levels-of-airport-charges-at-dublin-airport-2023-2026.pdf
https://www.caa.co.uk/publication/download/20193
https://www.caa.co.uk/media/n3lnqjf3/fti-report-h8-cost-of-capital-final-corrected.pdf
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Figure 5.1 Rolling 2-year asset beta estimates (daily) 

 

Figure 5.2 Rolling 3-year asset beta estimates (daily) 

 

The evidence shows a clear increase in airport asset betas around the pandemic period. This is particularly 

visible when the 2020 market disruption enters the rolling estimation windows. Betas for Paris / Groupe 

ADP, AENA and Zurich rose materially, reaching levels around 0.8–0.9 for parts of 2020 to 2022. Since then, 

asset betas have fallen materially. This is visible in both the two-year and three-year charts, although the 

movement is sharper in the two-year series because that window is more responsive to recent data. The 

decline during 2022 and 2023 is partly mechanical, as the most significantly Covid-affected observations 

gradually fall out of the rolling estimation windows. It is also consistent with the recovery in passenger 

volumes and a normalisation of market perceptions of airport risk. 

The more recent pattern is also informative. Two-year betas for Paris / Groupe ADP, AENA and Zurich 

recovered somewhat during 2024, but have fallen again through 2025 and into the latest observation. The 

latest two-year estimates for Paris / Groupe ADP and AENA are now just below 0.5, while Zurich is slightly 
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higher at 0.56. Fraport has followed a lower path throughout and has continued to decline, with a latest two-

year estimate of 0.27. 

The three-year chart is smoother, as one would expect, but shows the same broad pattern of normalisation. 

Betas remained elevated for longer because the three-year window continued to include pandemic-affected 

data. However, since 2023 the three-year estimates have generally moved downwards. The latest three-year 

estimates for Paris / Groupe ADP, AENA and Zurich have converged closely, at around 0.56–0.59. This 

convergence is useful, as it suggests that the latest evidence from the most relevant European comparators 

is relatively consistent. Fraport remains materially lower, with a latest three-year estimate of 0.35. 

Compared with earlier regulatory evidence, the latest two-year estimates are below their 2019 levels for all 

four comparators. The three-year estimates show a more mixed picture: Paris / Groupe ADP and AENA are 

broadly similar to their 2019 levels, while Zurich and Fraport remain lower. Compared with 2021 and 2022, 

however, both the two-year and three-year estimates are clearly lower across the comparator set. 

The latest two-year and three-year asset beta estimates are summarised below.  

Table 5.6: Latest two-year and three-year asset beta estimates 

Airport 2-year 3-year 

Paris / Groupe ADP 0.48 0.56 

AENA 0.49 0.59 

Zurich 0.56 0.59 

Fraport 0.27 0.35 

Average 0.49 

Average excluding Fraport 0.55 

Average using the bounds 0.50 

Note:. The “average using the bounds” replaces Fraport’s two-year estimate of 0.27 with 0.35, reflecting the upper end of the Irish utility asset beta 

range used as a lower plausibility bound. 

Source: Europe Economics analysis of LSEG Workspace data. 

The average across the two-year and three-year estimates for the preferred comparator set is 0.49. Excluding 

Fraport, whose two-year estimate appears low relative to Dublin Airport’s expected risk position, increases 

the average to 0.55. As a further sense check, replacing Fraport’s two-year estimate with the upper end of 

the Irish utility asset beta range gives an average of 0.50. This suggests that the beta evidence supports an 

asset beta of around 0.5. 

5.5.1 Other estimation windows 

We have also considered one-year and five-year beta estimates. These estimates provide useful information 

on the direction and persistence of beta movements, even though we do not use them as the primary basis 

for the point estimate. They are also based on regressions against the STOXX Europe 600, with the same 

February 2026 cut-off date. The one-year estimates are based on daily data, while the five-year estimates are 

based on weekly data. 

The figures below show the rolling one-year and five-year asset beta estimates. 
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Figure 5.3 Rolling 1-year asset beta estimates (daily) 

 

Source: Europe Economics analysis of LSEG Workspace data. 

Figure 5.4 Rolling 5-year asset beta estimates (weekly) 

 

Source: Europe Economics analysis of LSEG Workspace data. 

The one-year estimates are more volatile, as expected. The shorter estimation window means that the 

estimates react more quickly to recent market movements, but are also more sensitive to temporary shocks 

and company-specific events. This makes them less suitable as the main basis for the beta estimate, but useful 

for understanding the most recent direction of travel. 

The one-year evidence suggests that airport betas remain well below the elevated levels observed during the 

pandemic period. For Paris / Groupe ADP, AENA and Zurich, the latest one-year estimates are also below 



Beta and the cost of equity 

- 43 - 

the levels observed in much of 2024. This is consistent with the recent decline seen in the two-year betas, 

and suggests that the fall in beta is not only a feature of the two-year estimation window. It reflects a broader 

recent softening in the observed relationship between airport equity returns and the wider European equity 

market. 

The one-year evidence also shows some divergence across the preferred comparators. Paris / Groupe ADP 

has fallen through 2025 and into the latest observation. AENA and Zurich remain somewhat higher, but are 

still materially below their pandemic-period levels. Fraport remains below the other comparators, although 

its one-year beta has increased recently. If this increase persists, it may feed through into Fraport’s two-year 

estimate over time, though it is too early to place significant weight on this movement. In combination, these 

one-year data suggest that there is no clear pattern in the one-year data that might justify adjusting the 

conclusions drawn from the two- and three-year estimates. For example, we do not see clear and decisive 

evidence that the recent downwards trend in two- and three-year betas should be expected to continue or 

accelerate into the future — a finding that might potentially suggest that our estimate based on those two- 

and three-year data would be likely to be upwards biased. 

The five-year estimates provide a different perspective. They use a longer estimation window, so they are 

less responsive to recent movements. Their main usefulness in this case is that they illustrate the extent to 

which pandemic-period observations are still influencing longer-window beta estimates. The five-year 

estimates rose materially as the Covid-19 period entered the rolling window, and they remained elevated for 

an extended period thereafter. This indicates that the pandemic shock had a significant effect on measured 

airport beta risk. 

More recently, the five-year estimates have also begun to decline, particularly for Paris / Groupe ADP, AENA 

and Fraport. This is consistent with the gradual reduction in the weight placed on the most acute Covid-19 

observations within the rolling window. However, because the five-year window still captures a longer period 

of exceptional disruption, these estimates remain less directly relevant for a forward-looking assessment of 

normalised airport risk than the two-year and three-year estimates. 

Overall, the one-year and five-year evidence provide useful context. The one-year estimates illustrate why 

recent market evidence has generally been moving downwards, albeit with some comparator-specific 

variation, but do not support a clear prediction that that trend should be expected to continue. The five-year 

estimates show that including the pandemic period leads to higher measured betas, but also that these longer-

window estimates are now beginning to normalise. This supports our decision to place most weight on the 

two-year and three-year evidence, while taking account of the one-year and five-year estimates when 

interpreting recent trends and the persistence of pandemic effects. 

5.5.2 Our view on the asset beta 

Taking the evidence in the round, we consider that the relevant asset beta range for Dublin Airport is 0.35 

to 0.59. 

The lower end of the range is informed by Fraport’s three-year estimate of 0.35. We do not place weight on 

Fraport’s two-year estimate of 0.27, as this is materially below the rest of the retained airport comparator 

evidence and appears low relative to Dublin Airport’s risk profile. The upper end of the range is informed by 

the three-year estimates for AENA and Zurich, both of which are 0.59. 

Liquidity and data frequency 

Frontier highlight that weekly beta estimates should also be taken into account because airport comparators 

are less liquid than comparators used in some other regulated sectors. We recognise this concern. Lower 

free float and wider bid-ask spreads can, in principle, make daily beta estimates less reliable if thin trading 

means that share prices do not fully reflect market movements on the same day. 
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We have tested this issue using Dimson-adjusted betas. The Dimson specification includes one lag and one 

lead of market returns, and therefore tests whether market movements are reflected in comparator share 

prices over adjacent trading days rather than only on the same day.32 The Dimson tests indicate that the lag 

and lead terms are statistically significant for AENA in the two-year window and Zurich in the three-year 

window. For the other comparator-window combinations, the tests do not indicate statistically significant 

evidence of non-synchronous trading effects. 

The table below shows a sensitivity to our preferred beta evidence. It retains the same preferred comparator 

set and estimation windows as our main analysis, but replaces the relevant standard daily beta estimates with 

Dimson-adjusted estimates for AENA in the two-year window and Zurich in the three-year window. It also 

shows the corresponding weekly beta estimates in brackets for those cases. In addition, where Fraport’s 

two-year estimate falls below the utility lower-bound sense check, we replace that estimate with the upper 

end of the Irish utility asset beta range, consistent with the approach used in our main calculation. 

Table 5.7: Sensitivity to Dimson-adjusted and weekly beta  

Airport 2-year 3-year 

Paris / Groupe ADP 0.48 0.56 

AENA 0.63 (weekly: 0.65) 0.59 

Zurich 0.56 0.48 (weekly: 0.60) 

Fraport 0.35 0.35 

Average 0.51 0.50 

Average across two-year and three-year evidence 0.50  

Note: The sensitivity replaces Fraport’s two-year estimate of 0.27 with 0.35, reflecting the upper end of the Irish utility asset beta range used as a 

lower plausibility bound. Dimson-adjusted estimates are indicated in pink for AENA in the two-year window and Zurich in the three-year window. 

Weekly beta estimates for those cases are shown in brackets. 

Source: Europe Economics analysis of LSEG Workspace data. 

This sensitivity supports the conclusion from the main beta evidence. The two-year average increases slightly 

to 0.51, while the three-year average is 0.50. The average across the two-year and three-year evidence is 

therefore 0.50. The weekly estimates shown in brackets also do not point to a materially higher range. We 

therefore treat the Dimson and weekly results as useful cross-checks, rather than replacing the daily estimates 

as the primary evidence. 

