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Executive Summary

The focus of this interim review is primarily on the updated capital expenditure
programme presented in DAA’s October 2006 CIP. In this regard, DAA welcomes the
Commission for Aviation Regulation (CAR’s) acknowledgement that

e The airport’s current position is one of “comparatively low charges and comparatively
poor service quality™

e The benchmarking process whereby costs were arrived at is “comprehensive,
appropriate and professional™

e The costs proposed for capital expenditure are “generally reasonable for what DAA
proposes to build” 3

Since the DAA’s capital programme was first announced in September 2005, DAA has
repeatedly stated that it requires an average airport charge of €7.50* in the current
pricing period and ca.€8.50 in the next period to fund it. This equates to an average
charge of ca.€8.00 over the life of the plan, which is less than many airlines charge to
check in a bag. In effect, DAA has proposed to deliver a ¢c100% increase in airport
capacity and a greatly enhanced passenger experience for less than a 50% increase in
the per passenger charge. This represents extremely good value, particularly given that
the current airport charge at Dublin is amongst the lowest of comparable airports in
Europe. We have included research in our submission that illustrates clearly that a
majority of passengers, who ultimately pay airport charges, are willing to pay the
necessary additional airport charges to fund improvements in key services/facilities.

Financeability

Despite recognising the appropriateness of DAA’s requirements, the current low charges
base from which it is operating and the statutory requirement for it to enable DAA to
operate in a sustainable and financially viable manner, CAR is not proposing to allow an
increase in charges in the period 2006-2009. DAA is disappointed the Commission has
not approved the modest immediate increase in airport charges that would have
provided full funding clarity for the building programme at Dublin Airport as soon as the
planning appeals process is complete.

The problems with CAR’s remuneration mechanism can be broadly grouped into two
categories: increased risk and pressure on DAA’s financial position. Under CAR'’s
proposals remuneration for a significant portion of the capital programme will be deferred
and backloaded. The company is therefore being required to commit to expenditure
without an acceptable degree of certainty on whether it will receive remuneration, how
much it will receive and when it will receive it.

Indications regarding the potential for DAA to recoup its investment in the future are
shrouded in uncertainty, for example:

! page 4, CP5/2007

2 page 4, Annex 7 to CP5/2007

% page 93, CP5/2007

42004 prices as per 2005 determination



In evaluating the impact of the charges outlined for 2006-09 and 2010-14 on DAA’s
financeability, the Commission has disregarded the financial projections that it
sought from DAA during the interim review. The Commission updated its own
projections on the basis of the passenger forecasts contained in DAA’s model, but
failed to acknowledge the fact that there is an inconsistency between CAR and DAA
projections when assessing the charges level of €7.75 for the next regulatory period.
The illustration of how the price cap might evolve in the next Determination period is
issued as a “guide only”, with the outcome “subject to consultation and evaluation at
the appropriate time prior to making the next Determination™.

The Commission acknowledges that “there remains some uncertainty around how
the two box approach will work in practice™ and suggests that “precise details of the
two stage approach” to the recovery of T2 investment costs will only be agreed with
the DAA and users “as part of the consultation for 2010-2014 price cap”’

Proposals regarding the time profiling of the return of and on the T2 investment are
subject to the proviso that “Should the need arise in the future...CAR...would
consider changes to the treatment of the investments in the RAB” .2

In this context, it is important that the financial markets are provided sufficient clarity that
the regulatory environment will support capital investment into the future as this affects
the company’s credit profile and thereby its ability to access optimal, long term,
uncovenanted debt finance. Unfortunately, at present the impression from the decision
could be that CAR’s primary imperative is to keep airport charges low (in particular due
to the approach adopted re unitisation and the two box approach to T2 remuneration)
rather than incentivise much needed investment in capacity as required by the large
majority of users and as mandated in the Government’s Aviation Action Plan.

A number of specific changes in the final decision would provide greater confidence to
DAAs funders:

adoption by CAR of DAA’s projections for net operating expenditure in arriving at the
illustrative price for 2010-14, consistent with the treatment of capital expenditure and
passenger forecasts

acknowledgement by CAR that the additional risks placed on DAA by the interim
review will be considered when CAR assesses the appropriate cost of capital for
DAA;

confirmation that CAR does not intend to change the regulatory regime for the period
2010-14 and that DAA will continue to be remunerated for properly-incurred capital
and operating expenditure through the familiar “regulatory building blocks”
mechanism;

confirmation that the possible price for 2010-14 indicated by CAR represents the
minimum required to appropriately compensate DAA for its costs and would in any
event be subject to being sufficient to maintain DAA’s financeability (interpreted as
maintaining a strong investment grade credit rating);

acknowledgement that CAR recognises the role that DAA’s capital plans have to play
in allowing CAR to fulfil its statutory duty to facilitate the development of Dublin
airport.

® page 118, CP5/2007
® page 108, CP5/2007
" page 9, CP5/2007

® page 16, CP5/2007



Defining the safeguards it will put in place to ensure incentives to invest remain, it will
better enable CAR to deliver to deliver on its statutory objectives to the detriment of the
airport, its airline users, the passengers and the wider Irish economy.

Consultation

It has been demonstrated in previous submissions to CAR, and reiterated in this
submission, that the DAA has followed best-in-class master-planning, consultation and
design processes in the development of its Capital Investment Programme. The
constituent projects in the 2006 CIP are the result of an extended planning process, all in
the context of maintaining a coherent long-range development plan for Dublin Airport. At
each step in this planning process the DAA has made appropriate decisions by
combining its own expertise and in-house knowledge of Dublin Airport with the input of
consultants with a strong international reputation in the field, and by following best
practice planning and consultation processes. The extensive consultation on detailed
aspects of the plans carried out by DAA with users has been recognised by the
independent verifier as according with international best practice. It also resulted in
significant user buy-in to the 2006 CIP. Detailed evidence on this process has been
submitted and it is not clear that the Commission has adequately considered this.

Passengers are the primary users of airports. It is incorrect to assume that the best
interests of users are synonymous with the interests of airline companies as the latter
are large commercial companies focussed on their profitability and shareholder returns
and not necessarily the interests of passengers as users of airport facilities.

In this context, a requirement to have “all users agreeing” before capex is incurred is
simply unrealistic, and would amount to an abdication of CAR’s statutory responsibilities
to protect the needs of prospective users and passengers. In any event, full agreement
is not possible by definition as existing users are not the same as prospective users. In
this context, DAA (and CAR) must work to provide an appropriate solution even if this
does not receive the universal support of incumbent airlines, or is subject to opposition
for singular commercial advantage.

Capital Expenditure

The DAA welcomes the Commission's findings that the vast bulk of the company's near-
term, Eurl.2bn investment programme for Dublin Airport is both necessary and
reasonably-priced.

However, the Commission has made some reductions to the CIP, which DAA believe
are unwarranted based on the evidence. It has also suggested deferring remuneration
for some of T2 the basis that it is too large. The adoption of a short-sighted view of
infrastructure development has caused problems for Ireland in the past (M50, Metro links
etc). It also ignores the cost efficiencies of building a little more headroom into the first
tranche of capacity compared to building several smaller additions.

In arriving at its proposals CAR has depended on the work undertaken for it by
consultants RRV. The timeline afforded to RRV to conduct their review, did not remotely
compare with the process undergone by DAA’'s advisers to arrive at their
recommendations. Though a more limited timeframe might be expected for a verification



of DAA’s work on cost, sizing and other considerations, it would not allow for alternative
proposals to be properly developed by either RRV or CAR on such issues. In this
context, we believe that the arguments relied on to support the proposed reductions to
the capex programme, and the implementation of a Box 1/Box 2 approach to the
remuneration of T2 based on RRV'’s sizing analysis, are inappropriate and should be
revisited.

CAR also appears to be supporting a view that only basic facilities like those at much
smaller airports like Hahn should be provided at Dublin Airport by suggesting that DAA
should only provide what airlines are willing to pay for even if this is a low standard of
facilities and services. DAA’s research shows that passengers do not appreciate inferior
guality airport facilities at the primary gateway to Ireland and are prepared to pay extra to
achieve a better standard than currently pertains. The research further demonstrates a
uniformity of willingness to pay for service enhancements across passengers, regardless
of airline used.

Pricing Policy Issues

CAR has introduced a significant degree of uncertainty, complexity and ambiguity into
the regulatory framework. Complexity has been added with the introduction of a number
of new methods for the remuneration of capital (e.g. trigger pricing, unitisation/back
loading, differential treatment of T2 and non-T2 capex) in a mid-term review. At the
same time, uncertainty has been increased with discussion of other methodology
changes that may be implemented in the future e.g. peak pricing.

DAA has outlined its opposition to the effect of these proposals and has made some
specific suggestions to mitigate the downside implications of some of them. For
example, CAR should be more focussed in relation to the scale of investment
encompassed in its Box1/Box2 and unitisation approaches and should ensure that it
addresses the serious practical difficulties and disadvantages raised by DAA and other
consultation respondents in relation to peak and differential pricing initiatives.

Regulatory Approach

The DAA has previously commented on CAR’s tendency to accept downwards
adjustments to the DAA position, while not accepting adjustments that would operate in
DAA'’s favour. Unfortunately this asymmetric approach is replicated in some elements of
the current draft decision. For example, in relation to the sizing of T2, given the time
available, the caveats expressed in CAR’s consultants own reports, the fact that DAA's
methodology accords with an industry standard approach and the lack of interaction with
DAA to test the consultants hypotheses, it would, at the very least, have been more
reasonable for CAR to have taken a mid point in the range between RRV and DAA
rather than merely accepting the lowest number.

As a further illustration, CAR has reflected in the RAB and financeability assessments
the somewhat speculative potential for lower capex costs in the assessment of
contingency for a range of projects and the potential that lower priced tenders may be
achieved for certain airside spend. By way of contrast, the very real risks highlighted by
DAA to CAR in previous correspondence concerning the impact of construction inflation
exceeding general CPI and the potential costs in respect of the development of the



Metro under Section 49 of the Planning and Development Act 2000, have simply not
been addressed by CAR in CP5/2007.

DAA is concerned that, by failing to give any significance to the conclusions from the
independent verifier and by refusing to remunerate the full size of T2 from the outset, the
Commission does not appear to have complied with the Ministerial Direction in the draft
decision. The Commission also appears to be pursuing its statutory objective regarding
economic efficiency to the detriment of an appropriate consideration of its other statutory
objectives.

In making its final decision, the Commission should ensure that it adopts a balanced
approach to risk, and incorporates possible downsides as well as upsides in its analysis
of possible outcomes. This approach is required if the Commission is to protect the
interests of existing and prospective users and allow for the continued financial viability
of DAA.



1. Introduction

DAA is making this submission in response to the Commission’s request to
interested parties and the public to make written representations in respect of
CP5/2007, Draft Decision regarding the Interim Review of the 2005
Determination on Maximum Levels of Airport Charges at Dublin Airport.

A large volume of material was published as part of the Draft Decision on 21st
May. DAA would like to note that it has focused its response on what it
believes are the key areas of importance in the draft decision. Lack of
commentary in respect of a particular point should not be interpreted as
agreement with same.

This submission is structured as follows:

Section 2 discusses regulatory risk, how regulators elsewhere have
endeavoured to contain it and what options are open to CAR to do likewise.

Section 3 outlines DAA’s position with regard to Financeability and its
understanding of the implications of the Draft Decision for funding the capital
programme at Dublin Airport.

Section 4 reviews the Commission’s interpretation of the consultation process
with respect to both the Terminal 2 project and the CIP. Appendix 6 — Turner &
Townsend: Response to Draft Decision Comments on CIP Consultation,
supplements this section.

Section 5 deals with the Commission’s treatment of capital expenditure and
the reductions proposed by the Commission in CP5/2007. This section
highlights the inadequacies of the RR&YV reports and appendices 2-4 to this
submission further supplement this analysis. Also dealt with is an analysis of
the report undertaken for CAR by Vector with regard to the sizing methodology
for Terminal 2. Finally, the Section discusses the Box 1 / Box 2 approach
suggested by the Commission and makes recommendations for improving the
efficiency of such a proposal if it is retained.

Section 6 comments on the totality of the work presented by the Commission
in relation to Pricing Options. This outlines the DAA’s views with respect to
Trigger Pricing, Time Profiling of Charges, Peak Load and Differential Pricing.

Section 7 details some legal issues relating to the Commission’s approach. It
also examines the extent to which the Commission may have adhered to the
2007 Ministerial Direction.

DAA would welcome the opportunity to discuss this submission in detail with
the Commission or to answer any queries that may be raised by the points
made.



2. Regulatory Risk

CAR is proposing to introduce a significant degree of uncertainty, complexity
and ambiguity into the regulatory framework in this Interim Review. Complexity
has been added with the introduction of a number of new methods for the
remuneration of capital (e.g. trigger pricing, unitisation/back loading,
differential treatment of T2 and non-T2 capex). At the same time, uncertainty
has been increased with discussion on other methodology changes that may
be implemented in the future. Taken together, these increase the level of risk
for the company going forward.

Since a key driver of regulatory risk is the lack of binding commitment, risks
associated with deferred remuneration can be reduced by increasing
regulatory commitment. We recognise that, in practice, binding regulatory
commitment cannot be attained — regulators cannot legally commit future
regulators to certain policies. Regulators can however deal with the
disincentives to invest and the financial implications resulting from this position
in a number of ways.

The first is to ensure the cost of capital is fully reflective of the level of risk
pertaining and is increased where risks increase. The second is to advance
revenues, such that the relative significance of these risks is reduced. The
third is to improve regulatory commitment, which aims to reduce regulatory
risks.

2.1 Steps Other Regulators Take to Reduce Risk

The CAA undertook a combination of all three approaches in setting the price
cap for BAA in 2003. As well as reducing regulatory risk, these were designed
to reflect the impact of T5 on BAA's finances and charges.

o On the cost of capital, the CAA allowed 7.75%, reflecting an approximate
0.25% premium recommended by the Competition Commission to account
for the additional risks implied by T5.%*

e The CAA advanced revenues on the basis of the relative size of BAA's
investment programme, combined with financing considerations and a
desire to improve regulatory commitment to T5.***?

o “Large investment projects tend to be risky in a number of ways. The scale of Terminal 5 will
increase BAA's risks, not only with respect to construction risk but also risks of uncertain
demand and risks associated with the Terminal 5 triggers as pointed out by the Competition
Commission. Regulatory commitment is another issue influencing risk. The degree to which
these risks are diversifiable will differ” CAA (2003) “Economic Regulation of BAA London
Airports (Heathrow, Gatwick and Stansted) 2003 — 2008 CAA Decision”, February 2003.

0 The Competition Commission recommended that the uplift in the cost of capital be applied to
all airports, arguing that T5 impacted all London Airports owned by BAA: “Although these
factors arise because BAA is undertaking the T5 project, there are also potential implications for
Gatwick and Stansted. For instance, if demand for air travel were to decline severely in
response to an event similar to 11 September, the airport most likely to be adversely affected is
Gatwick, with traffic moving from there to fill any capacity becoming available at Heathrow.
Similarly, if financial problems occurred on the construction of T5, these would apply more
generally to BAA and affect the rates at which the group could raise capital for investment at
other airports. In our view the factors in paragraph 4.71 can best be recognized by way of a
further T5-related uplift to the WACC of some 0.25 per cent.” Competition Commission (2002)
“BAA plc: A report on the economic regulation of the London airports companies (Heathrow
Airport Ltd, Gatwick Airport Ltd and Stansted Airport Ltd)”
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In the case of NATS (2003), the CAA attempted to increase regulatory
commitment at the time of the Composite Solution by publishing a Regulatory
Policy Statement. The purpose of this statement was described as follows:

“The CAA recognises the importance for all stakeholders in NATS of
clarity and predictability in the carrying out of its functions, since this
reduces uncertainty and ultimately benefits users by means of a lower
cost of capital. In order for a long term resolution to NATS’ financial
difficulties to be achieved it is important that the CAA sets out, as far
as it can, its views on regulatory policy and regulatory commitments
that it is prepared to enter into in order to provide clarification as to
how it will interpret its duties under statute and in connection with the
Licence. These can give greater clarity as to the risks that NATS is
expected to face and greater certainty as to regulatory policy in the
future. NATS and its investors will then be in a position to move to a
sustainable financial structure that is consistent with this framework.”*3

The CAA has used the Regulatory Policy Statement (RPS) as part of price
reviews for NATS since. The RPS is intended to set out how the CAA expects
to regulate NATS over forthcoming regulatory periods. A number of details of
proposed regulation were set out in the first 2003 RPS, including process and
timelines for reviews, preferences for regulation approach, commitments to
remunerating the RAB, descriptions of when and how clawback would occur,
clarification on incentive mechanisms and views on risk allocation.

Where possible the RPS attempts to clarify and make explicit its approach in
order to reduce regulatory risk, given that “clearly, the CAA cannot fetter its
discretion”.** The 2005 RPS sets out a detailed description of the CAA’s
proposed methods for assessing and calculating a number of components of
the price cap in the forthcoming and (where possible, future price reviews).
Areas covered include a description of the commitment to incentive-based
regulation, treatment of volume risk, operating cost roll forward, regulatory
reporting, approach to financial issues and tax, and programme of work during
the forthcoming regulatory period, amongst others. In particular, the 2005 RPS
sets out explicit details of the formulae governing the roll-forward of the RAB.

1 “Clearly revenue advancement will facilitate the financing of the programme. Given the scale
of BAA'’s ten year investment programme that is more than 120% of BAA’s current RA, the CAA
agrees with the Competition Commission that financing considerations together with improving
regulatory commitment provide a strong rationale for revenue advancement.”

12%To address regulatory commitment issues and in line with the Competition Commission’s
recommendations, the CAA has adopted an approach based on a 10-year profile to assist
setting of a 5-year price cap to better achieve the CAA’s statutory objectives. However,
ultimately neither the CAA nor the Competition Commission can commit its successors. Some
degree of regulatory risk will therefore remain an issue and hence is likely to increase the cost
of new equity.” This was based on the Competition Commission’s recommendations, which
rejected the CAA’s initial proposals for a future price commitment path and instead
recommended smoothing of prices over a longer profile (relative to the price cap): “In our view,
a preferable, alternative approach to promoting adequate incentive to invest is to allow for
assets in the course of construction (AICC) subject to a series of triggers relating charges to
progress particularly of T5, but together, where necessary, with an element of smoothing of
return between quinquennia, reducing reliance on future large increases in charges.”

13 caA (2003) “NATS’ Application to Re-open the Eurocontrol Charge Control: Consultation on
CAA proposals”, October 2002

4 CAA (2005) “NATS Price Control Review 2006-2010 CAA Decision”, Appendix 2, para. 35.
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The RPS also includes statements of previous commitments honoured (for
example the commitment made in March 2003 to uplift the RAB by 12%, and
how CAA has retained, unaltered, the mechanism by which this uplift may be
clawed back).

Other regulators in the UK are also increasingly attempting to find ways to
improve regulatory commitment and motivate investment in long lived assets.
In early 2006, Ofgem and Ofwat published a joint paper on financeability
issues.”™ One of the key issues discussed was the problem of regulatory
commitment. The two main approaches to ameliorate this problem suggested
by the paper were:

e Extending price control periods, in combination with enhanced intra-period
flexibility mechanisms. The paper noted that regulators have already
adopted some flexibility mechanisms to address unanticipated changes in
certain costs e.g. logging up/down, interim determinations etc.

e Setting allowed revenues in respect of depreciation and the cost of capital
- for sunk capital and capital expected to be incurred over the forthcoming
review period - for the full life of those assets (or at least for a considerably
longer period than 5 years). Ofgem and Ofwat argued that this approach
would reduce regulatory uncertainty, therefore lowering the cost of capital.

With respect to the first proposed solution, Ofwat consulted on the length of
the regulatory price control period in place in the UK water sector (currently
five years), noting the importance of regulatory commitment in ensuring
financeability of long term asset investment:

“Price limits therefore, however long the period, must be able to take
account of projects which cover two or more periods. The system can
and already does do so, but we recognise that there may be a need to
provide clearer assurances to companies and investors for very long-
term major projects. There may also be a need to define more clearly
intermediate outputs for single price limit periods.”

More recently, Ofwat has informally discussed options regarding funding for
Thames'’ Tideway project, an asset with a lifespan extending over a number of
regulatory reviews. These options include removing aspects of remuneration
from the standard regulatory review cycle and thus providing longer-term
assurances on compensation for capital expenditures.®

UK regulators have also focused on intra-review risk mitigating mechanisms
as a method of reducing risks around long-term investment. Most UK
regulatory regimes imposed on utilities with long term asset investment
requirements contain provisions for price-cap reopening to allow
instantaneous recouping of justifiable and unanticipated expenditure within the
price control period (for example via IdOKs in the water sector).’

!> Ofwat and Ofgem (2006) “Financing Networks: A discussion paper”.

1% See Ofwat (2007) Statement “Thames Tideway decision announced today”, 22 March 2007.
“We have already undertaken some preliminary work to explore a range of financing and
delivery options for this project, which will span more than one and maybe three periodic
reviews of price limits.”

' IDoKs (interim determinations) allow the company to recoup elements of unavoidable and
unanticipated capital expenditures that occur within the price control period, provided that a
specified materiality threshold is met.

12



2.2 Recommendations for CAR Approach to Regulatory
Risk

Apart from the increased risk to DAA arising from CAR’s proposals, they also
increase the likelihood that the DAA will face financial pressure over the
current price control period and possibly beyond. There are two main ways
that CAR can improve incentives for investment at Dublin Airport: i) increase
the cost of capital, ii) reduce the risks associated with the regulatory
framework for remunerating investment. We discuss these in turn below.

2.2.1 Cost of Capital Premium

The first way to improve financeability and financial viability is by increasing
the cost of capital and undertaking in full a financeability assessment,
including stress-testing. Increasing the cost of capital will ensure that the
increased risks associated with the construction of T2 will be compensated for
in revenues.

This is particularly important during the construction period where
uncertainties over the future path of charges are greatest, and the need for
financing is highest. At BAA's price control review in 2003, the CAA included a
0.25% premium on the cost of capital during consultation to reflect the
increased risk of T5 (based on Competition Commission recommendation), in

addition to revenue advancement and increases in regulatory commitment.
This is in contrast with the approach adopted by CAR where revenues are
deferred and cost of capital remains unchanged.

We recognise that CAR did not consider it appropriate to include a review of
the cost of capital in this interim review, but in the next review DAA will be
recommending that an appropriate premium on the existing cost of capital be
added to account for additional risks of both construction of T2 and for the
risks imposed by CAR’s proposed funding structure. Given that the CAA
provided for revenue advancement and improvement of regulatory
commitment, our preliminary recommendation is that the premium allowed to
the DAA should be at least that allowed for BAA by the CAA.

2.2.2 Improving Regulatory Commitment and Reducing Investment
Risks

As discussed above, UK regulators have recently focused on developing
options for improving regulatory commitment and reducing risk to investors, to
overcome the disincentives to invest in long term assets. Three main
approaches discussed are summarised below.