Point estimate 

Within the range of 0.35 to 0.59, we select a point estimate of 0.5. The average across the two-year and 

three-year estimates for the preferred comparator set is 0.49. Excluding Fraport increases the average to 

0.55, while replacing Fraport’s two-year estimate with the upper end of the Irish utility asset beta range gives 

an average of 0.50. The sensitivity to Dimson-adjusted and weekly beta evidence also gives an average of 0.50. 

We therefore consider that a point estimate of 0.5 is well supported by the comparator evidence, while 

avoiding placing excessive weight on Fraport’s lower short-window estimate. 

Regulatory precedent also supports this conclusion. The 2019 Dublin Airport Determination adopted an 

asset beta point estimate of 0.50, while the 2022 Review adopted a higher point estimate of 0.60. In our view, 

the more recent evidence supports a reduction from the 2022 estimate, given the normalisation of airport 

betas from the elevated levels observed during and immediately after the pandemic. 

 
32  Dimson, E. (1979). Risk measurement when shares are subject to infrequent trading. Journal of financial economics, 

7(2), 197-226. 
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5.5.3 Heathrow as a cross-check 

The CAA’s H8 Initial Proposals for Heathrow provide a potentially useful cross-check for Dublin Airport’s 

asset beta. The most relevant comparison is the pre-Traffic Risk Sharing asset beta evidence, because Dublin 

Airport does not have an equivalent ex ante traffic risk sharing mechanism. On this basis, the relevant 

comparator evidence produced an unadjusted asset beta range of 0.50 to 0.69 before applying the TRS 

adjustment.33 

Frontier agrees that Heathrow is a useful reference point, but argues that Heathrow should be treated as a 

lower bound for Dublin Airport’s asset beta. Frontier points to the following factors: 

• Heathrow now has a traffic risk sharing mechanism, which reduces its exposure to traffic-volume risk. 

• Heathrow is more capacity constrained than Dublin Airport, which may reduce its exposure to demand 

volatility. 

• Dublin Airport has a materially higher share of low-cost carrier traffic than Heathrow, which Frontier 

considers may increase its systematic risk. 

We recognise that these factors are relevant. They may point towards Dublin Airport having greater 

systematic risk than Heathrow in some respects. However, we do not consider that they justify treating 

Heathrow as a binding lower bound for Dublin Airport’s asset beta. There are also countervailing factors: 

• Dublin Airport’s regulatory framework has shown flexibility in response to severe downside shocks, 

including through interim reviews during the Covid-19 period. 

• Dublin Airport is 100 per cent state-owned, which may increase the likelihood of government support 

in stressed financial situations. 

• Dublin Airport faces only partial cost risk, given pass-through arrangements for certain costs and the 

StageGate process for major capital projects. 

• The relative risk of the two airports cannot be reduced to traffic risk alone. Cost risk, commercial 

revenue risk, ownership, regulatory protections and the scope of the regulatory till may also affect 

systematic risk, but are difficult to quantify separately. 

There are also timing differences in the market evidence. The CAA’s H8 Initial Proposals were based on 

market data with an earlier cut-off date (November) than our analysis. Since that cut-off, listed airport 

comparator betas have fallen further, by around 0.01 to 0.05 depending on the comparator and estimation 

window. This means that the H8 evidence is a useful reference point, but should not be treated as a fixed 

floor for Dublin Airport’s beta. 

For these reasons, we consider that Heathrow is best treated as a cross-check, rather than as a lower bound. 

The CAA’s H8 estimate is itself based on imperfect listed airport comparator evidence and a significant 

degree of regulatory judgement. It is also an initial proposal, rather than a final determination. 

Overall, the Heathrow evidence supports, but does not mechanically determine, our assessment. Our asset 

beta point estimate of 0.5 is consistent with the lower end of the relevant pre-TRS Heathrow evidence, while 

reflecting the more recent decline in listed airport comparator betas in our dataset. We therefore consider 

that 0.5 remains a balanced estimate of Dublin Airport’s forward-looking systematic risk. 

5.6 Conclusion on the overall cost of equity 

The table below summarises our cost of equity assessment. The cost of equity is estimated using the CAPM 

framework. The risk-free rate is based on long-dated Irish and German government bond evidence, converted 

into real terms using an inflation assumption of 1.90 per cent. The TMR is based primarily on long-run 

 
33  Assuming a debt beta of zero. 
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historical equity market evidence, with weight placed on Irish and Eurozone evidence. The ERP is then derived 

from the difference between the TMR and the risk-free rate. 

For beta, we rely on listed airport comparator evidence. The preferred comparator sample consists of airport 

operators that provide relevant market evidence for Dublin Airport, taking account of business model, 

regulatory framework, demand exposure and data quality. We place greatest weight on two-year and three-

year daily beta estimates, as these provide a reasonable balance between statistical reliability and current 

market relevance. Shorter estimation windows may be excessively noisy, while longer windows risk placing 

too much weight on older market conditions. On this basis, we adopt an asset beta range of 0.35 to 0.59, 

with a point estimate of 0.50. 

The asset beta is re-levered using the 50 per cent notional gearing assumption and a debt beta of zero. This 

gives an equity beta range of 0.70 to 1.18, with a point estimate of 1.00. Combining this with the risk-free 

rate and ERP gives a real post-tax cost of equity range of 4.98 per cent to 8.19 per cent, with a point estimate 

of 6.99 per cent. Applying the 15.5 per cent tax rate gives a real pre-tax cost of equity range of 5.90 per cent 

to 9.69 per cent, with a point estimate of 8.27 per cent. 

Table 5.8: Cost of equity 

 Lower bound Upper bound Point estimate 

Real risk-free rate 0.93% 1.06% 0.99% 

TMR 6.72% 7.10% 6.99% 

ERP 5.79% 6.04% 6.00% 

Asset beta 0.35 0.59 0.50 

Debt beta Nil Nil Nil 

Equity beta 0.70 1.18 1.00 

Cost of equity, post-tax 4.98% 8.19% 6.99% 

Tax rate 15.5% 15.5% 15.5% 

Cost of equity, pre-tax 5.90% 9.69% 8.27% 

Source: Europe Economics analysis. 
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6 Cost of debt 

The cost of debt is the return that a company must provide to lenders in order to raise debt finance. For 

Dublin Airport, the allowed cost of debt needs to reflect both the cost of debt already raised and the cost 

of debt expected to be raised during the 2027–2031 regulatory period. 

This section sets out our assessment of the appropriate cost of debt for Dublin Airport and is structured as 

follows: 

• We first estimate the cost of embedded debt, based on daa’s existing debt portfolio and its expected 

maturity profile over the regulatory period. 

• We then estimate the cost of new debt, using market evidence from relevant benchmark bond indices. 

• We consider the appropriate allowance for debt issuance costs and other efficient borrowing costs not 

otherwise captured in the benchmark yields. 

• We assess the appropriate share of new debt to apply when combining the embedded and new debt 

estimates. 

We conclude with our recommended overall cost of debt for Dublin Airport.  

6.1 Cost of embedded debt  

6.1.1 Stakeholder proposals  

Frontier/daa 

Frontier estimated the cost of embedded debt using a weighted average of daa’s existing debt costs over the 

2027–2031 regulatory period. This reflects the expected maturity and amortisation profile of daa’s bonds and 

loans. Frontier estimated a nominal cost of embedded debt of 1.39 per cent, which it deflated using its inflation 

assumption of 1.87 per cent. This gives a real cost of embedded debt of -0.47 per cent, before additional 

borrowing costs.  

CEPA/ Aer Lingus 

CEPA did not disagree in principle with using daa’s actual debt book as the basis for the embedded debt 

allowance, consistent with previous IAA determinations. In the absence of further information, it used 

Frontier’s nominal weighted average cost of embedded debt and deflated it using its own Irish CPI assumption 

of 2.0 per cent. This gives a real cost of embedded debt of -0.60 per cent. 

CEPA also suggested that the IAA should provide further transparency on the calculation, including the debt 

instruments included in the 2022 allowance and the characteristics and interest rates of the current 

embedded debt portfolio.  

Ryanair  

Ryanair did not make any further comments on the embedded debt calculations approach.  

6.1.2 EE assessment  

The objective when estimating the cost of embedded debt is to determine the allowance for debt that has 

already been raised before the start of the regulatory period and remains outstanding during 2027–2031. 
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Consistent with the approach adopted in the 2019 and 2022 determinations, we estimate the cost of 

embedded debt using daa’s actual debt portfolio. This reflects the interest costs that daa is expected to face 

on its existing loans and bonds over the regulatory period, taking account of the maturity and amortisation 

profile of each instrument. 

We therefore calculate the weighted average cost of daa’s embedded debt over 2027–2031 and convert this 

into real terms using our inflation assumption. 

Previous IAA determination uses actual debt data from daa to estimate the cost of embedded debt. In 2019 

and 2022, two approaches were used to obtain a range for cost of embedded debt: 

• The weighted average of interest rates (changed from nominal using the inflation assumptions) across 

embedded debt at the time when the determination was issued.  

• The expected forecasted average interest rates across embedded debt over the regulatory period.  

For the 2026 Determination, we propose to place primary weight on the second approach. This is because 

the relevant question is not only what debt is outstanding at the start of the period, but what cost of 

embedded debt daa is expected to face across the 2027–2031 period as a whole. The table summarises daa’s 

existing debt structure as at December 2025. 