Removing assets from a price cap.

Removing particular projects from a standard price cap can allow capex to be
remunerated using a longer committed price path. This reduces regulatory
risk, but the benefit of lower regulatory risk is traded off with higher risk of
actual outcomes deviating from allowed/projected outcomes. Regulators often
consider that not all regulatory risk can or should be removed insofar as it is
consistent with the regulator being able to adapt to changing circumstances.

13



Advancing revenues

Advancing revenues can reduce risks on a major capex project in three ways.
Firstly, it signals regulatory commitment to a particular scheme. Secondly, it
reduces the near-term possibility of financial difficulties, particularly when the
remuneration profile is otherwise back-loaded or there is a significant risk of
cost overruns (outperformance can be clawed back). Thirdly, it reduces the
significance of regulatory risk as the proportion of remuneration dependent on
future regulatory actions is reduced.

Even if CAR is committed to its current approach of backloading revenues, an
adjustment to this approach which results in a slightly lower degree of
backloading would reduce financial and regulatory risks. One way to do this
would be to apply the unit cost remuneration approach to all passengers
rather than incremental passengers over 18.5 million.

Improving commitment by clarifying policy intentions and committing to
methodology/approach.

A key element to reducing regulatory risk is to improve trust and faith in
regulatory intentions and actions. Improving clarity of intended approach to
regulation can reduce regulatory risk without incurring the disadvantages of
committing to a fixed price path. In particular, commitment where possible to
particular approaches and methodology in forthcoming price reviews reduces
uncertainty and enables more forward looking regulation. Enabling the latter
allows potentially contentious issues, or issues over which there is significant
uncertainty, to be discussed and considered in advance of their arising.
Ensuring that intentions and methodology are explicitly set out where possible
is a key element of reducing regulatory risk, as this ensures that regulatory
discretion is minimised and objectivity and transparency in regulatory
decisions is maximised. We strongly recommend that CAR undertake an
explicit statement of commitment and policy intentions where possible.

These concepts are further discussed in the next section of this document in
the context of a review of the implications for DAA'’s financeability.
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3. Financeability

3.1 Summary

Financial projections and future FFO / Debt ratios

DAA is pleased that the Commission has accepted the method of assessing
financeability by reference to maintaining a strong investment grade credit
rating, as set out in the Statement of Case submitted in March 2007. DAA
believes that its projections need to show a minimum FFO / Debt of 15% if its
rating is to remain comfortably investment grade and financeability is to be
assured. We are encouraged that CAR has accepted this in its draft
determination.

DAA’s projections differ materially from CAR’s, primarily in relation to
operating costs, commercial revenues and assumptions regarding dividend
policy and liquidity policy, as outlined later in this section. This fundamentally
undermines the usefulness of CAR’s financeability analysis as it suggests that
DAA will not be sufficiently remunerated to meet reasonably incurred costs.

Achieving a shared position with CAR on projections and policy assumptions
is vital in supporting CAR’s financeablity analysis and ensuring that DAA will
be sufficiently remunerated to meet reasonably incurred costs.

Regulatory and other risks arising from the determination

CAR has made several proposals that will increase DAA’s business risk
profile, for example trigger pricing, backloading of remuneration and increased
regulatory risk by seeking to implement changes in methodology in the middle
of a regulatory review period.

Furthermore, although CAR discusses a future price of €7.75, there are a
number of comments that are likely to lead S&P and DAA’s funders to
conclude that a lower price is likely in the future. If so, S&P and DAA’s
funders will run scenarios with a worse regulatory outcome for DAA, resulting
in an even lower price.

Impact of negative rating outlook

S&P will need clear direction on likely next regulatory price settlement if it is to
award DAA a “stable outlook”. This sort of robust ratings direction to the bond



market is required by DAA in order that it can continue to access long term,
uncovenanted debt finance similar to other major airports. A “negative
outlook” at lower ratings is likely, at best, to necessitate bank debt instead.
This will have a number of adverse consequences:

¢ bank debt tenor is typically c.5 years, putting inadvisable refinancing risk
on DAA given its need to refinance the existing Eurobond within five years;

e financing costs will increase significantly P )
and more frequent refinancing will require additional fees to banks;

¢ financial covenants will be required to compensate banks for lack of
regulatory clarity and weak credit profile; and

e these financial covenants will be based on management’'s projections,
which themselves are uncertain because of the regulatory position.

Requested changes to draft decision to ensure financeability

In addition to the arguments made elsewhere in this response regarding the
specific comments of CAR on DAA’s capital investment plans, there are a
number of specific changes in the final decision would provide greater
confidence to DAAs funders and S&P, enable financeability and avoid the
consequences set out above:

e adoption by CAR of DAA’s projections for net operating expenditure in
arriving at the illustrative price for 2010-14, consistent with the treatment of
capital expenditure and passenger forecasts

o acknowledgement by CAR that the additional risks placed on DAA by the
interim review will be considered when CAR assesses the appropriate cost
of capital for DAA,;

e confirmation that CAR does not intend to further change the regulatory
regime for the period 2010-14 and that DAA will continue to be
remunerated for properly-incurred capital and operating expenditure
through the familiar “regulatory building blocks” mechanism;

e confirmation that the possible price for 2010-14 indicated by CAR
represents the minimum required to appropriately compensate DAA for its
costs and would in any event be subject to being sufficient to maintain
DAA’s financeability (interpreted as maintaining a strong investment grade
credit rating);

e acknowledgement that CAR recognises the role that DAA’s capital plans
have to play in allowing CAR to fulfil its statutory duty to facilitate the
development of Dublin airport.

3.2 Financeability and Credit Ratios

DAA’s Statement of Case dated 6 March provided considerable detail on the
requirement for DAA to target maintaining a strong investment grade credit
rating to finance its investments and the fact that achieving such a rating is
linked to the maintenance of FFO/Debt ratios above 15% over the long term.
Therefore DAA have requested that CAR set the DAA’s airport charges at a
level to ensure compliance with this ratio/rating at a minimum, including taking
account of the risks facing DAA’s business.
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Notwithstanding this minimum level, DAA remains of the view that a credit
rating of ‘A’ remains appropriate. DAA understands that this is also consistent
with the views of government, its shareholder. It should also be noted that at
a level of BBB+ or lower, DAA would be the lowest-rated of Government-
owned European airports, as set out in DAA’s Statement of Case.

DAA welcomes the acknowledgement by CAR that 15% FFO/Net Debt is a
key threshold for DAA to meet in order to be considered a strong investment
grade credit rating. However, it is important that DAA is able to demonstrate
to its funders and S&P that it agrees with CAR’s analysis of financeability.

The ‘base case’ used by CAR to illustrate DAA’s financeability should use
DAA’s assumptions on net opex. This is consistent with the practicalities of
raising finance: DAA’s funders and S&P will look to DAA for guidance on
operating assumptions, not to CAR.

In addition, CAR should make a statement confirming its position on
remunerating properly-incurred costs, to provide clarity that future
determinations will continue to provide sufficient remuneration to cover
realistic and reasonable capital and operating costs incurred by DAA, even if
this implies higher prices.

3.3 Increased business risks for DAA resulting from
determination

CAR has made several proposals that will increase DAA’s business risk
profile:

e 30m trigger for RAB eligibility: as CAR notes, its proposals put more
demand risk on DAA. DAA disagrees that this is a risk that it has
“introduced by proposing to build such a large facility”®: Terminal 2 is
appropriately sized and CAR has created additional risk for DAA and users
by adopting a contrary view;

e increased project risk. Introducing trigger pricing for T2 means that DAA
is exposed to the risk that, in the event of a delay to the opening of T2 or
an increase in costs, DAA and CAR disagree on whether this should
reasonably have been foreseen by DAA or whether it was outside the
control of DAA;

e backloading of depreciation: CAR itself acknowledges that this
approach “relies heavily on forecasts of passenger numbers for each of
the years in the price control period™. By definition therefore, this

'8 page 15 CP5/2007
1% page 106 CP5/2007
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represents a more risky methodology than was applied to date. In addition,
any deferred remuneration will be discounted heavily by DAA, its funders
and S&P when there is a perception of material regulatory risk;

o future changes to backloading profile. In addition, the degree of
backloading is also uncertain as the unitisation will need to be updated in
subsequent regulatory reviews to reflect updated demand forecasts;

o risk of asset stranding. CAR has introduced the risk of asset stranding
by potentially disallowing a large part of the expenditure on T2, which in
DAA'’s opinion is properly incurred.

More generally, any proposal aimed at creating “the right incentives™® for DAA
without actually providing any greater return, must worsen the risk / reward
balance for DAA.

In this regard, DAA notes CAR'’s statement that

“the responses received from users suggest that they might be
willing to incur a marginal increase in the cost of capital in exchange
for linking payment for facilities with the time when those facilities are
available™

To the extent that CAR continues with its “two box” approach for T2, DAA
looks forward to these risks being factored into its calculation of the
appropriate cost of capital.

DAA notes that CAR specifically addresses the uncertainties over the
operation of T2 by stating that these would be addressed as part of the next
review. However, more generally CAR needs to affirm its commitment to
remunerating DAA’s capital providers for the risks that DAA faces. This would
include recognising that, to the extent that CAR’s determination increases
DAA'’s business risks, for example by increasing its exposure to variations in
future passenger volumes, this would reduce funders’ appetite to provide debt
and equity capital to DAA. In such circumstances, CAR would need affirm its
duty to allow DAA a cost of capital that is appropriate to its risks and to ensure
DAA'’s continued financial sustainability.

3.4 Regulatory risk and uncertainty over future
regulatory periods

Maintaining a strong investment grade credit rating is fundamental to DAA
raising finance for T2 and the rest of the CIP in an optimal manner. Critically,
the rating acts as the “gateway” to the Eurobond market, where a project such
as T2 undertaken by an investment grade corporate would normally be
financed.

In this respect a key test of financeability is whether a stable rating is achieved
following the final determination. Currently, the rating is on “negative” outlook,
reflecting the degree of uncertainty regarding the adequacy of future revenues
given the investment requirements of the company. If there is uncertainty
about future regulatory commitment to financeability then S&P could choose
to reflect this by maintaining DAA’s negative outlook (even if the rating was

20 page 33, CP5/2007
1 page 73 CP5/2007
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also lowered at the same time) making it very difficult for the DAA to raise
long-term finance in the current charge period.

DAA recognises that CAR is now setting prices only until 2009 and that it must
retain discretion for future determinations. However, market expectations
about the future will depend on the extent to which CAR provides reasonable
regulatory certainty now about the remuneration of capital in the future. This
is vital for DAA as the investments it is considering will have an economic life
spanning several regulatory review periods.

Standard and Poor’s publishes a methodology paper titled “A Framework for
International Airport Ratings” in which it sets out criteria against which it
evaluates airport regulatory regimes:

“The regulatory framework defines the operating environment of an
airport and can influence its financial aspects. Standard & Poor's
looks for transparency, stability, flexibility, fairness, and
independence of the framework. While the rate-setting mechanism is
the key component, obligations or constraints under license and
permits, future development rights, operating restrictions such as
curfew hours, environmental responsibilities, and penalties or
incentives are also assessed.