Table 6.1: daa’s existing debt structure  

Loan/bond 
Issue/ 

drawdown date 
Loan maturity Interest rate 

Original loan 

amount (€000’s) 

Dec-25 loan 

amount 

(€000’s) 

EIB €200m 14/07/2009 Jul-29 4.62% 200,000 61,848 

EIB €350m 

(€260m) 
13/05/2020 May-40 0.94% 260,000 251,333 

EIB €350m 

(€90m) 
22/06/2020 Jun-40 0.91% 90,000 87,000 

EIB €260 27/01/2021 Jan-31 1.05% 260,000 84,118 

Bond 2028 07/06/2016 Jun-28 1.55% 400,000 400,000 

Bond 2028 

Tap 
05/09/2021 Jun-28 0.50% 150,000 150,000 

Bond 2032 05/11/2020 Nov-32 1.60% 500,000 500,000 

Source: Europe Economics analysis of daa data. 

daa’s embedded debt portfolio is largely made up of fixed-rate debt raised during a period of relatively low 

interest rates. Most instruments carry nominal interest rates between 0.5 per cent and 1.6 per cent. The 

main exception is the EIB €200m loan, which carries a 4.62 per cent interest rate. However, this instrument 

has a relatively small amount outstanding as at December 2025 and matures in July 2029. Its effect on the 

average cost of embedded debt over the full regulatory period is therefore limited. 

To estimate the cost of embedded debt, we combine the interest rates in Table 6.1 with daa’s expected debt 

maturity profile over 2027–2031. We then calculate the weighted average nominal interest rate in each year 

of the regulatory period and convert this into real terms using our inflation assumption of 1.90 per cent.  
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Table 6.2: Weighted average costs of debt over the 2027-31 period  

 2027 2028 2029 2030 2031 Average 

Weighted average (nominal) 1.38% 1.42% 1.37% 1.39% 1.41% 1.40% 

Inflation 1.90% 1.90% 1.90% 1.90% 1.90% 1.90% 

Weighted average (real) -0.51% -0.47% -0.52% -0.50% -0.48% -0.49% 

Source: Europe Economics analysis of daa data. 

The nominal weighted average cost of embedded debt is stable over the regulatory period, ranging from 1.37 

per cent to 1.42 per cent. This reflects the fact that most of daa’s remaining embedded debt is low-cost fixed-

rate debt. Once converted into real terms, the cost of embedded debt is negative in each year of the period. 

This does not mean that daa faces negative nominal borrowing costs. Rather, it reflects that the nominal 

interest rates on much of daa’s existing debt are below the inflation assumption used to express the allowance 

in real terms. 

As a sensitivity, we also estimate the cost of embedded debt excluding the EIB €200m loan. This loan carries 

a materially higher interest rate than the rest of daa’s embedded debt portfolio, at 4.62 per cent. This reflects 

the fact that it was drawn in July 2009, in the immediate aftermath of the global financial crisis, when credit 

market conditions were unusually stressed and borrowing costs were elevated relative to the low-interest-

rate environment that prevailed for much of the subsequent decade. The loan also has a relatively small 

balance outstanding by December 2025 and matures in July 2029, part-way through the regulatory period. 

Excluding it therefore provides a useful sensitivity on the extent to which the embedded debt estimate is 

affected by a high-cost legacy instrument raised under exceptional market conditions. 

Table 6.3: Weighted average costs of debt over the 2027-31, EIB €200m excluded 

 2027 2028 2029 2030 2031 Average 

Weighted average 

(nominal) 
1.31% 1.35% 1.37% 1.39% 1.41% 1.37% 

Inflation 1.90% 1.90% 1.90% 1.90% 1.90% 1.90% 

Weighted average (real) -0.58% -0.54% -0.52% -0.50% -0.48% -0.52% 

Source: Europe Economics analysis of daa data. 

The impact of excluding the EIB €200m loan is modest. The average nominal cost of embedded debt falls 

from 1.40 per cent to 1.37 per cent, and the average real cost falls from -0.49 to -0.52 per cent. This indicates 

that the embedded debt estimate is not materially driven by the high-cost EIB loan, despite its relatively high 

interest rate. 

We use the full debt portfolio estimate as the upper bound of our range, as it reflects the actual debt 

obligations expected to remain outstanding during the regulatory period. We use the estimate excluding the 

EIB €200m loan as the lower bound, reflecting the fact that this instrument is a relatively high-cost legacy 

loan that matures during the period. Our point estimate is the midpoint of this range. 

On this basis, we estimate a real cost of embedded debt range of -0.52 to -0.49 per cent, with a point estimate 

of -0.50 per cent. 

6.2 Cost of new debt  

New debt is the debt expected to be raised during the 2027–2031 regulatory period. This may include debt 

raised to finance RAB growth, new capital expenditure and refinancing of existing instruments that mature 

during the period. 
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The cost of new debt should reflect the rate at which an efficiently financed notional airport operator could 

raise debt during the regulatory period. In practice, this is usually estimated using market evidence from 

corporate bond indices, rather than daa’s actual future borrowing costs. This is appropriate because it 

provides a transparent benchmark and maintains incentives for efficient debt issuance. 

For Dublin Airport, the key methodological choices are:  

• the benchmark index to use; 

• the assumed credit quality of the notional operator; and 

• the maturity of the benchmark debt; and 

We discuss the regulatory precedents first, before setting out our assessment of the appropriate benchmark 

for Dublin Airport.  

6.2.1 Regulatory precedents  

Regulatory precedent supports the use of market benchmark indices when estimating the cost of new debt. 

This is consistent with the approach adopted by the IAA in both the 2019 and 2022 determinations, and with 

recent Irish regulatory precedent in the energy sector. 

A key point from the precedent is the focus on long-dated debt. In the 2019 determination, the IAA 

considered both 7–10 year and 10+ year iBoxx EUR BBB non-financial indices. By the 2022 interim review, 

the IAA placed weight on 10+ year bonds only, reflecting the view that daa’s debt tenor at issuance was 

closer to 15 years than 10 years. This remains a relevant consideration for the 2026 Determination, given 

the long-lived nature of airport infrastructure and the maturity profile of daa’s existing debt. 

The CRU’s recent determinations also support the use of long-dated iBoxx EUR non-financial corporate 

bond indices. In particular, CRU has used A- and BBB-rated 10+ year indices when estimating the cost of 

new debt for regulated Irish network businesses. This provides a relevant Irish precedent for using long-

maturity euro-denominated corporate bond evidence. 

The table below summarises the relevant Irish regulatory precedents.  

Table 6.4: Regulatory precedents – cost of new debt  

Regulator Year Subject Index used and averaging times Range estimate 

IAA34 2019 Dublin airport EUR iBoxx BBB 7-10 / 10+ years; 0.74-1.06% 

IAA35 2022 Dublin airport EUR iBoxx BBB and A 10+ years 1.20-1.39% 

CRU36 2023 Gas EUR iBoxx BBB and A 10+ years 1.00% 

CAA37 2023 Heathrow airport GBP iBoxx BBB 10+ years 4.22% 

CRU38 2025 Electricity EUR iBoxx BBB and A 10+ years 1.76-2.14% 

Ofgem39 2025 
Electricity 

transmission and gas 
GBP iBoxx BBB and A 10+ years 2.20-2.40% 

Source: Europe Economics analysis of regulatory determinations.  

 
34  Commission for Aviation Regulation (2019), Determination on the Maximum Level of Airport Charges at Dublin 

Airport 2020–2024 [link] 
35  Commission for Aviation Regulation (2022), Decision on an Interim Review of the 2019 Determination in relation 

to 2023–2026 [link] 
36  Commission for Regulation of Utilities (2023), Decision on October 2022 to September 2027 Transmission Revenue 

for Gas Networks Ireland [link]. 
37  Civil Aviation Authority (2023), Economic Regulation of Heathrow Airport Limited: H7 Final Decision [link] 
38  Commission for Regulation of Utilities (2025), Price Review Six – Final Determination – Transmission Paper [link]. 
39  Ofgem (2025), RIIO-3 Final Determinations for the Electricity Transmission, Gas Distribution and Gas Transmission 

Sectors – Finance Annex [link] 

https://www.iaa.ie/docs/default-source/car-documents/2019-determination/final-determination/2020-2024-determination.pdf
https://www.iaa.ie/docs/default-source/1c-economic-regulation/final-decision-on-the-maximum-levels-of-airport-charges-at-dublin-airport-2023-2026.pdf
https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/Decision_on_October_2022_to_September_2027_Transmission_Revenue_for_Gas_Networks_Irela.PDF
https://www.caa.co.uk/publication/download/20193
https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/CRU2025195_-_Price_Review_Six_-_Final_Determination_-_Transmission_Paper.pdf
https://www.ofgem.gov.uk/sites/default/files/2025-12/RIIO-3-Final-Determinations-Finance-Annex.pdf
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6.2.2 Stakeholder proposals  

Stakeholders agreed that the cost of new debt should be estimated using market benchmark evidence, but 

differed on the appropriate credit rating, tenor and whether to apply a forward-rate uplift. 

Frontier/daa 

Frontier considered that the IAA’s 2022 approach to estimating the cost of new debt remains broadly 

appropriate. It therefore used iBoxx EUR non-financial corporate bond indices as the benchmark, focusing 

on the A-rated and BBB-rated 10Y+ series. 

Frontier used a 6-month average of the benchmark indices. The lower end of its range is based on the average 

of the A-rated and BBB-rated indices, while the upper end is based on the BBB-rated index. This gives a 

nominal benchmark range of 3.95 to 4.01 per cent. 

Frontier then applied a forward-rate uplift, based on Euro area government bond forward rates, consistent 

with the approach used in previous IAA decisions. This increased the nominal benchmark by 0.61 to 0.81 

percentage points. After deflating by its inflation assumption of 1.87 per cent, Frontier estimated a real cost 

of new debt range of 2.64 to 2.90 per cent, before additional borrowing costs.  

CEPA/ Aer Lingus 

CEPA also used iBoxx EUR non-financial corporate bond indices, but proposed a lower real cost of new debt 

range of 1.50 to 2.12 per cent. This difference reflects three main methodological choices: 

• more weight is placed on A-rated debt, on the basis that this better reflects daa’s credit rating history; 

• both the 7–10Y and 10Y+ benchmark series are considered, on the basis that 7–10Y debt is also 

consistent with the tenor of debt raised by peer airports; and 

• no forward-rate uplift is applied, on the basis that forward curves have limited predictive power and can 

overstate the effect of current market conditions. 

The lower bound is based on the 7–10Y A-rated one-month average real yield, while the upper bound is 

based on the 10Y+ A-rated 12-month average real yield. The report also suggested that the IAA should 

consider whether the maturity of the benchmark indices aligns with the tenor of debt likely to be raised by 

the regulated business and by airport peers. 

Ryanair 

Ryanair proposed estimating the cost of debt as the risk-free rate plus a debt premium, based on the spread 

of bonds issued by similar entities over a relevant government benchmark.  

6.2.3 Key methodological choices 

Assumed credit quality 

The cost of new debt calculation reflects a regulatory assumption about the credit quality of the notional 

regulated airport, rather than mechanically using on daa’s current credit rating: A / A-1 with a stable outlook, 

as rated by S&P Global Ratings. This is an important reference point when assessing the credit strength of 

the business. However, the notional company used for the WACC is not intended to replicate daa’s actual 

financing position exactly. It is intended to represent an efficiently financed airport business, funded at the 

notional gearing assumption used in the WACC. 

For that reason, we do not consider it appropriate to rely solely on the A-rated index. An A-rated benchmark 

would assume that the notional company can sustain borrowing costs consistent with a relatively strong 

credit profile throughout the period. That may place too much weight on daa’s current actual rating, which 

reflects its existing balance sheet, ownership and financing position, rather than only the risks faced by the 

regulated airport business under the 2027–2031 determination. It would also risk understating the cost of 
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new debt if the notional company raises material new debt during the period to finance RAB growth and 

refinancing requirements. On the other hand, it might be argued that using only a BBB-rated benchmark 

would risk placing insufficient weight on daa’s observed credit strength and fail fully to reflect the standard 

regulatory assumption that a regulated firm should sit comfortably within investment grade rather than right 

on the margin. 

We therefore use the average of the iBoxx EUR A-rated and BBB-rated non-financial corporate bond indices. 

This provides a balanced benchmark for a notional comfortably-within-investment-grade airport operator 

whose credit quality is expected to sit between the two indices. This method recognises daa’s actual credit 

strength while allowing for the financing risks of a notional regulated airport at the assumed gearing level. 

Maturity of benchmark debt 

The maturity of the benchmark should reflect the tenor at which an efficiently financed airport would be 

expected to raise debt. Dublin Airport’s regulated asset base consists of long-lived infrastructure assets, and 

new debt raised during the period is likely to support long-term investment rather than short-term working 

capital. A short-dated benchmark would therefore be less well aligned with the economic life of the assets 

being financed. 

In the 2019 determination, the IAA considered both 7–10 year and 10+ year iBoxx indices. In the 2022 

determination, the IAA placed weight on the 10+ year index only, on the basis that daa’s debt tenor at 

issuance was closer to 15 years than 10 years. This remains relevant for the 2026 Determination. daa’s two 

most recent bond issuances both had tenors of around 12 years, which supports the view that a 10+ year 

benchmark is a better proxy than a shorter-maturity index. 

CEPA has suggested placing weight on 7–10 year benchmark indices, on the basis that debt of this tenor is 

used by some peer airports. We have considered this evidence, but do not consider that it should override 

the evidence from Dublin Airport’s own financing profile and the long-term nature of the regulated asset 

base. A 10+ year benchmark is a reasonable compromise between the tenor of recent daa issuance, the need 

to manage refinancing risk, and the long-lived nature of the assets being financed. 

Using 10+ year indices also avoids understating the cost of debt where the term structure of corporate yields 

is relevant. It would not be appropriate to benchmark the cost of new debt against shorter-maturity 

instruments if the notional company would, in practice, need to raise debt over longer tenors to manage 

refinancing risk and support a long-term investment programme. We therefore use the iBoxx EUR A-rated 

and BBB-rated non-financial corporate bond indices with maturities of 10 years or more. This is consistent 

with the most recent IAA approach and provides a better match to the financing requirements of a long-lived 

regulated airport business. 

6.2.4 daa’s cost of new debt  

Having regard to the precedent and methodological considerations set out above, we estimate the cost of 

new debt using the iBoxx EUR A-rated and BBB-rated non-financial corporate bond indices with maturities 

of 10 years or more.  

The figure below shows the movement in nominal yields on these indices over the last six years. Yields 

increased materially during 2022, reflecting the broader increase in interest rates, and have remained 

significantly above the levels observed before that point. More recently, however, yields have been relatively 

stable. The spread between the A-rated and BBB-rated indices has also narrowed, meaning that the estimate 

is not materially sensitive to the precise weighting placed on the two indices. 
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Figure 6.1: Nominal yields of the iBoxx EUR A and BBB non-financials 10+ years  

 

Source: Europe Economics analysis of LSEG Workspace data. 

We consider five averaging periods: the spot rate, and one-month, three-month, six-month and one-year 

averages. The results are shown in Table 6.5. 

Table 6.5: Nominal yields based on iBoxx indices (%) 

 Spot 1-month 3-month 6-month 1-year 

A-rated 4.04 4.05 4.05 3.98 3.91 

BBB-rated 4.10 4.12 4.13 4.06 4.02 

Average 4.07 4.09 4.09 4.02 3.97 

Source: Europe Economics analysis of LSEG Workspace data. 

The results are tightly clustered, as one would expect from the recent stability exhibited in the chart above. 

The average nominal yield ranges from 3.97 per cent to 4.09 per cent across the five averaging periods. This 

suggests that the estimate is not particularly sensitive to the choice of averaging period. 

We convert the nominal yields into real terms using the Fisher equation and our inflation assumption of 1.90 

per cent. The results are shown in Table 6.6.   

Table 6.6: Cost of new debt estimate (%) 

 Spot 1-month 3-month 6-month 1-year 

A-rated 4.04 4.05 4.05 3.98 3.91 

BBB-rated 4.10 4.12 4.13 4.06 4.02 

Average 4.07 4.09 4.09 4.02 3.97 

Inflation 1.90 1.90 1.90 1.90 1.90 

Average (real) 2.13 2.15 2.15 2.08 2.03 

Source: Europe Economics analysis of LSEG Workspace data. 

Consistent with our approach for the risk-free rate, we place greatest weight on the spot and one-month 

averages. These provide the most current evidence on the cost of new debt, while the one-month average 

also smooths very short-term market movements. Given the recent stability in yields, we do not consider it 

necessary to place material weight on longer averaging periods, which would partly reflect market conditions 

that are less relevant to debt expected to be raised during the forthcoming regulatory period. 
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On this basis, we use the real spot estimate as the lower bound and the real one-month average as the upper 

bound. This gives a cost of new debt range of 2.13 per cent to 2.15 per cent, with a midpoint of 2.14 per 

cent as the point estimate.  

Irish regulated issuer evidence 

We have also considered whether there is evidence that Irish regulated infrastructure issuers tend to raise 

debt at yields above or below the iBoxx 10+ year A/BBB benchmark. This is relevant because the iBoxx index 

is a broad European corporate bond benchmark. If comparable Irish regulated issuers systematically issued 

debt below the benchmark, that could suggest the benchmark is conservative for Dublin Airport. Conversely, 

if they systematically issued above the benchmark, that could suggest the benchmark understates the efficient 

cost of new debt for Irish regulated infrastructure businesses. 

To test this, we compared the iBoxx 10+ year A/BBB benchmark with yields at issuance for bonds issued by 

ESB and GNI. We distinguish between bonds with an original maturity of less than 10 years and those with 

an original maturity of more than 10 years. The latter are more directly comparable to the benchmark used 

in our cost of new debt estimate, while the former are shown for context. 

Figure 6.2: ESB and GNI bond yields at issuance relative to the bond index 

 

Source: Europe Economics analysis of LSEG Workspace data. 

The figure shows that ESB and GNI issuance yields have generally moved broadly in line with the iBoxx 10+ 

year A/BBB benchmark. As expected, bonds with original maturities of less than 10 years are sometimes 

issued at lower yields than the benchmark, reflecting their shorter tenor. For bonds with original maturities 

of more than 10 years, which provide the more relevant comparison, the evidence does not show a consistent 

premium or discount relative to the benchmark. Some instruments were issued slightly above the index and 

others slightly below it. 

On this basis, we do not consider that the ESB and GNI issuance evidence supports an adjustment to the 

benchmark cost of new debt. In particular, the evidence for bonds with original maturities above 10 years is 

consistent with using the iBoxx 10+ year A/BBB benchmark as a reasonable estimate of Dublin Airport’s 

efficient cost of new debt. 
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6.3 Additional borrowing costs  

The estimates above capture the interest cost of embedded and new debt. However, an efficiently financed 

company also incurs additional costs when raising and maintaining debt finance. Where these costs are not 

captured elsewhere in the price control, it is appropriate to include a targeted uplift to the cost of debt. 

There are three main categories of additional borrowing costs: 

• Issuance costs, which are the transaction costs incurred when raising debt. These include, for example, 

bank fees, legal costs, rating agency costs and listing fees. 

• Liquidity and RCF costs, which are the costs of maintaining access to committed liquidity facilities, even 

where those facilities are not drawn. These costs typically include upfront facility costs and ongoing 

commitment fees. 

• Cost of carry, which can arise where a company raises debt ahead of when it is needed and holds the 

proceeds as cash until they are used to fund capital expenditure. The cost reflects the difference between 

the interest paid on the debt and the return earned on the cash balance. 

For Dublin Airport, for our WACC estimate, we include allowances for issuance costs (for both the cost of 

new debt and the cost of embedded debt) and RCF costs (for the cost of embedded debt only). We do not 

include a separate allowance for cost of carry within the WACC. Although cost of carry can be a genuine 

financing cost, we consider that it is more appropriately considered through the provision of a working capital 

allowance, potentially informed by analysis of financeability, rather than as a direct uplift to the RAB-WACC 

allowance. 