To be viewed positively, the policy framework should be transparent,
be driven by commercial considerations, permit consistent
performance from one time period to another, and be applicable for a
reasonable length of time. An established track record would
represent predictability relative to a newly established framework.
Likewise, a framework that is applicable over the medium term would
lend more stability than a year-on-year review. As several external
factors can affect airport operations, regulatory flexibility with respect
to business investment or development is important. An
unpredictable, antagonistic or noncommercial approach can
undermine the financial position of an airport that may otherwise be
operationally strong” %

S&P is also likely to compare DAA with BAA, regardless of the views of DAA
or CAR of the appropriateness of this exercise. S&P will continue to compare
and contrast the two regulatory systems — particularly because BAA currently
represents over 50% of the €10bn of European airport debt that S&P rates
(this will increase to almost 75% once Ferrovial refinances its acquisition
debt).

S&P’s assessment of BAA's regulatory regime over the period of construction
of Terminal 5 is instructive:

Feb-06: “[CAA’s approach] is constructive and transparent with initial
ideas and proposals that S&P views as favourable ... CAA is
considering price profiling or revenue advancement at Stansted,
which was incorporated in the Heathrow price review for 2003-08
this has significantly reduced the risk in the T5 investment ... [the
volume / risk benefit sharing proposal] mitigates traffic volume risk”

2 3&P's paper “A Framework for International Airport Ratings” (Mar-03)
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Jan-04: “The regulatory determination contains a number of decisions
that are viewed favourably by S&P. These decisions include allowing
a 7.75% pretax real rate of return compared to 7.50% in previous
regulatory periods; allowing a 10-year profile for the current price caps
e.g. RPI plus 6.5% for the fifth quinquenium at Heathrow; allowing
recovery of 75% of incremental security costs incurred in the event of
additional security requirements being introduced by government; and
remunerating assets in the course of construction.

This review points towards a transparent regulatory environment that
provides visibility and stability to the revenue base, thereby
decreasing regulatory risk”

DAA is concerned that whilst the Draft Decision makes reference to the
importance of financeability, it does not go nearly far enough to meet the
stability and transparency criteria set out above.

In particular, it is likely that DAA’s lenders and S&P will perceive an increase
in regulatory risk given that (a) the regulatory regime has changed during the
period and (b) the outlook for regulatory regime is more uncertain than it was
12 months ago given CAR'’s discussion of peak, differential and trigger pricing.

Additionally, given no increase in charges in respect of a substantially higher
capital programme, DAA fears that financial markets might perceive that
DAA’s improved financial position has been opportunistically used as a
rationale to introduce pricing policy changes. The assessment of the
regulatory environment as a result may be that it is even less supportive in the
longer term and prone to potential “downward financeability” adjustments.

As a further illustration, CAR has reflected in the RAB and financeability
assessments the potential for lower capex costs in the assessment of
contingency for a range of projects and the potential that lower priced tenders
may be achieved for certain airside spend. However, the risks highlighted by
DAA to CAR in previous correspondence concerning the impact of
construction inflation exceeding general CPI® and the potential costs in
respect of the development of the Metro under Section 49 of the Planning and
Development Act 2000*, have not been addressed by CAR in CP5/2007.

In DAA’s view, it would be in the interests of users for CAR to affirm its
commitment to reducing regulatory risk, since this would improve financeability
(in particular, by making more likely a stable outlook from S&P) and thereby
reduce costs. This could follow the approach adopted by the UK’'s CAA in
publishing a Regulatory Policy Statement in respect of NATS in October 2002.
Alternatively, CAR could instead make statements that affirm its commitment
to minimising regulatory risk. This would include confirmation that CAR will
ensure that DAA continues to be remunerated for properly incurred capital
expenditure in the future through the regulated asset base and building blocks
mechanism with which DAA and its funders are familiar and that further
consideration of new pricing proposals will continue to be subject to the
Commission’s duty to remunerate DAA’s capital providers for the risks DAA
faces and to have regard to DAA’s sustainability and financial viability.

23 Statement of Case 6 March,2007 - Appendix 3, Section3
24 Response to Statutory Information Request No.2
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3.5 DAA’s current expectations of ratings impact of draft
determination

If CAR implements the changes without making the adjustments requested by
DAA then DAA is likely to face material impediments to financeability.

The draft decision suggests that the DAA'’s preferred profile of charges is not
now strictly the minimum needed to ensure financeability and concludes that

“the FFO:Debt ratio projections for the period 2006-09, in isolation,
do not provide a compelling reason to change the formula for airport
charges up to 2009%”,

DAA’s projections differ materially from CAR’s, primarily, in relation to
operating costs, commercial revenues and assumptions regarding dividend
policy and liquidity policy, as outlined later in this section.

It is worth noting that the impact of T5 on BAA'’s credit rating was to lower it to
an A+/A3 rating as the rating agencies analysed the impact of the regulatory
settlement for 2003-08. Most other European state owned airports are rated
single A or higher as set out in the table below

Airport Majority Government Rating
owned?
Aeroports de Paris Y AA
Aeroporti di Roma N BBB+
ANA - Aeroportos de Portugal Y A2 (i.e. A)
BAA N BBB+
Birmingham N A-
Brussels N BBB+
Copenhagen N A
Dublin Y A
Manchester Y A
NV Luchthaven Schiphol Y AA-
Unique (Zurich) N BBB+

The outlook horizon for a rating agency is 18 months and within that time-
frame considerable regulatory uncertainty exists. Therefore DAA faces the
unusual circumstance of having to raise finance for T2 in advance of
understanding and being in a position to communicate to rating agencies and
finance providers the cost recovery mechanism for this investment.

% page 51 CP5/2007
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3.6 Impact on funding strategy

As previously outlined in the Statement of Case, DAA believes that the most
appropriate financing market remains the corporate investment grade bond
market due to the following features:

e long maturities: DAA has been advised that with a strong and stable
investment grade credit rating, it will be able to obtain financing with a
maturity of at least 10-15 years and possibly longer. This is important to
DAA as the debt is being incurred to finance long-term assets and by
matching debt maturities to asset-life, DAA is able to reduce its refinancing
risks;

o flexible covenant package: corporate bonds typically have the most
flexible covenants packages of all forms of financing;

e predictability of availability: the corporate bond market has historically
proven to be the most reliable source of financing even under adverse
conditions (e.g. BAA accessed these markets only months after the 9/11
attacks);

e costs: given the liquidity available, corporate bond markets typically offer
the best-value long-term financing available on arm’s length terms.

Since DAA plans to be a regular issuer in the bond market for reason of cost
and flexibility, it is crucial that the assumptions underpinning the rating are
supported and deliverable by management.

A negative ratings outlook combined with a rating downgrade would be likely
to prevent DAA from accessing the bond markets prior to the next regulatory
period and would therefore, at best, force DAA to rely on the bank market for
CIP funding. This would result in shorter term, five year finance, creating a
significant refinancing risk in 2011/12 when the current bond also matures.
The debt would also be more expensive (... : ..) particularly
when taking into the account the cost of pre fundlng the CIP through a large
(c€800m) credit facility due to the lower credit rating. In addition, whilst bank
financing is currently available for airports, DAA is advised that availability in
this market is less reliable than the corporate investment grade bond market.

However most significantly, bank financing will require DAA to give covenants
designed to monitor its financial performance, giving the banks the power to
accelerate its facilities should DAA fail to meet the covenant thresholds.
These covenants could require DAA to meet minimum interest cover and
debt/cashflow tests. The covenant package could also prevent DAA from
committing to large capital projects or disposing of or acquiring assets. This
gives the banks considerable control over the activities of DAA and increases
the risk of a future call on CAR or DAA’s shareholder for further support.

The bank market is sub-optimal in terms of duration and more importantly
carries a greater level of performance “risk” on DAA due to the inevitable
presence of financial covenants. Covenants in essence are designed to allow
lenders to intervene in the operations of the business if DAA does not perform
to its original management plan. CAR should also note that the reality of
covenants will inevitably reduce its ability to influence DAA'’s business.

In other words, if banks will lend, it is likely to be only with covenants to
compensate for lack of regulatory clarity and low/unstable credit ratings. The
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difficulty for DAA is that the lack of clarity around compensation in 2010-2014
will create a negative outlook to the rating and force it to access funds which
will be structured and covenanted on management projections, which in turn
will be uncertain for the very same reason. This is a vicious circle from a
financing perspective - as opposed to a virtuous circle which will flow from
regulatory clarity, a stable outlook and access to longer term uncovenanted
bond finance.

Finally, the tenor of bank debt is typically c. 5 years, which would put
inadvisable refinancing risk on DAA as it would need to refinance its existing
Eurobond at the same time as the maturity of the bank debt. This will force
DAA to be excessively reliant on benign conditions in the financing markets at
one particular moment. Indeed, a narrow dispersion of debt maturities is a
negative factor for credit ratings under S&P’s standard methodology.

3.7 Charges levels in future periods

CAR has correctly indicated that it is necessary to provide clarity as to
remuneration levels in future periods to provide some confidence in the market
as to DAA's ability to fund the investment required in the CIP. Indeed a degree
of prominence has been given in the draft decision to a possible price level of
€7.75 in the period 2010-14, including reference to this price in the Foreword
to CP5/2007.

Charges of €7.75 are insufficient to achieve Government policy objectives. As
shown above, this price is based on inaccurate assumptions about net
operating expenditure. The “building blocks” approach outlined on page 18 of
CP5/2007 should be recalculated with these updated assumptions and the
resulting price revised.

While it may be suggested that a degree of regulatory clarity has been
delivered in respect of the methodology of capex remuneration and the profile
of charges in the future arising from the agreement to remunerate ¢.95% of
the CIP, given the implementation of triggers and unitisation, such clarity only
applies to an element of the price cap building blocks for future periods.
Indeed, it can also be stated that the certainty provided in relation to policy is
“downside certainty” in the sense that the impact of these measures is to
provide lower charges in the key investment periods than would be the case
under the traditional methods. Meanwhile, the upside potential from higher
volumes and positive results from capex tendering has already been factored
into the financeability assessment.

CAR’s comments on future charges need to be strengthened to provide the
necessary level of regulatory certainty given that no similar clarity has been
provided in respect of:

Capex beyond 2009. The balance of the capital investment programme
provided to CAR amounts to a further c€800m investment required to deliver
further incremental capacity in runway and airside facilities and enhancements
to the Terminal 1/Pier B infrastructure. This capex has not yet been reviewed
by CAR. More significantly, while this incremental capex has been included by
CAR under the traditional remuneration method in the model that illustrated
charges for 2010-14 of c€7.75, CAR has not provided reassurance that the
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new methodology applied in this draft will not be extended to elements of the
remainder if the CIP or indeed that further new remuneration methods will not
be introduced. For example, the draft decision refers to the potential for
output-based trigger pricing and peak-pricing to be introduced in the future.

Operating Costs & Commercial Revenues. DAA has highlighted to CAR in
meetings the level of divergence between CAR’s financial model and the
financial projections provided by DAA during the course of the interim review.
DAA provided financial projections to CAR on two occasions under statutory
request during the interim review process. SR1 in December 2006 requested
the DAA’s financial model for Dublin Airport on which the financial and
regulatory analysis of the 2006-2009 Capital Investment Programme was
based. SR2 on 30 March 2007 requested the latest financial model containing
the most recently available data and also requested guantitative analysis of
key uncertainties. The output of this analysis appears to have been largely
disregarded by CAR in its financial analysis. CP5/2007 discusses at length the
interpretation that the net difference in operating cost and commercial
revenues in the period 2006-09 is insignificant and proceeds to conclude that
on this basis the modelling assumptions in the 2005 determination remain
appropriate. This, in fact, disregards the fact that both elements have varied
considerably from CAR assumptions in the meantime leaving untenable the
presumption that they can be extrapolated on a comparable basis beyond
2009. We also cannot understand the fact that CAR chose to ignore the
impact of information which had been sought under statutory request and
indicated as essential to CAR’s understanding of the requirement for charges
to fund the CIP in this review period and beyond.