6.3.1 Regulatory precedents 

Regulatory precedent supports the inclusion of modest additional borrowing cost allowances, particularly for 

issuance costs. The IAA allowed a 5bps issuance cost uplift in both the 2019 and 2022 determinations. Other 

regulators have also recognised additional borrowing costs, although the scope of the allowance varies. Some 

allow only issuance costs, while others also include liquidity costs, RCF costs or cost of carry. The overall 

precedent is therefore not that all categories should automatically be included in the WACC, but that 

efficient, well-evidenced borrowing costs should be funded where they are not otherwise recovered. 
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Table 6.7: Regulatory precedents - additional borrowing costs 

Regulator Year Subject Types of borrowing costs considered 
Overall 

uplift 

IAA40 2019 Irish aviation Issuance cost 5bps 

IAA41 2022 Irish aviation Issuance cost 5bps 

CRU42 2023 
Irish gas transmission and 

distribution 

Issuance cost; liquidity / cost of carry not treated 

as an additional uplift under WACC 
10–20bps 

CAA43 2023 UK aviation Issuance cost, liquidity cost including cost of carry 25bps 

Ofwat44 2024 UK water 
Issuance cost, liquidity cost including cost of carry, 

RCF cost 
20bps 

CRU45 2025 
Irish electricity transmission 

and distribution 
Issuance cost and cost of carry grouped together 10–20bps 

Ofgem46 2025 UK energy networks 
Issuance cost, liquidity cost including cost of carry, 

RCF cost 
25–35bps 

Source: Europe Economics analysis of regulatory determinations.  

6.3.2 Stakeholder proposal  

Frontier/daa 

Frontier proposed an additional borrowing cost allowance covering three categories: issuance costs, carry 

costs, and liquidity / RCF costs. 

For issuance costs, Frontier used information provided by daa on the costs associated with previous bond 

issuances. For carry costs, it estimated the cost of holding cash raised in advance of expenditure, measured 

as the difference between the interest payable on the relevant debt and the interest earned on excess cash 

balances. Frontier also estimated an uplift for maintaining an RCF for liquidity purposes. 

Frontier estimated total additional borrowing costs of 30 bps. This comprises 5 bps for issuance costs and 

25 bps for liquidity costs, including the cost of carry. In its further response, Frontier also argued that issuing 

benchmark-size bonds can be efficient, even where this results in cash being held before it is deployed, and 

that maintaining sufficient liquidity is relevant to credit rating assessment. 

CEPA/Aer Lingus 

CEPA agreed that an allowance for efficiently incurred issuance costs is appropriate, and did not consider 

Frontier’s estimate of 5 bps to be unreasonable. However, it suggested that the IAA should clarify whether 

RCF-related issuance costs are included within this estimate or would be additional. It also suggested that 

the IAA should check that the relevant costs are not already funded elsewhere, for example through opex 

or pass-through allowances. 

For liquidity and carry costs, CEPA considered that the IAA should test whether the size of the proposed 

liquidity provision and the rates applied are efficient. It also suggested that the IAA should consider whether 

 
40  Commission for Aviation Regulation (2019), Determination on the Maximum Level of Airport Charges at Dublin 

Airport 2020–2024 [link] 
41  Commission for Aviation Regulation (2022), Decision on an Interim Review of the 2019 Determination in relation 

to 2023–2026 [link] 
42  Commission for Regulation of Utilities (2023), Decision on October 2022 to September 2027 Transmission Revenue 

for Gas Networks Ireland [link] 
43  Civil Aviation Authority (2023), Economic Regulation of Heathrow Airport Limited: H7 Final Decision [link] 
44  Ofwat (2024), PR24 Final Determinations: Aligning Risk and Return [link] 
45  Commission for Regulation of Utilities (2025), Price Review Six – Final Determination – Transmission Paper [link] 
46  Ofgem (2025), RIIO-3 Final Determinations for the Electricity Transmission, Gas Distribution and Gas Transmission 

Sectors – Finance Annex [link] 

https://www.iaa.ie/docs/default-source/car-documents/2019-determination/final-determination/2020-2024-determination.pdf
https://www.iaa.ie/docs/default-source/1c-economic-regulation/final-decision-on-the-maximum-levels-of-airport-charges-at-dublin-airport-2023-2026.pdf
https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/Decision_on_October_2022_to_September_2027_Transmission_Revenue_for_Gas_Networks_Irela.PDF
https://www.caa.co.uk/publication/download/20193
https://www.ofwat.gov.uk/wp-content/uploads/2024/12/PR24-final-determinations-Aligning-risk-and-return-1.pdf
https://cruie-live-96ca64acab2247eca8a850a7e54b-5b34f62.divio-media.com/documents/CRU2025195_-_Price_Review_Six_-_Final_Determination_-_Transmission_Paper.pdf
https://www.ofgem.gov.uk/sites/default/files/2025-12/RIIO-3-Final-Determinations-Finance-Annex.pdf
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carry costs are necessarily one-sided, or whether there may be circumstances in which the regulated business 

could earn more on cash reserves than assumed. 

Overall, CEPA considered that an allowance of 10 to 20 bps for additional borrowing costs would be 

reasonable, based on regulatory precedent. 

Ryanair 

Ryanair rejected an allowance for carry costs. It argued that the allowance would add complexity and create 

scope for under- or over-forecasting in relation to limited opportunity costs. Ryanair also considered that 

holding cash, or forgoing debt repayment, is a normal business cost, and noted that airlines also face 

opportunity costs when providing guarantees to airports..   

6.3.3 EE’s assessment  

We estimate two borrowing cost components for Dublin Airport: 

• issuance costs (applicable to both the cost of new debt and the cost of embedded debt); and 

• RCF costs (applicable solely to the cost of embedded debt), comprising both the liquidity cost of 

maintaining the facility and the initial set-up costs associated with the facility. 

We do not include any further uplift for project-specific premia, company-specific debt premia, or general 

financing headroom. These would require separate justification, involve deviations from the CAPM model 

that we would not consider supported either by theory or empirical evidence, and more specifically are not 

supported by the evidence presented here. 

We also do not include a separate cost of carry allowance within the WACC at this stage. Cost of carry can 

arise where a company raises debt ahead of the point at which the proceeds are needed, and temporarily 

holds the cash before it is used to fund capital expenditure. We recognise that such costs may arise in 

practice, and that cost of carry has been considered in some recent regulatory decisions. However, this is 

not, in our view, best characterised as part of the return required on the RAB. It is instead a timing and 

liquidity issue, linked to the working-capital requirements of the business and the practical management of 

debt issuance. 

Treating cost of carry as a WACC uplift risks remunerating the same issue too broadly across the whole 

debt allowance, rather than targeting the specific cash-flow need that gives rise to the cost. A more 

proportionate approach is to consider any such requirement through the working-capital and financeability 

assessment, where the scale, timing and efficient need for pre-funding can be assessed directly. This would 

allow the IAA to recognise genuine liquidity requirements where they arise, without building a general cost-

of-carry premium into the RAB-WACC allowance. 

This approach is also consistent with the distinction made in Irish regulatory precedent. CRU has recognised 

that liquidity and working-capital costs can arise, but has not treated all such costs as a general uplift to the 

WACC. In particular, working-capital facility costs have in some cases been addressed separately from the 

core cost of debt allowance. We therefore consider that, on the evidence currently available, cost of carry 

is better considered through the working-capital and financeability framework than through a separate 

WACC uplift. 

Issuance costs 

We estimate issuance costs using daa’s actual debt issuance cost data. For loans, we calculate issuance costs 

as a proportion of the original loan amount. For bonds, we annualise the issuance cost over the life of the 

bond, so that the cost is expressed as an annual uplift to the cost of debt. 
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Table 6.8: Issuance costs 

Loan/bond Issuance cost as a share of loan/bond amount Length of bond Final issuance cost 

EIB €200m    

EIB €350m    

  €260m    

  €90m    

EIB €260m    

Bond 2028    

Bond 2028 Tap    

Bond 2032    

Overall    

Source: Europe Economics analysis of daa data. 

The results support an issuance cost allowance of 5bps. This is consistent with the allowance adopted in the 

previous IAA determinations, Frontier’s estimate and is also within the range of recent regulatory precedent.  

RCF costs 

We also include an allowance for the cost of maintaining daa’s Revolving Credit Facility applicable only to the 

cost of embedded debt. An RCF provides committed liquidity and supports prudent debt management, even 

where the facility remains undrawn. This is relevant to daa’s actual embedded debt cost arrangements, since 

it allows daa access to credit if required. It is not relevant to daa’s cost of new debt for much the same reason 

that bank loan costs are not relevant to daa’s cost of new debt: the assumption underlying the cost of new 

debt analysis is that any debt required will be raised as corporate bonds rather than by taking out bank loans, 

accessing credit facilities or any other alternative mechanism. 

The cost has two elements: 

• the ongoing commitment fee, which reflects the cost of maintaining access to the facility; and 

• the initial set-up cost of putting the facility in place. 

For the ongoing commitment-fee component, we calculate the RCF as a proportion of gross debt and apply 

the commitment fee reported in daa’s data.  

Table 6.9: RCF costs 

 Unit Value 

RCF €m 450.00 

Gross debt €m 1,588.85 

Ratio % 28.32% 

RCF commitment fee % 0.0875% 

RCF component liquidity cost % 0.025% 

Source: Europe Economics analysis of daa data. 

This gives an RCF liquidity cost of 2.5bps. We then estimate the RCF set-up cost on the same basis as other 

borrowing instruments, adjusting for the duration of the price control period and the size of the RCF relative 

to gross debt. This gives a further 2.5bps allowance. 

Taken together, we estimate the RCF cost at 5bps, comprising: 

• 2.5bps for the ongoing commitment-fee component; and 

• 2.5bps for the initial set-up cost. 
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6.3.4 Overall additional borrowing cost allowance 

As discussed above, we apply the additional borrowing cost allowance differently to embedded and new debt, 

reflecting the way in which the costs arise. 