Cost of Capital. lllustrative scenarios in CAR’s sensitivity analysis indicating a
potential reduction or increase in the allowed WACC in the next regulatory
period. This will further highlight to the financial market that this is an area of
further risk to DAA returns in future periods, even despite the additional risks
on DAA identified above.

Dividends. In its previous draft determination, CAR suggested DAA should
bolster its financeability through stopping paying dividends and followed this in
the final determination by noting that DAA could accommodate performance
deteriorations through “a prudent adjustment to the group’s dividend policy”. It
now appears that the ratios modelled by CAR incorporate the explicit
assumption that no dividends are paid by DAA during the current regulatory
period or the next. We again point out that (a) policy considerations
surrounding potential separation have led to DAA not paying dividends in
2005 and 2006 and (b) DAA’s shareholder has repeatedly stated that it
expects to be remunerated for the use of its equity. Finally, such an action
cannot be a response to unforeseen credit shocks if it has already been built
into the base case projections. If CAR continues to model assuming no
dividend payments to 2014, DAA’'s equity providers would reasonably
conclude that its equity return was seriously threatened. This would increase
materially DAA’s cost of equity. As an alternative, CAR might state that
although it does not expect dividends to be paid during this period, it will allow
sufficient future dividends to ensure that equity receives an appropriate annual
return; however, given the inability of CAR to commit to future periods, this
would not be credible. Consequently, CAR must include dividends in all of its
projections. It is worth noting that BAA continued to make dividend payments
every year throughout the period of construction of Terminal 5.
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Passenger forecasts. CAR modelling is consistent with the updated
passenger forecast provided by DAA for both the 2006-09 and 2010-14
periods. DAA has previously highlighted the significant asymmetry to the
DAA'’s risk profile of assuming a higher traffic forecast in an interim review
which would effectively capture the key upside into the “base case” leaving
DAA facing only the considerable downside risks separately identified. In the
event, the benefits arising from substantially higher traffic forecasts have been
expressly incorporated in the pricing formula in the draft decision without
altering the allowed cost of capital for this additional risk. Contrasted with the
treatment of operating costs it could reasonably be concluded that CAR
“cherry-picked” the updated trends identified that provided positive financial
signals and ignored those that proved negative.

Given all these uncertainties, DAA believes that there is a risk that its funders
and S&P will seek to run down-side sensitivities on this price, reflecting a
worse regulatory settlement. This is made much more likely by comments
such as those on page 18 of CP5 / 2007 referring to possible changes to the
regulatory cost of capital.

In DAA’s view, CAR should clarify its calculations for future prices by updating
the calculation to include the remaining DAA assumptions and stating that the
illustrative price would be the minimum implied by the implementation of
CAR’s proposals for the period 2006-09 and reflects CAR’s anticipated
determination for the period 2010-14 and will also need to have regard to
DAA'’s sustainability and financial viability.

3.8 Overall Charges Philosophy

It would be reasonable for a market commentator or ratings agency to pose
the question as to whether there is an overall philosophy with regard to
charges demonstrated by CAR. This might inform their thinking as to what
action might be adopted by CAR under different sets of future circumstances.
The evidence available from this draft indicates that, not withstanding the
scale of increased investment relative to the previous determination, no
increase in charges is envisaged for the period to 2009. In addition, the impact
of the capex remuneration methodology introduced is to generate a level of
charges in the next period that would be lower than would be the case under
the traditional method. In this regard the impact of the unit cost revenue for T2
of c€1.35%° per passenger represents almost €220m in nominal revenues
deferred from the peak investment period 2010-14 to later periods. When this
is taken with the use of financeability issues to argue a limit to charges rather
than illustrate a true test of charges adequacy, it would be reasonable to
conclude that there is evidence of an over-riding objective to keep the level of
charges at the lowest level that can be justified by CAR. Certainly there is no
evidence that an objective of enabling investment to deliver required capacity
has caused CAR to make a more positive assessment of required charges
levels.

In this regard, it would be helpful if CAR could affirm that it recognises that it
has a duty to promote the development of Dublin airport and that it recognises

% Figure 9 CP5/2007 refers to €1.33 but modified in later CAR presentations
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that DAA’'s CIP achieves this, as illustrated, inter alia, by CAR’s proposal to
allow ¢.95% of the CIP into DAA’'s RAB.

3.9 CAR Sensitivity Analyses

A number of sensitivity analyses are illustrated by CAR in CP5/2007, each
apparently showing the result in which the financeability threshold is achieved
in average terms, albeit in one case only “marginally”.

These sensitivities suffer from the basic problem affecting the base case that
the underlying projections are not consistent with DAA’'s management
projections. However, in addition, some fundamental difficulties arise in the
manner in which these are modelled undermining the level of comfort that
could be taken from this analysis.

e DAA, at the request of CAR, has provided a comprehensive analysis of the
risks facing the business, referred to in CP5/2007, together with sensitivity
analyses. The majority of these risks have not been addressed in the
sensitivity analyses illustrated by CAR.

¢ The two sensitivities in which different volumes are applied (10% increase
or decrease in 2010)?’ include the assumption that charges are varied as a
result of the volume difference. DAA welcomes the illustration that lower
projected volumes would cause CAR to increase airport charges to
safeguard DAA'’s financial ratios. However, in reality this scenario could
only apply in the case where the volume difference from current forecast
was accurately predicted in advance of the determination for 2010 and
incorporated in the determination for that period. This causes a particularly
benign interpretation for the downward (volume shock) scenario where a
price increase compensates for the loss of revenues from traffic and
commercial activities. A more likely shock event would not be predicted in
this manner and if it occurred in 2010 for example would see DAA carry
the lower volumes for 2010-14 and produce significantly lower financial
performance in this period. No such genuine downside scenario has been
illustrated by CAR.

e The sensitivities on cost of capital?® merely highlight as a risk the potential
for variation in this element of the building blocks in the next regulatory
review, without being in a position to demonstrate the likely outcome. A
scenario showing a combination of a lower cost of capital and an
unexpected shortfall in traffic volumes could well give rise to ratios well
below financeability thresholds, even without adjusting for the differences
in baseline projections.

o DAA welcomes the comment that CAR would consider changing the
charging profile in the event of a threat to financial ratios due to lower
volumes or allowed cost of capital. Nevertheless, it is difficult to
understand how this would be applied other than if the changed
circumstances were fully apparent precisely during the next regulatory
review. A situation where a financial shock occurred during a regulatory
period would have a more significant impact on the DAA, at least in the

%" Figure 14 & 15, CP5/2007
%8 Figure 16 & 17, CP5/2007
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intervening period until an interim review was conducted. It would be an
unavoidable conclusion in such circumstances that CAR financeability
assessment had not adequately dealt with the inherent risks facing the
business or left sufficient headroom for shock events.

3.10 Differences in Financial Projections

The Commission during its consultation on whether sufficient grounds existed
for an interim review stated that

"It may also be necessary to recognise other material consequences
for operating costs, commercial revenues or other model inputs if they
arise directly from the revised plans for the capital programme, and if
evidence of the materiality of these consequences are before the
Commission."*

The primary elements driving the variance between DAA and CAR'’s estimates
of FFO:Debt based on the average charge of €7.75 proposed in the Draft
Interim Review for the period 2010-2014 are operating costs, commercial
revenues and assumptions used regarding dividend policy and liquidity policy.

CP5/2007 includes charts identifying the differences between CAR financial
model and DAA’s forecasts as submitted to CAR during the interim review,
and the model provided by CAR illustrates that the option to assess the impact
of using DAA assumptions was available to CAR. Nevertheless the
Commission concludes that

"the modelling of operating expenditure and commercial revenues as
per the 2005 determination remains appropriate as a basis for
assessing the financial viability of DAA™

It is not clear to what extent changes to DAA’s forecasts for operating costs
and commercial revenue resulting from changes in the capital programme
from 2005 to 2007 have been reviewed by CAR, if at all.

29 “Decision to Hold an Interim Review of the Dublin Airport Charges’ Determination Dated 29
September 2005”, Commission Paper CP9/2006, pg 18
% page 50 CP5/2007
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3.10.1 Operating Costs

The Commission has incorporated the higher passenger numbers forecast by
DAA and the capital costs in the CIP both for the period 2006-09 and 2010-14
(as adjusted by CAR). However, the associated increases in operating costs,
other than those directly proportional to volumes, have not been incorporated.
The main areas where forecast operating costs have increased are as follows:
e New security regulations introduced in 2006
e Increased passenger volumes prior to completion of T2 resulting in
increased congestion, and requiring an increased customer service staff of
(....) above forecast 2005 levels up to 2009
e Increased retail space in T2 above 2005 levels
e Increased area of T2 from c50k sgm in 2005 to c75k sgm resulting in an
additional step increase in fixed costs such as insurance and rates in 2010
e Other facilities cost increases as a result of increased area and more
detailed T2 design, including an additional (....) maintenance staff,
cleaning costs of increased area and additional energy costs

3.10.2 Commercial Revenues

Several changes have been incorporated into DAA’'s forecast commercial
revenues, the majority being increases over and above the 2005 forecasts.
The main drivers of these changes are increased car parking revenue (to
reflect growth in Car Parking capacity in the CIP not incorporated in 2005),
increased commercial space in Terminal 2 for retail and property, and the
increased passenger numbers.

The primary variances between the DAA and CAR projections in this area are

as follows:

e Commission assumptions from 2005 regarding higher rates of growth in
commercial revenues than DAA’s projections at the time resulting in a gap
which increases year on year between DAA'’s forecast revenues and those
of CAR

e Assumptions regarding growth in Retail revenues that have not been
reviewed by CAR in light of the impact of increased security measures on
retail performance

e CAR’s inclusion of the “T1X effect” to commercial revenues, (cumulative
€12m in 2006 terms by 2014). The T1X project, as incorporated in DAA’s
forecasts, has a return in excess of the allowed cost of capital and is
therefore a net contributing project to the single till. The Commissions
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treatment of the “T1X effect” results in a larger gap between DAA's
forecast revenue and the Commission’s

The oversimplified use of per passenger ratios by the Commission is
inappropriate and gives rise to anomalies. On example relates to car parking:
in 2005 DAA had not incorporated additional long term capacity into it's capital
programme, and had limited growth in car park revenue on this basis. The
Commission (advised by ASA) projected car parking revenue at a much higher
level than DAA’s because

“the Commission’s consultants projected some increases in total
revenues. In practice, this would be expected to arise through a
combination of increased utilisation of existing car parking capacity
and increases in car parking charges — increases that would be
necessary to avoid an underlying pattern of increasing demand to
translate into increased congestion.”**

The DAA did not agree with CAR’s suggestion that limited capacity should be
used as a rationale to increase car parking charges for airport customers and
has now included additional capacity in its updated capital programme (and
has included increased revenues associated with this). The Commission in
revisiting their assessments of car parking revenue should first remove the
charge premium that they had previously projected before extrapolating
forward.

The Commission’s model includes the option to set a charge using DAA’s
forecast operating costs and commercial revenue for 2010-14. The resulting
charge is calculated as €9.04.

3.10.3 Other Differences

Liquidity Policy

CAR model includes an assumption that a cash balance of (...)* will be
maintained by the DAA Group throughout the life of the projections. This
amount is entirely inadequate in the context of the overall level of debt to be
carried by the group, seasonality and other factors impacting the timing of
cash receipts and payments and cash balances required for businesses
outside of the regulated entity.

Dividend Policy
The treatment of dividend payments by DAA is addressed separately in the
context of financeability and equity risk.

3.10.4 Overall Impact of Variances in Projections

DAA recognises that on a cursory inspection it may have appeared to CAR
that the net impact of maintaining CAR’s previous financial modelling
assumptions was not material. While the level of variance is less significant

31 «“Decision of the Commission further to a Referral by the 2006 Aviation Appeal Panel”
CP5/2006, pg 37

32 commissions model {[CAR_DAA_REG_1.7r.xIsJOPS'ID20 to D22 — select “DAA data”
% In real 2006 terms

29



during the period formally under review, a meaningful review of the projections
provided by DAA would have illustrated that the underlying drivers of change
outlined above are readily understandable and predictable outcomes.

It is therefore more appropriate that the calculation of illustrative prices for the
next period by CAR should reflect the financial model provided by DAA rather
than outdated and simplified operating cost and commercial revenue per
passenger assumptions applied by CAR in 2005. This approach would also be
consistent with the treatment of future capex by CAR in the computation of the
same illustrative prices, where DAA’s investment programme has been
included by CAR, notwithstanding the fact that CAR or its consultants have
not reviewed the individual projects. Such treatment in the final decision would
also alleviate the difficulties for financeability and ratings assessment
associated with material differences in financial projections between DAA and
CAR referred to elsewhere in this document.

Finally, it would better serve transparency for users to be provided with

illustrative prices for the future that reflect the most up to date information and
more closely reflect the likely outcome of the next price review.
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4. Consultation

DAA’s Statement of Case gave a detailed account of the nature and strength
of the stakeholder consultation undertaken since 2002. It illustrated clearly
that DAA approached the consultation process in good faith, deploying best
practice from the commencement of the process. DAA set out to procure, and
was successful in delivering, world-class consultants to assist in the roll out of
the consultation process. These consultants who have global airport related
expertise carried out thorough and genuine user consultation with all users. A
high level of user support has emanated from this process. The conclusions
from the independent analysis of the consultation process undertaken over a
number of months by the Government’'s Independent Verifier, Boyd Creed
Sweet were also highlighted:

“The approach follows the guidelines within the IATA Airport
Development Reference Manual for appropriate consultation
between airport planners and stakeholders in the development of
requirements for a passenger terminal facility, and therefore accords
with best practice.”®*

Similarly and critically, IATA and other users are on the record as supporting
the consultation process.

Despite the evidence presented by DAA, the Commission appears to have
specifically sought out points on which to criticise DAA and impugn the overall
process. It is most regrettable that the draft decision:

e does not reflect an understanding of stakeholder management across the
whole CIP programme of works from 2006 onwards, focusing instead on 3
key projects (T2, T1X, Pier D) and treating them as distinctly separate
entities

e does not take into consideration the key stakeholder management
document (or evidence of consultation) provided to the Commission in
terms of the T2 project

e contains many inaccurate allegations (e.g. regarding the provision of cost
information to users)

A detailed response to each of these issues is contained in the attached
Appendix 7: Turner and Townsend Response to Commission for Aviation
Comments re Consultation on the Capital Programme. Given that CAR
appears not to have taken due cogniscence of some of the material previously
provided in the Statement of Case regarding the stakeholder management
process, Appendix 7 also represents some of that material.

The Commission notes that:

“relations between the airport and at least some users appear often
to be conflict ridden”*®

3 paragraph 6.3.4 of Independent Verifier's Report
% page 12, CP5/2007
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In its Statement of Case, DAA drew CAR’s attention to the situation that
recently developed at Stansted airport. The similarities in terms of the
difficulties experienced in the course of the consultation undertaken as part of
the development of the capital programme at that airport should, DAA
contends, serve to raise more questions for CAR about the combative, non-
constructive nature of some airlines approach to capex consultation rather
than any deficiencies in DAA’s methodology.

Passengers are the primary users of airports. It is incorrect to assume that the
best interests of users are synonymous with the interests of airline companies
as the latter are large commercial companies focussed on their own
profitability targets, particularly in the short term, and not necessarily the
interests of passengers in airport facilities. To illustrate the gap, consider how
many airlines recently introduced, and shortly thereafter increased, baggage
charges without expressing any concern that this would damage traffic,
despite the fact that the increase in the baggage charge is much more than
that required to deliver the full capital investment programme.

In Section 5 of the Draft Decision CAR sets an impossibly high hurdle for what
might constitute acceptable consultation by suggesting that ideally, all
stakeholders must reach agreement on proposed costs and implications for
charges, if capex is to go ahead.

“If a given consultation is conducted to everyone’s satisfaction and
results in a proposal for which all users agree with the proposed
costs and consequent implications for airport charges, the
Commission would feel more confident in setting a Determination on
this basis without undertaking such an extensive review of the costs
as is otherwise necessary.”*

It is completely unrealistic to expect total support across all users by virtue of
the fact that each individual user may have by their very nature, some
conflicting commercial objectives. It also fails to take into account prospective
users and clearly their requirements might not be compatible with those of
current users. DAA aims to achieve a balance between conflicting
requirements in meeting its statutory requirement to deliver infrastructure. To
make prior agreement a prerequisite for the incorporation of capital
expenditure into the RAB, as the Commission appears to be proposing, would
in essence grant a veto to incumbent airlines on the future development of the
airport. This is contrary to the Commission’s statutory objective to meet the
requirements and protect the needs of current and prospective users.

The Commission should also be aware that it could be in airline users
interests to engage in regulatory game playing by refusing to engage
constructively in consultation on the CIP where the Commission would
interpret lack of consensus as a reason to disallow capital expenditure.
Indeed, Ryanair is on the record as stating that it would not take part in the
consultation process relating to T2 and then recently launched a barrage of
widely circulated correspondence on the lack of consultation! Accordingly,
CAR must take into account the fact that DAA consulted each user and
accommodated the majority of views during the process. Appendices A & B to
the T&T Report on Stakeholder Consultation attached as Appendix 6 to this

% page 55, CP5/2007
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document, illustrate the extent to which DAA sought in good faith to respond
to all outstanding issues and queries raised by airlines and ground handlers
regarding the development programme.

On the whole, CAR’s expectations in relation to consultation with airlines are
rather idealistic. In CP5/2007, for example, it states that it has not received

“conclusive evidence from users that they are willing to pay for the

entirety of DAA’s proposed investments”™’.

From an airline’s point of view, however, there might be no obvious benefits
from providing such statements of support or expressing a “willingness to pay”
for the proposed investment. Especially in view of CAR’s track record of
reducing the amount it allows for DAA’s investment costs, airlines could have
a strong incentive not to express support for DAA’s proposed investments and
to hope, instead, that CAR will continue to disallow some of DAA’s capex.

In the opening paragraphs of Section 5 of the Draft Decision, the Commission
makes reference to the recent Determination on the IAA’s Aviation Terminal
Service Charges and the Commission’s intention to publish a paper this
Summer outlining how a regulated entity might demonstrate stakeholder
support for a new investment project following a suitable consultation process.
The paragraphs above and analysis of the Commission’s interpretation of the
consultation process, highlight the critical need for such a paper and DAA
would expect that the Commission would engage in detailed consultation with
the industry regarding its development.

4.1 T2 & CIP Consultation

The Commission states that in assessing the consultation process concerning
T2, the Commission relied heavily upon the report prepared by ARUP, titled:
“Dublin Airport Terminal 2 Stakeholder Management Report” which dealt with
stakeholder consultation from January 2006 to September 2006.* The T2
report related to project level matters, often from an operational perspective
and is just one element of a range of initiatives taken by DAA in relation to its
consultation process which should have been reviewed and reflected upon as
part of CAR’s assessment:

» T2 strategic consultations were dealt with by Director level relationship
owners and nominated interfaces across the business via the monthly
airline events. Therefore, due consideration should have been given to the
minutes emanating from the series of monthly events for Airlines &
Groundhandlers which were held in 2006

= No reference is made to the DAA’s Statement of Case which outlines in
detail how the stakeholder consultation process was implemented in
accordance with international best practice

= Due consideration is not given to the series of documented bilaterals
which were held with users in early 2006 regarding T2 and the overall
capital programme

3" page 56, CP5/2007
% page 60, CP5/2007
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= CAR received contemporaneous updates from DAA regarding the
consultation process® and had ample opportunity to ask questions and
input into the format of the process. If it had reservations about the
approach being adopted it would have been appropriate and necessary
from a regulatory perspective to raise these points at the time.

The Commission has made a number of specific comments regarding the T2
consultation process. These are addressed in Appendix 7 ARUP Response to
Draft Decision (CP5/2007) Comments on CIP Consultation.

4.1.1 Consultation on T2 Development

The principal assertion that the Commission makes in relation to it's
interpretation of consultation is that the full impact of Terminal 2 was not
apparent until the CIP itself was provided to stakeholders and:

«... after all the key decisions had been made.”°

This is a completely inaccurate portrayal of the actual sequence of events that
led to the development of the T2 proposition.

As has been previously communicated to the Commission on a number of
occasions, consultation on airport development began as far back as January
2002. Project Management/Skidmore Owings & Merrill were mandated by the
Company to prepare a “Dublin Airport Terminal and Piers Development
Study”, which was to serve as a Master Plan for the development of Dublin
Airport, and in particular the development of a second terminal. Over an 18-
month period, the DAA consulted widely with on-airport users and external
stakeholders (CAR itself attended meetings of the latter group).

The result was the PM/SOM report that recommended the development of a
second terminal and identified a proposed location for T2, catering for “mixed
use” operations (i.e. short haul and long haul).

Following the announcement by the Government of the Aviation Action Plan in
May 2005, which mandated the DAA to build T2 by 2009, the DAA
commissioned Pascall & Watson to review the PM/SOM Master Plan and to
present revised and updated recommendations on terminal design.

P&W consulted with the home based carriers at Dublin and their review
culminated in the “Dublin Airport Authority: Capacity Enhancement
Recommendation Report for Dublin Airport”. The findings of this study
confirmed the outputs of the masterplanning process, the proposed location
for T2 and the broad capacity requirements. One of the key conclusions of the
Pascall and Watson review was that medium complexity operators i.e. long
haul and mixed long haul/short haul operators should be the primary tenants
of T2. DAA provided the Commission with the Pascall and Watson
conclusions in September 2005. CAR appears to have completely ignored
this critical decision point when considering the consultation process leading
to the T2 proposition.

% Consultation was an agenda item at meetings held with CAR on 6™ April, 3 May, 8" June
and 31° August 2006
“ page 64, CP5/2007
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Following this, DAA was in a position to commence a process of detailed
consultation with the relevant airlines serving Dublin Airport in fulfilment of the
Government's triple safeguard requirements. This process led to the
development of a detailed design and specification for T2 and other airport
facilities. In the course of this process, a humber of significant factors were
identified which, when combined with the requirements of the Aviation Action
Plan contributed to notable changes in capital investment requirements at
Dublin Airport which were not reflected in the company’s May 2005 Capital
Investment Programme or taken account of in the Pascall and Watson
conclusions. These were incorporated in the DAA/CIP04 issued in October
2006.

Continuous feedback in relation to the composition of the programme was
sought from all stakeholders throughout the second phase of consultation
(January 2006 — October 2006) and this was followed by a third phase of
workshop style events in the period November 2006 to March 2007. It was
stated throughout all 4 CIP specific workshops that though it was difficult to
alter the programme without impacting the critical path necessary for
delivering Terminal 2 in line with the Aviation Action Plan, considered
feedback was sought on all projects stakeholders wished to include, defer or
exclude.