For both embedded and new debt, we include an allowance for issuance costs. Issuance costs are incurred 

when debt is raised, and are not captured in the coupon or benchmark yield itself. For embedded debt, these 

costs relate to debt instruments that have already been issued and remain outstanding during the regulatory 

period. For new debt, the iBoxx benchmark provides evidence on the market yield required by investors, 

but does not include the transaction costs that the issuer incurs in raising that debt. It is therefore appropriate 

to include an issuance cost uplift for both embedded and new debt. 

For RCF costs, we apply the allowance only to embedded debt. The RCF is an existing committed liquidity 

facility maintained by daa to support its overall debt and liquidity position. Its cost is therefore linked to the 

existing debt structure and the ongoing financing arrangements that are in place at the start of the regulatory 

period. By contrast, the cost of new debt is estimated using a market benchmark for new bond issuance. 

Adding an RCF uplift to new debt as well would risk treating the same liquidity requirement as if it increased 

with each new debt instrument, rather than as a facility-level cost associated with maintaining prudent liquidity 

for the business as a whole. 

On this basis, the uplift applied to embedded debt includes both issuance costs and RCF costs, giving a total 

allowance of 10bps. The uplift applied to new debt includes issuance costs only, giving an allowance of 5bps. 

Table 6.10: Additional borrowing cost allowances 

Component Allowance 

Issuance costs 0.05% 

RCF liquidity cost 0.025% 

RCF set-up cost 0.025% 

Total RCF cost 0.05% 

Total uplift applied to embedded debt 0.10% 

Total uplift applied to new debt 0.05% 

Source: Europe Economics analysis of daa data. 

6.4 Weighting of new debt  

The overall cost of debt is calculated by combining the cost of embedded debt and the cost of new debt. This 

requires an assumption on the proportion of debt that should be treated as new debt during the regulatory 

period. 

6.4.1 Stakeholder proposal  

Frontier/daa 

Frontier estimated the average share of new debt at 52 per cent over the 2027–2031 regulatory period. This 

was based on daa’s expected debt issuance over the period, together with the maturity and amortisation 

profile of its existing debt. 

In its further response, Frontier also agreed that the share of new debt should reflect the scale and timing of 

capex approved for the regulatory period. However, it argued that the risk around outturn capex is not one-

sided. While capex could be lower than forecast, it could also be higher, in which case the regulated business 
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may need to raise more new debt than initially assumed. Frontier also argued that underestimating the share 

of new debt could increase financeability risks. 

CEPA/ Aer Lingus 

CEPA agreed that the share of new debt should reflect average exposure over the control period, rather 

than a single end-period snapshot. It suggested that the IAA should align the size and timing of assumed debt 

issuance with the notional RAB additions allowed in the Draft and Final Determinations, rather than with the 

capex profile in Frontier’s proposal. 

CEPA also proposed that net additions to the RAB should be assumed to be 60 per cent equity-financed and 

40 per cent debt-financed, consistent with its proposed notional gearing assumption. For embedded debt, it 

suggested that refinancing should either reflect the known maturity profile of existing debt or be based on a 

notional refinancing profile. 

Pending the publication of the IAA’s Draft Determination capex allowance, CEPA used Frontier’s proposed 

assumption of 52 per cent new debt and 48 per cent embedded debt as a placeholder. 

Ryanair  

Ryanair disagreed with the proposed 52 per cent new debt assumption. It argued that the assumed share of 

new debt should not be based on a capex programme that may not be delivered. Ryanair noted that, in the 

current regulatory period, the capex allowance was materially higher than actual delivery. It therefore 

suggested that the IAA could use a baseline WACC with no new debt, with new debt reflected only where 

large projects are completed and become operational.  

6.4.2 EE assessment 

In the 2022 determination, the IAA applied a roughly 27 per cent weight to new debt and a 73 per cent 

weight to embedded debt. For the 2026 Determination, the appropriate share of new debt will depend on 

the wider regulatory settlement, including the scale and timing of allowed capital expenditure, the treatment 

of triggered projects, and the refinancing profile of existing debt. 

Dublin Airport has proposed a materially higher share of new debt. We do not consider this assumption 

unreasonable in principle, particularly if the full capex programme proceeds as planned and requires 

substantial new financing during the period. However, the relevant question is the share of new debt expected 

under the untriggered regulatory settlement, rather than the share that could arise under a full investment 

scenario. 

This distinction is important because the scale and timing of Dublin Airport’s investment programme remains 

uncertain. In previous periods, some planned capex did not proceed as originally expected, not because of 

inefficient financing decisions by daa, but because major projects were delayed or held up by factors such as 

planning permission processes. If similar timing uncertainty remains for the 2027–2031 period, adopting a 50 

per cent new debt share in the base-case WACC could fund debt costs associated with projects that may 

not be delivered within that base case. 

As advised by the IAA, we therefore use a 48.17 per cent share of new debt. This reflects the expected debt 

mix under the IAA’s current view of the regulatory settlement, taking account of the expected refinancing 

profile and the financing requirements associated with the allowed investment programme. 
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Table 6.11: Share of embedded and new debt 

Component Weight 

Embedded debt 51.83% 

New debt 48.17% 

 

6.5 Conclusion on the overall cost of debt 

The table summarises our cost of debt assessment. The cost of embedded debt is based on daa’s existing 

debt portfolio, while the cost of new debt is based on the iBoxx EUR A-rated and BBB-rated non-financial 

corporate bond indices with maturities of 10 years or more. We then add the relevant borrowing cost uplifts: 

10bps for embedded debt and 5bps for new debt. 

Table 6.12: Cost of debt  

 
Lower 

bound 

Upper 

bound 

Point 

estimate 

Cost of embedded debt -0.52% -0.49% -0.50% 

Additional borrowing costs applicable to embedded debt 0.10% 0.10% 0.10% 

Cost of embedded debt, including borrowing costs -0.42% -0.39% -0.40% 

Cost of new debt 2.13% 2.15% 2.14% 

Additional borrowing costs applicable to new debt 0.05% 0.05% 0.05% 

Cost of new debt, including borrowing costs 2.18% 2.20% 2.19% 

Share of embedded debt 52% 52% 52% 

Share of new debt 48% 48% 48% 

Overall cost of debt 0.83% 0.85% 0.85% 

Source: Europe Economics analysis. 

On this basis, we estimate a real cost of debt range of 0.83 per cent to 0.85 per cent, with a point estimate 

of 0.85 per cent.47 

 

 
47  The point estimate of 0.85 per cent is derived from an underlying estimate of 0.8476 per cent. The lower and upper 

bounds are 0.8317 per cent and 0.8545 per cent respectively. Values are rounded to two decimal places for 

presentation. 
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7 Aiming up and inflation adjustment 

7.1 Aiming up 

In some regulatory decisions, regulators select a point estimate above the mid-point of the estimated WACC 

range. This is sometimes described as “aiming up”. The rationale is that, where there is uncertainty around 

the true cost of capital, the consequences of setting the allowance too low may be more harmful than the 

consequences of setting it too high, through slightly undermining incentives for investment and innovation 

that benefit consumers, and through creating socially slightly suboptimally high risks of bankruptcy. 

7.1.1 Stakeholder proposals 

Frontier/daa 

Frontier proposed aiming up as part of its overall WACC uplift. Its total uplift is 50 bps, covering both aiming 

up and an inflation adjustment. Frontier does not formally split the uplift between these two elements, but 

its discussion implies that the aiming-up element is around 10 bps. 

Frontier argued that aiming up is appropriate because the consequences of underestimating the WACC are 

greater than the consequences of overestimating it. It identified four main reasons for aiming up: 

• Regulatory predictability and stability: aiming up has been applied in previous Dublin Airport 

determinations, and Frontier argued that retaining this aspect of the framework would support regulatory 

consistency. 

• Enabling investment and growth: Frontier argued that aiming up helps support investment, which is 

particularly relevant given the scale of the proposed capex programme. 

• Measurement error: Frontier argued that there is uncertainty in estimating WACC parameters, 

particularly the asset beta, following the disruption caused by Covid-19 and the subsequent recovery. 

• Competition for infrastructure finance: Frontier argued that Dublin Airport will need to attract capital in 

a market where infrastructure investors have competing opportunities, including in energy networks, 

decarbonisation, data centres and other aviation assets. 

Frontier selected the midpoint of its WACC range after applying its uplift, on the basis that aiming up had 

already been reflected through the uplift. 

CEPA/Aer Lingus 

CEPA proposed selecting the midpoint of the WACC range and did not support a separate aiming-up 

allowance. Its main points were that: 

• measurement error can operate in either direction and should not automatically justify an uplift; 

• where uncertainty relates to a specific WACC parameter, it should be addressed directly in that 

parameter rather than through a general WACC uplift; 

• a 50 bps uplift to the WACC is material, particularly because, at 50 per cent gearing, it is equivalent to a 

larger uplift to the return on equity; 

• periodic resets reduce the risk of persistent error; and 

• the timing of airport investment has been driven more by planning and operational factors than by the 

level of the allowed return. 

CEPA therefore considered the midpoint of the evidence-based WACC range to be the appropriate point 

estimate. 
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Ryanair  

Ryanair rejected any additional risk premium or aiming-up allowance. It argued that the CAPM should not 

include non-systematic or company-specific risks, including financeability risks, as these are diversifiable. It 

also argued that an aiming-up allowance would be inconsistent with the IAA’s general approach to setting 

other building blocks, would favour Dublin Airport at the expense of users, and is not supported by the 

European airport regulatory precedent it has reviewed. 

Ryanair also rejected the argument that aiming up is needed to address asymmetric welfare losses from 

setting the WACC too low. It argued that the main welfare issue in the current period related to the 

passenger cap rather than the cost of capital, and that the 2022–2026 aiming-up allowance had not clearly 

supported capex delivery. Ryanair suggested that, if the IAA has concerns about financing specific large 

projects, a more targeted project-specific uplift would be preferable to a general allowance across the RAB.  