During these 4 interactive workshops with users between October 2006 and
March 2007:

e A range of experts from DAA and their consultancy team explained in
considerable detail the need, rationale, cost and justification for all of the
major projects, by category, within the CIP

e DAA provided an environment for detailed questioning and where
necessary, DAA revisited previous optioneering work and other studies in
order to provide the fullest possible context to users

e The process was very well received by users, the engagement was
productive and all meetings were minuted

e At the request of users, one meeting was dedicated to outstanding user
issues, which in reality were more focused on operational than capex
related issues as evidenced by the record of the workshop.

e DAA sought submissions and representations from users and in the main,
with the general exception of a single user whose approach is
continuously negative and adversarial, DAA believes that the CIP has
been positively received by users

4.1.2 Stakeholder Groupings

The Commission has sought to portray the development of T2 as one where
DAA and Aer Lingus designed a facility in isolation from other users that would
be impacted by its development. From the foregoing it is clear that this was
not the case.

The masterplanning work undertaken by PM/SOM and the subsequent review
by Pascall and Watson set the scene for the development of T2 and Pier E.
The mix of long haul and short haul operations recommended by their
analyses meant that Aer Lingus was identified as a major tenant for the
development along with other carriers using wide and narrow body aircraft. It
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follows that it was appropriate to identify Aer Lingus separately when
preparing the stakeholder plans and assessing the influence of stakeholders,
however, this does not mean that other users were not kept fully informed of
plans as they were developed. Indeed the emphasis that CAR has
consistently placed on consultation with users would have been a strong
motivating factor for DAA to ensure that we properly understood the
requirements of most likely tenants.

All airlines and ground handlers were invited to events and CIP workshops
where they had the opportunity to comment and input into the design whether
they were going to be a tenant or not*’. The non-T2 tenants had a lesser
influence on the detailed design as the layout and spaces were planned to suit
the operational processes of the likely tenants. However, as it was
acknowledged that tenants and their requirements could change over time
flexibility was also built into the scheme. All users were also consulted by
email and phone to seek their engagement and input and they were given
choice about the form of consultation which best suited their organisation. The
T2 project has had over 1280 formal stakeholder consultation sessions since
the inception of the project.

As noted in CP5/2007, Ryanair has been critical of the consultation process
but it chose not to engage constructively in the T2 development work, despite
repeated attempts at engagement by the T2 team. Furthermore, since the
publication of the CIP, it has become clear from the letters issued to the
company by Ryanair (and copied to CAR) that it is not interested in a rational
exchange of views on the best means of developing the airport but wants DAA
to abandon all plans to address the capacity deficits at a reasonable level of
service quality and provide a Hahn type airport facility to suit their own
agenda.

4.1.3 Consultation on T2 and Programme Costs

The Commission portrays DAA as not informing users about the costs of the
development plans. On the contrary, since DAA'’s capital programme was first
announced in September 2005, DAA has repeatedly been on record that it
requires an average airport charge of €7.50* in the current pricing period and
c.8.50 in the next period to fund it. This is less than the charge recently
introduced without cost justification by many airlines to check in a bag. In
effect, DAA is proposing to deliver a ¢.100% increase in airport capacity and a
greatly enhanced passenger experience for less than a 50% increase in the
per passenger charge. This represents extremely good value, particularly
given that the current airport charge at Dublin is amongst the lowest of
comparable airports in Europe. Ultimately, it is the passenger that pays airport
charges, which are separately identified on tickets and are usually passed
through to them by airlines, often with a sizeable mark-up. The Red C
research recently conducted on behalf of DAA illustrates clearly that a majority
of passengers are willing to pay up to an additional €3 per passenger in airport
charges to fund improvements in key services/facilities™.

A summary of the issues raised and the responses provided are incorporated in Appendix 6
2 Dec 2004 prices as per 2005 Determination
43 See Appendix 1
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As the Commission is aware, the original 2005 capital programme changed
because of major changes in customer driven factors such as mix, home
based carrier fleet development and market share. This in turn drove an
increase in costs. In the period since September 2005, as the detail of the
capital plan was being worked out, DAA provided updated cost information to
users on its proposals to address the changed circumstances as soon as it
was to hand. The airline events to which all airlines, ground handlers and
IATA were invited were the primary means to communicate these costs.
Throughout 2006 and 2007 11 of these events were held. The aim of the
stakeholder consultation events was to be open and share the development of
the design and associated costs as they developed. The content of the events
shows that this did happen.

It should be noted that CAR has not presented some of the cost information
provided to users in a correct context — for example it compares the cost
ranges of €318-€396m for T2 presented in May 2006 with a much higher
figure of €609m in September*’. However the September figure includes a
number of other projects in addition to the terminal building — the T2 element
of the September figure was €395m, a figure at the upper end of the May
range.

The October 2006 Capital Investment Programme (CIP), was presented to
stakeholders on the same basis as previous CIPs - to bring together focused
consultation on the entire programme. The full cost of the programme was put
before stakeholders when the proposed programme identified by the DAA and
its consultancy team through detailed discussions with users was scoped out.
The Commission and indeed the Board of the DAA were also first presented
with the outputs of the October 2006 — DAA/CIP0O4 Capital Investment
Programme at the same point as users which further emphasises and
provides evidential support of the complete, objective and transparent
framework in which the costs and the programme itself were shared with all
stakeholders. Furthermore, as noted above the publication of the CIP was not
the end of the consultation but a key contribution to inform the next steps.

42 T1X

DAA notes the comments of the Commission in relation to the presentation of
the T1X project to stakeholders and the consultation process adopted. It
should be noted that this project, not withstanding its other operational
benefits, has been presented by DAA to stakeholders as a commercial project
as it has a net contribution to the single till.

In June 2006 this project was presented to stakeholders as a project with
“Reduced/No impact on Passenger Charges”

In a more recent presentation, DAA when presenting this project to
stakeholders at the 10th Consultation Event for Airlines & Ground Handlers
held in March 2007, highlighted the following:-

4 page 61, CP5/2007
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“Were we not to build T1X airport charges for the period from 2010
onwards would need to increase to cover the lower than forecast
commercial revenues.” and

“The scale of the contribution from commercial revenues can be
appreciated when it is understood that the DAA utilises a hurdle rate
of 12% IRR after tax for commercial projects. In the case of the T1X
project it is expected that the rate of return will be above this hurdle
rate and achieve circa 13.5%. This informs us that the DAA expects
to make a contribution to or to subsidise airport charges from this
project by circa 6% per annum or in excess of €3M per annum.”

The impact of the reduction of DAA’s revenue by c.€2m per annum (the T1X
effect) will need to considered in the assessment of the business case for
T1X. Were such an assessment to result in a reduced return on investment
these projects might not proceed, thereby reducing the commercial revenues
contributing to the single till. On this basis, CAR should not make any
adjustments for the T1X project for the current charges period. Instead, it
could undertake to re-examine the project in conjunction with its reassessment
of commercial revenues at the next review.

4.3 Pier D

The Commission’s discussion of consultation closes with some remarks
concerning the “significant problem” that developed concerning the access
solution for the Pier D project.

The Commission’s position is thus:

“For Pier D, there is no evidence to suggest that the changes reflect
the outcome of a consultation process where users expressed a
requirement or need for a revised specification.”*

DAA was mandated by Government to deliver Pier D fully operational by 2007.
Following fully developed optioneering (DAA’s consultants assessed 11
options during the 2002 consultative process and a critical assessment
including costing and ranking of the options was presented to stakeholders*®),
the company advised users that the option chosen would be heavily
influenced by planning considerations and that the preferred option from a
cost perspective was unlikely to succeed. For this reason, a planning
application was made for the bridge.

Planning permission for an aerial link bridge was obtained and stakeholders
were given further details of the costs associated with the walkway as part of
the October 2003 CIP. However, stakeholders continued to request that a
lower cost solution be attempted in spite of the planning risks which were
outlined to them and which informed the original choice of the aerial bridge
link. Taking on board stakeholders concerns and notwithstanding the onerous
time constraints, DAA allocated resources to re-examine the potential for
access to Pier D via the Old Central Terminal Building and to push this to the
maximum extent possible. As a result, this option rather than the aerial link

5 page 67, CP5/2007
46 CAR has made reference to this
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was incorporated into the May 2005 CIP pending an outcome to the analysis.
Exploring the option led to extra costs of €3.2m in additional design fees.

The planning authorities concerns regarding heritage issues related to the Old
Central Terminal Building eventually blocked this option as the access route
for Pier D and this effectively left one approved option that could be
progressed in the requisite timeframe i.e. the aerial bridge link. The cost of this
walkway was again set out in the latest October 2006 CIP.

DAA fails to understand how the Commission could state that stakeholders did
not express a requirement or need for a revised specification. Dublin Airport
has one of the highest ratios of gate served passenger throughput of any
International Airport.*” All of our stakeholder customers are on the record, on
many occasions, in both letters and at various consultation meetings as being
implacably opposed to the concept of remote bussing operations. In the
context of the Government mandated timeframe for the delivery of Pier D, the
constraints on the site from a planning perspective, the explicit customer
opposition to bussing, and the attempts made by DAA to explore all
conceivable options for access to Pier D, the negative portrayal by the
Commission of the actual sequence of events is biased and unfair.

The Commission alleges that the cost for Pier D increased by €60m between
the May 2005 and October 2006 CIPs. In arriving at this figure CAR has
compared the cost of Pier D (which includes the cost of the aerial link access
bridge) set out in the October 2006 CIP plus the separate Temporary Forward
Lounge project, against the cost provided in the May 2005 CIP for the Pier D
project alone. This is completely misleading. In fact, detailed explanations for
the adjustments to Pier D costs have been provided by DAA to the
Commission and its consultants but appear to have been ignored by CAR.

DAA notes that CAR does not propose to alter the capital expenditure
included in the Determination for Pier D and will leave the additional costs
associated with the adoption of the aerial bridge option unremunerated for the
period 2006-2009, to be considered as part of the next Determination. In doing
so CAR notes that

“As indicated in previous documents and elsewhere in this report, for
capital expenditure projects the Commission believes that the DAA
should enjoy the benefits (bear the costs) of completing an
investment project at a lower (higher) cost than was forecast by the
Commission™®

CAR'’s decision on this issue contradicts its approach to the costs associated
with airfield projects. Though it states that it will not consider the additional
costs associated with Pier D that have emerged since the 2005 CIP, one
project that came in under budget has been used as a basis from which to
disallow costs for other airfield projects, many of which were also included in
the May 2005 CIP.

These actions contravene stated regulatory policy. Such inconsistency is a
serious concern and implies a constant search by CAR for evidence, which
supports a downward pressure on the level of airport charges only.

47.96% of passengers were processed through contact stands at Dublin Airport in 2006
“8 page 113,CP5/2007
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5. Treatment of Capital Expenditure

DAA is pleased that the Commission has accepted the requirement for,
veracity and efficiency of its proposed capex plan and that on this basis it
proposes to allow some 95% of the total programme to be remunerated.

However, the Commission has also made some reductions to the CIP, which
DAA believes are unwarranted. In arriving at these reductions CAR has
depended on the work undertaken for it by Rogerson Reddan and Vector
(RRV).

The Commission has also decided, on the basis of analyses carried out by
RRV on the size of T2, that the capacity of the terminal will be in excess of the
initial foreseen demand and has introduced the concept of a “two-box”
approach to the remuneration of T2 capex in an effort to require DAA to bear
much of the demand risk.

DAA has a number of difficulties with the process engaged in by the
consultants in arriving at their recommendations, with the methodologies used
to underpin the RRV analyses, and with CAR’s use of the RRV report
outcomes in the draft decision. These issues are discussed below.