7.1.2 EE assessment 

Our view, reflected across our advice for many regulatory determinations in Ireland and around the world, 

is that aiming up should be explicit rather than implicit. That is to say, there should be an explicit step at 

which regulators decide how much to aim up, rather than aiming up being done informally by choosing points 

“a bit above” the best-estimate or range mid-points (without a justification for deviating from the mid-point) 

for a number of parameters — the practice that was common before explicit aiming up started to be applied. 

We emphasise that the point of having an explicit aiming up step is to reduce the amount of aiming up, not 

increase it. Regulators that do not explicitly consider how much they intend to aim up tend to unintentionally 

aim up by more than they would do if they were explicit in the process. 

We also emphasise that aiming up is done on the best-estimate for the point value of the WACC. That best 

estimate may be above or below the mid-point of the overall WACC range. 

Dublin Airport argues that aiming up should be retained for the 2026 Determination. We have considered 

their main arguments, as follows: 

• Regulatory precedent. Dublin Airport argues that aiming up should be retained because it was applied in 

the 2019 and 2022 decisions, and because retaining it would support regulatory predictability and credit 

stability. We agree that it is appropriate to retain an explicit aiming-up step. However, retaining that step 

does not mean that a positive uplift must be applied. A legitimate outcome of the explicit step is that the 

appropriate degree of aiming up is zero. 

• Estimation uncertainty. Dublin Airport argues that aiming up helps address uncertainty in WACC 

estimation, particularly around asset beta after the pandemic. We accept that WACC estimation is 

uncertain, and that beta requires regulatory judgement. However, uncertainty can work in both 

directions. The relevant question is whether the asymmetric consequences of underestimation justify a 

further uplift. In our view, the evidence base is more settled than in 2022, including because there is now 

more post-pandemic market evidence. 

• Scale of investment. Dublin Airport also points to the scale of the capex programme and the risk that 

too low a WACC could discourage efficient investment. We recognise this is one of the standard 

considerations relevant to aiming up. However, it does not automatically imply a positive uplift. The 

WACC is only one part of the wider regulatory settlement, and the treatment of capex, triggers, 

financeability and other mechanisms also affects investment incentives. 

• Competition for capital. Dublin Airport argues that it must compete for infrastructure finance against 

other sectors, including energy networks, data centres and other aviation assets. We recognise that 

investors allocate capital across a wide range of opportunities. However, this is what the WACC 

framework is designed to capture. The overall WACC methodology and supporting market evidence 
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together estimate the opportunity cost of capital for an investment with Dublin Airport’s risk 

characteristics. Competition for capital is therefore not, in itself, a separate reason for an aiming-up uplift. 

The above points notwithstanding, a regulator is also free to conclude, in the explicit aiming up step, that the 

appropriate degree of aiming up is zero. There could be a number of reasons for that. There could, for 

example, be a regulatory judgement that the previous determination was a bit over-generous, with the benefit 

of hindsight, so the regulatory process has already provided “a bit of fat” with respect to the existing RAB. 

Alternatively, there could be a regulatory judgement that the RAB itself had already consciously been chosen 

at a slightly high level, so the WACC × RAB calculation would already include aiming up. Alternatively, there 

could be a view that other mechanisms available in the price control allow the regulated entity to outperform 

(and be rewarded for doing so) to a degree that already meets the goals aiming up would have. 

The appropriate degree of aiming up will also potentially evolve with the investment or innovation 

environment. The target beneficiaries of aiming up are final consumers. But regulated entities are often 

business-to-business service providers. Raising costs to firms that deal directly with consumers above the 

economically efficient level may undermine their incentives to invest and innovate for consumers. There is a 

judgement required regarding whose investment and innovation is most relevant, and that judgement may 

evolve with economic and technological conditions. 

Whilst, as we say, the judgement about how much to aim up is ultimately a matter of regulatory discretion, 

reflecting many considerations that go beyond the WACC analysis itself (which is the only aspect to which 

we have access in our advice here), it is perhaps relevant to note that for the 2026 Determination, it is 

plausible that the degree of aiming up (in percentage point terms, if not in percentile-of-the-distribution 

terms) would be likely to be lower than in 2022. That is because market uncertainty appears lower than at 

the time of the 2022 Interim Review. In 2022, the determination was made against a backdrop of significant 

volatility in financial markets, including rapid changes in inflation and interest rates. While uncertainty remains, 

current market conditions provide a more settled evidence base for estimating the cost of debt, the risk-free 

rate and other WACC parameters. That means that any given percentile, above the 50th, would be likely to 

correspond to a lesser percentage point aiming up elevation. 

Monte Carlo Simulation 

To help inform a regulatory judgement about whether to aim up (or, in principle, aim down) and by how 

much, we have used a Monte Carlo simulation to assess how uncertainty in the main WACC parameters 

might be converted into a distribution for the overall real pre-tax WACC.48 We report various points in that 

distribution (i.e. WACCs at percentiles of the distribution) in the table below. 

Table 7.1: Monte Carlo simulation results 

Reference point Interpretation Monte Carlo result 

Best estimate Central estimate 4.56% 

60th percentile 0.25 standard deviations above the mean 4.66% 

84th percentile 1 standard deviation above the mean 4.98% 

Source: Europe Economics analysis. 

The Monte Carlo simulation produces a central WACC estimate, at the 50th percentile, of around 4.56 per 

cent, matching the deterministic best estimate of 4.56 per cent. The standard deviation of the simulated 

overall WACC distribution is around 0.43 percentage points, indicating the degree of dispersion around the 

central estimate. Frontier, on behalf of daa, proposes a 0.1 aim-up (in addition to a 0.4 percentage point 

adjustment for inflation differential — see below for discussion). We can see from the table that this roughly 

 
48  The simulation varies the risk-free rate, TMR, asset beta, cost of embedded debt and cost of new debt, and the share 

of new debt, while holding fixed the tax rate, inflation assumption, share of new debt and notional gearing assumption. 
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corresponds to aiming up to the 60th percentile (approximately 0.25 standard deviations above the mean), 

which would be a real pre-tax WACC of 4.66 per cent (i.e. a 0.11 percentage points uplift). Moving to the 

84th percentile, which is broadly equivalent to one standard deviation above the mean under a normal 

distribution, gives a WACC of 4.98 per cent. 

If the IAA considers that aiming up is appropriate, any adjustment should be applied transparently as a 

separate final uplift to the central WACC estimate, rather than being embedded across individual parameters. 

Equally, if the IAA considers that residual uncertainty is already reflected in the WACC estimates and wider 

regulatory framework, it lies squarely within its regulatory discretion to adopt the 50th percentile of the 

distribution — i.e. not to aim up at all. 

7.2 Inflation adjustment 

7.2.1 Stakeholder proposals 

Frontier/daa 

Frontier argued that an inflation adjustment is required because the WACC is converted into real terms 

using Euro area / German inflation evidence, while the RAB is indexed using Irish CPI. It argued that this can 

create a mismatch between the inflation assumption used to deflate WACC inputs and the inflation indexation 

applied to the RAB. 

Frontier relied on historical evidence comparing Euro area HICP inflation with Irish CPI inflation. It noted 

that Euro area HICP exceeded Irish CPI in 10 of the 12 years from 2014 to 2025, with an average annual 

difference of around 0.4 percentage points. On this basis, Frontier considered that an upward adjustment to 

the real WACC is required to address the risk of under-compensation. 

CEPA/Aer Lingus 

CEPA recognised that an inflation mismatch can arise where the inflation measure used to deflate WACC 

inputs differs from the inflation index used to uplift the RAB. However, it argued that the evidence on the 

direction and size of any adjustment is mixed. 

CEPA reviewed a number of inflation comparisons, including German HICP and Irish CPI, noting that German 

breakeven inflation is more aligned with HICP than CPI. It found that forecast evidence for 2027 did not point 

clearly in one direction, with estimated differentials ranging from -0.1 per cent to +0.5 per cent and an average 

of 0.23 per cent. 

CEPA also placed some weight on longer-term historical evidence, which suggests that German inflation has 

tended to be above Irish inflation. However, it considered that the recent evidence is less clear, and noted 

that some parts of its WACC estimate are already expressed using Irish CPI or do not require a full 

adjustment. On balance, CEPA proposed a smaller inflation adjustment of 10 bps. 

7.2.2 EE assessment 

We do not consider this case for a separate upward inflation adjustment to be strong, either in principle or 

in practice. As a matter of principle, the inflation estimates used in the WACC analysis are there to deflate 

nominal data to provide an estimate of real returns. There is no question of consistency between this 

approach and the RAB indexation metric. The only question is whether the inflation estimates used in the 

WACC analysis are correct and applied correctly to obtain the underlying real variables. 

But even if there were a need for consistency, the relevant evidence does not show a stable or one-way 

difference between Irish inflation and Euro area/German inflation. Before 2021, Eurozone inflation was 
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generally above Irish inflation, but the relationship has changed since then. Irish inflation was higher during 

parts of 2023/24, Eurozone inflation was higher from mid-2024 to mid-2025, and the most recent data again 

show Irish inflation above Eurozone inflation. 

Figure 7.1: Irish CPI and Eurozone HICP inflation (%)49 

 

Source: Europe Economics analysis of LSEG Workspace data. 

 
49  We tested a range of inflation measures, including Irish CPI against other euro area CPI and CPIH mesures. Across 

these specifications, the results do not provide strong evidence that euro area inflation has been systematically higher 

than Irish inflation. 
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Figure 7.2: Difference between Irish CPI and Eurozone HICP inflation (%) 

 

 

Source: Europe Economics analysis of LSEG Workspace data. 

This means the alleged mismatch is not clearly asymmetric. We do not concede that even if Irish inflation 

were consistently below the inflation measure used to deflate the WACC, daa’s concern would apply. But 

we note that, even if it did, if Irish inflation is above that benchmark, RAB indexation would be higher than 

the inflation assumption used in the WACC calculation. The recent data show that both outcomes can occur.  

On these bases (both the rejection of the point of principle and the practical rejection), we do not consider 

that the evidence supports a separate inflation adjustment. 
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8 Overall WACC  

This section includes the component estimates set out in the preceding sections and states our overall 

estimate of Dublin Airport’s real pre-tax weighted average cost of capital for the 2027–2031 regulatory 

period. 

Consistent with the IAA’s previous approach, we estimate the WACC on a real pre-tax basis. This means 

that the cost of equity is converted from a post-tax to a pre-tax basis using the assumed tax rate, while the 

cost of debt is included on a pre-tax basis. The overall WACC therefore reflects the return required by 

providers of both equity and debt finance for an efficiently financed notional airport operator. 

Our central estimate is based on a notional gearing assumption of 50 per cent. This is consistent with previous 

Dublin Airport determinations and reflects a balanced notional capital structure. It is not intended to 

represent Dublin Airport’s actual gearing, but rather the financing structure of an efficient operator for 

regulatory purposes. The assumed tax rate is 15.5 per cent, based on the blended rate implied by Dublin 

Airport’s regulated entity accounts. We present figures with a Nil debt beta and Nil aiming up, and with an 

assumed 48 per cent share of new debt.  

8.1 Overall WACC estimate 

The following table summarises our estimates for WACC (with no aiming up assumption): 

Table 8.1: Overall estimates for each WACC component 

  Lower bound Upper bound Point estimate 

Tax rate 15.5% 15.5% 15.5% 

Gearing 50% 50% 50% 

Risk-free rate 0.93% 1.04% 0.98% 

TMR 6.72% 7.10% 6.98% 

ERP 5.79% 6.06% 6.00% 

Asset beta 0.35 0.59 0.50 

Debt beta Nil Nil Nil 

Equity beta 0.70 1.18 1.00 

Cost of equity 4.98% 8.19% 6.98% 

Cost of equity (pre-tax) 5.90% 9.69% 8.26% 

Cost of new debt incl. issuance 2.18% 2.20% 2.19% 

Cost of embedded debt incl. issuance + RCF -0.39% -0.42% -0.40% 

Share of new debt relative to embedded 

debt 
48% 48% 48% 

Cost of debt (pre-tax) 0.83% 0.85% 0.85% 

Aiming up Nil Nil Nil 

Real pre-tax WACC 3.36% 5.27% 4.56% 

Source: Europe Economics analysis of LSEG Workspace data. 
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Our best point estimate of Dublin Airport’s real pre-tax WACC for the 2027–2031 regulatory period is 

therefore 4.56 per cent, slightly above the mid-point of our range of 3.36 to 5.27 per cent. 

This estimate differs from those in 2022 and 2019 in two main dimensions. First, the cost of equity has 

increased relative to the 2019 determination because the TMR is now materially higher. Although the asset 

beta is lower than the 2022 estimate, the increase in the risk-free rate and the TMR, and the use of a 15.5 

per cent tax rate continue to support a relatively high pre-tax cost of equity. Second, the cost of debt has 

increased relative to the 2022 Interim Review because corporate bond yields are now materially higher, 

reflecting the higher interest-rate environment. This has increased the estimated cost of new debt.. However, 

the overall debt allowance remains lower than the cost of new dentbecause embedded debt continues to 

represent the majority of the assumed debt portfolio. 

Overall, the resulting WACC reflects current market conditions, Dublin Airport’s expected financing 

requirements, and the continued use of a stable notional capital structure. It provides a balanced estimate of 

the return required by an efficiently financed airport operator over the 2027–2031 regulatory period. 

8.2 Comparison with previous determinations 

The resulting estimate is broadly in line with the final WACC point estimates from the previous Dublin 

Airport determinations, but the composition of the estimate has changed materially. 

The 2026 draft real pre-tax WACC is 4.56 per cent, compared with 4.35 per cent in the 2022 determination 

and 4.22 per cent in the 2019 determination. This broad stability in the overall WACC masks important 

movements in the underlying components. In particular, the prevailing market rates has increased materially, 

from negative levels in the 2019 and 2022 determinations to 0.99 per cent in the 2026 draft. However, the 

effect is partly offset by a lower asset beta than in 2022 and by the continued low real cost of embedded 

debt. 

The 2026 draft therefore reflects a different market environment from the previous determinations. The 

earlier determinations were made during a period of very low or negative real interest rates, whereas the 

2026 draft reflects a higher-rate environment. At the same time, the 2026 draft beta estimate reflects the 

normalisation of listed airport beta evidence after the pandemic period.  
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Table 8.2: Comparison of EE’s WACC recommendation to previous determinations 

  2026 draft 2022 decision 2019 determination 

Tax rate 15.50% 12.50% 12.50% 

Gearing 50% 50% 50% 

Real risk-free rate 0.98% -0.45% -0.60% 

TMR 6.98% 6.25% 6.40% 

ERP 6.00% 6.71% 7.00% 

Asset beta 0.50 0.60 0.50 

Debt beta 0.00 0.00 0.00 

Equity beta 1.00 1.20 1.00 

Cost of equity 6.98% 7.60% 6.40% 

Cost of equity (pre-tax) 8.26% 8.69% 7.31% 

Cost of new debt 2.19% 1.29%  

Cost of embedded debt -0.40% -1.16%  

Share of new debt  48% 27%  

Additional debt costs  0.05% 0.10% 

Cost of debt (pre-tax) 0.85% -0.45% 0.60% 

Aiming up  0.50% 0.50% 

Real pre-tax WACC 4.56% 4.35% 4.22% 

Source: Europe Economics analysis of LSEG Workspace data; IAA’s 2022 and 2019 Dublin Airport determinations 

8.3 Comparison with Dublin Airport’s regulatory proposition 

Dublin Airport’s regulatory proposition estimates a real pre-tax WACC of 6.11 per cent. Our central 

estimate is 4.56 per cent. The figure below shows the main parameter differences between the two estimates 

and their effect on the overall WACC. 
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Figure 8.1: Comparison of Frontier / daa’s WACC estimate to Europe Economics’ WACC estimate 

 

The main differences are as follows: 

• Asset beta: The largest difference is the asset beta, which reduces our WACC by 99 basis points relative 

to Frontier / daa’s estimate. Frontier / daa places more weight on a higher airport beta range, including 

estimates that incorporate a broader period of airport market data. Our assessment places more weight 

on recent evidence showing that airport betas have normalised from the elevated levels observed during 

and immediately after the pandemic. This leads us to adopt a lower asset beta point estimate. 

• Aiming up: Frontier / daa includes a 50 basis point uplift, covering aiming up and an inflation-related 

adjustment. We do not include an aiming-up allowance in our central WACC estimate. As explained in 

Section 7, we consider that the individual WACC parameters already reflect the relevant evidence and 

uncertainty, and that a further uplift is not warranted. 

• Cost of new debt: Our estimate of the cost of new debt reduces the WACC by 16 basis points relative 

to Frontier / daa. This difference is driven primarily by Frontier / daa’s use of forward rates in estimating 

the cost of new debt. We do not use forward rates in our central estimate, as we consider that current 

market evidence provides a more appropriate basis for estimating financing costs over the regulatory 

period. 

• Additional borrowing costs: Our allowance for additional borrowing costs reduces the WACC by 11 

basis points relative to Frontier / daa. We include an allowance for issuance costs, but do not include the 

full set of additional liquidity and cash-carrying costs proposed by Frontier / daa. 

The comparison shows that the gap between our estimate and Frontier / daa’s estimate is driven primarily 

by differences in the asset beta, the inclusion of an aiming-up allowance, the cost of new debt and additional 

borrowing costs. Differences in other parameters, including the tax rate, embedded debt cost and share of 

new debt, have only a limited impact on the overall WACC. Some differences may also reflect changes in the 

available evidence since the Frontier report was prepared, including the use of more recent market data and 

updated sources. 
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Appendix 1. Beta estimates using national 

equity indices 

As a cross check, we estimate comparator airport betas using national total return equity indices. The results 

are reported below for two-year and three-year estimation windows. This analysis is included as a beta cross-

check only. 

Table A1.1: National index-based beta estimates50 

Airport Equity beta 2yr Asset beta 2yr Equity beta 3yr Asset beta 3yr 

Paris 0.82 0.5 0.88 0.54 

AENA (Spain) 0.61 0.52 0.74 0.61 

Zurich 0.69 0.59 0.71 0.59 

Fraport 0.66 0.24 0.89 0.31 

Copenhagen 0.36 0.3 0.32 0.26 

Auckland 0.99 0.86 1.01 0.87 

Bologna 0.1 0.1 0.17 0.16 

Tuscany 0.05 0.04 0.17 0.13 

Vienna 0.13 0.13 0.08 0.08 

 Source: Europe Economics analysis of LSEG Workspace data. 

Compared with the main asset beta estimates reported in Table 5.2, the national index-based estimates are 

not materially different. For most comparators, the two-year and three-year asset betas are close to the 

corresponding estimates in the main analysis. The national index approach gives slightly higher estimates for 

some comparators, such as Copenhagen and Tuscany, but slightly lower estimates for others, such as Fraport, 

Bologna and Vienna. Overall, there is no clear evidence that using national equity indices would systematically 

increase or reduce the comparator beta evidence. 

 

 

 
50  Note: Equity betas are estimated against the relevant Refinitiv FR national total return equity index for each 

comparator’s home market. These are FR France for Paris / Groupe ADP, FR Spain for AENA, FR Switzerland for 

Zurich, FR Germany for Fraport, FR Denmark for Copenhagen, FR New Zealand for Auckland, FR Italy for Bologna 

and Tuscany, and FR Austria for Vienna. Asset beta refers to the unlevered beta, calculated by de-levering the equity 

beta using market gearing. 