5.1 The RRV Work Programme

Section 7 of CP5/2007 reports the results of consultancy studies undertaken
by RRV for CAR to review the projected costs of the 2006 CIP and also the
proposed capacity of T2. This is despite:

e the 2007 Ministerial Direction that highlighted the conclusions of the
independent cost verification work carried in relation to T2

o the results of this independent verification, carried out by BCS

¢ the evidence presented by DAA on appropriate cost benchmarks.

While it is understandable that regulators will appoint expert advisers, CAR’s
approach to regulation continues to be characterised by:

e a tendency simply to accept the findings of its consultants, even where
these are based on brief, high level analyses

e a failure to investigate the reasons for any differences with DAA’'s own
projections, which are often based on vastly more detailed analysis than
that carried out by CAR'’s consultants

o a failure to allow DAA to review the findings of these consultancy studies
in advance of publication. This is significant, because many studies
commissioned by CAR are produced to short timescales and, whether
because of this or otherwise, are often subject to material errors. In
addition, the identification of such material errors takes place in the public
domain and the approach to regulation may be perceived as unnecessarily
confrontational.

Despite earlier criticism from the Aviation Appeal Panel over the way CAR
disregarded the detailed evidence submitted by DAA in favour of much higher
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level analysis carried out by its consultants, CAR has continued to rely on
similar studies and to adopt their findings in preference to DAA’s projections.

Even though DAA has an opportunity to review the studies following the

publication of the draft determination, this is unsatisfactory as:

e For political and reputational (and perhaps other) reasons, CAR may be
reluctant to change its published conclusions in a way that is favourable to
DAA

e Criticism of consultancy studies and identification of material errors takes
place in the public domain, which could encourage a confrontational
approach to regulation; and

e It may be too late in the process for CAR to take proper account of DAA’s
criticisms of the consultancy studies (e.g. by encouraging much greater
dialogue between DAA and the consultants or by asking the consultants to
amend certain parts of their analyses).

CAR has stated that RRV worked “throughout March and April 2007"*. This
does not accord with the work programme provided by RRV to DAA at the
commencement of the project or the work plan set out in the RRV reports,
which note an appointment date of

“early April, with a timescale requiring completion of the review and
reporting by end April 2007">°

(subsequently extended to 8th May for Reports 1 and 2 and 17" May for

Report 3). Indeed DAA was only formally advised that RRV had been

appointed to undertake their work on 10" April 2007. In effect therefore, at the

outset three weeks were being allocated for:

¢ RRV to undertake a review of significant elements of a capital programme
with a spend of €1.18bn that had been provided to CAR some six months
previously; and

e CAR to analyse RRV’s recommendations and incorporate them into their
draft decision.

DAA believes that the timescale within which the consultants were required to
deliver their advice affected their capacity to properly assimilate the
information requested and received from DAA, notwithstanding the brief
extension afforded by CAR. This is borne out by the following note from John
Hughes of Rogerson Reddan

“We have not had an opportunity you (sic) to review and confirm that
in each case these responses fully answer our queries. However as
our deadline is approaching we will need to work with the information
received up to today only. We therefore do not intend to raise further
gueries at this stage (as we would not be in a position to consider any
further responses)™.

Given the importance of the subject matter, the complexity of the material
being reviewed, and the range of queries being addressed, this was a most
regrettable situation.

49 page 93, CP5/2007
* page 2, RRV Report 1
*1 Email to DAA dated 30™ April 2007
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Despite numerous requests, DAA was not afforded an opportunity to engage
with RRV on their interpretation and findings prior to the reports being
concluded. We do not believe that this constitutes a reasonable approach
given the short timescales available to the consultants to complete their
review. This deficiency was made much more serious by the fact that in the
case of the sizing element of the analysis, contrary to claims made by CAR, it
has emerged that RRV did not confine themselves to reviewing work
undertaken by DAA and its experts over a long period but in fact, substituted
their own views, generated in the course of a short, desk based analysis, as to
what is an appropriate size for T2.

In summary,

e The RRYV review of the 2006 CIP commenced 6 months after submission
of DAA/CIP04 to CAR

e The RRV review was conducted in an extremely constrained timeframe
that is in manifest contrast with the process, methodology and robust
approach adopted by DAA in the 12 month period leading up to DAA’s
submission to CAR

e RRV appear not to have reviewed all of the relevant information, which
was submitted by DAA as part of its submission to CAR.

e The excessively short timescale has not facilitated appropriate
engagement between RRV and DAA / it's advisors.

e RRV have made a number of fundamental errors, which DAA can only
conclude relate to the hasty nature of the timescale, the likely deficit in
information, which was made available to RRV by CAR, the volume of
information to be processed in the timescale and the constrained nature of
the engagement with DAA.

e RRV’s report is subject to such a significant number of caveats, many of
which are fundamental, that it would be inappropriate for CAR to make
amendments to DAA’s CIP based on such qualified recommendations
from RRV.

5.2 The Reductions in Allowed Capex

RRV was aware of the challenges posed by the timeline within which it was
being asked to complete its analysis and in this context their report notes

"during the review of information provided by DAA, further queries
have arisen and anomalies have become apparent which should if
more time were available be clarified with the DAA to facilitate a
more comprehensive analysis. However, this was not practical
within the timescale of the review..Some of the conclusions
reached may therefore require review and revision in light of further
information and clarification which the DAA might subsequently
present".>

Despite this caveat, however, CAR used the RRV analyses as the basis for its
decisions in respect of capex reductions and did so without contacting DAA for
any further clarification. This is an inadequate regulatory process that lacks

*2 page 3, RRV Report 3 — CIP Projects
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fairness and transparency, particularly in the context of the weight which CAR
habitually attaches to adequate consultation.

Indeed as will be demonstrated below, the Commission in many cases adopts
a more stringent approach to capital disallowances than is prudent given
RRV’s analysis and recommendations or takes the lower limit of any proposals
when a range is indicated. Taken together the trend in the Commission’s
analysis appears to clearly indicate a propensity to penalise DAA on the basis
of incomplete analysis and unsound evidence. This lack of balance in CAR’s
process should be redressed for the final decision.

DAA will demonstrate below that the arguments relied on to support the
proposed reductions to the capex programme are inappropriate and should be
reversed.

5.2.1 T2 — Project Contingency

“... RR&V are not risk analysis experts and to fully and scientifically
review this procedure and calculation, it may be useful to undertake
an independent risk review by an independent expert.”?

The Commission has proposed in the Draft Decision to reduce the allowed
costs for T2 by €25 million on the basis that the project contingency “appears
to be relatively high” to consultants who prefaced their observation with an
avowal that they are not competent to critique risk analysis®. This is clearly an
inappropriate basis on which to abandon a detailed analysis undertaken by
Dublin Airport Authority and its experts, that fully supports the level of
contingency allocated to the project.

From the outset, DAA demanded of its consultants that they deploy a best in
class scientific approach to enable them to establish a meaningful,
guantitative, risk based contingency to underpin the project budget for
presentation to Board and for submission to external scrutiny by the
Government appointed Independent Verification team. In this context, DAA’s
consultants conducted a range of risk workshops, attended by a multi-
disciplinary team of project management, design, operations and construction
experts and chaired by an expert in the use of statistical methods for
guantification of project related risks. The project contingency was computed
based on the 80" percentile derived from the application of a Monte-Carlo
simulation model. The assessment was independently reviewed and assessed
by DAA’'s Programme Management Team — Turner and Townsend. DAA
supplied full facts about the process undergone in addition to the project’s
detailed risk register to RRV. No queries were received in respect of the
material presented.

We note that RR&V acknowledge they are not risk analysis experts and
that they rely on their experience in reaching the conclusion that ‘contingency
in this amount appears to be relatively high given the current stage of this
project’. As they did not substantiate this comment with reference to tangible
airport or other relevant examples of appropriate scale, nor did they provide

%3 page 12, RR&V Review of T2 Non-Construction Costs

** Further comments on the detail of RRV’s approach to the project contingency element of T2
Non Construction Costs is included in Appendix 3 — “Response to RRV Review of DAA Capital
Expenditure Report 2 — Review of T2 Non Construction Costs”
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an indication and substantiation of the % which they would recommend, nor
did they present a case with reference to the project risk register, we assert
that their comments do not provide a basis to discount the proposed
contingency, which is based on “best in class” methodologies and the
considered views of over 20 experts.

As previously stated, we can confirm that we did employ experts in Risk
Analysis to advise us and remain confident that should CAR take the
recommendation of RR&V and do likewise then the approach taken and the
outcome reached by DAA in establishing a risk based contingency would be
endorsed. CAR should not therefore disallow €25m of the T2 budget.

DAA requires its consultants to continuously review and update the risk
register, as part of their standard project management procedures, and the
profile is expected to change relative to time. The most recent review
confirms that the risk based contingency allowance as provided for in the cost
plan still constitutes the best estimate of a prudent and appropriate provision
for project contingency.

Furthermore, since the cost plan was prepared DAA has completed its
assessment of the procurement strategy and have decided to procure the
works on a multi-package basis with upwards of 20 packages of work
involving multiple interfaces to be delivered in an aggressive timescale within
an extremely challenging operational environment.

The notion of discounting / disallowing an element of the T2 cost plan, which
is the product of a proposition that

e Has been developed to planning stage following 8 months of detailed
assessment and value engineering.

e Comprises a range of inter-related major projects which have been the
subject of detailed constructability studies which reflect the unique nature
of the site, the critical path requirements, project interdependencies and
operational impact assessment.

e Has been subjected to a comprehensive quantitative risk assessment
which reflects the unique and specific attributes of the development
environment at Dublin Airport.

This is manifestly unreasonable and inappropriate, and totally ignores the
challenges and complexities of the programme in question.

It would be unsound process for the Commission to place any reliance on a

comment such as “appears to be relatively high” and completely unreasonable
to reduce the costs for T2 by €25 million on this basis.
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5.2.2 T2 Associated Projects — Customs & Border Protection

RRV’s final recommendation re the proposed costs for the Customs & Border
Protection project was as follows:

“...itis our view, based on the information provided that the costs for
this facility would be in the region of €20.8m to €23.6m"™>®°

Again the Commission has, without explanation, taken the lowest possible
estimate and pitched its allowance for the CBP project at €21m i.e. a reduction
of €9.2m on the figure set out by DAA in the October 2006 CIP.

CAR has noted that the reduction will bring the cost for CBP

“more in-line with the DAA’s own cost benchmarks as presented in
the T2 cost plan.”™®

However, the T2 benchmark figure referred to by CAR is exclusive of fees,
planning contributions and project contingency associated with this project.
When allowance for these is made, the cost for the CBP facility is in line with
the higher range of the Rogerson Reddan estimate (approx. €24 million).
However, further allowances must be made for the necessary works to
connect to the T2 baggage system, for the construction of sterile corridors
connecting to Pier E and alterations to the existing Pier C building to provide
vertical escape routes. These elements taken together underpin the total
project budget of €30 million as included in the October 2006 DAA/CIPOA4.
There is therefore no basis for CAR’s deduction of €9m from the project
allowance.

5.2.3 T1X Project

“This proposed reduction is attributed to the fact that the DAA had
included an additional €3 million in respect of future (post 2006)
inflation, which was deemed to be inappropriate in the context of the
CIp.”’

Rogerson Reddan state in the relevant section of the Annex 9 (page 17) that
they believe inflation (post 2006) is included because the DAA took a mid-
point of the range in order of magnitude cost estimate prepared by the DAA’s
cost consultants on this project, Bruce Shaw Partnership.

This is simply incorrect. The cost for the project incorporated in the CIP
excludes any allowance for inflation. The project cost in the CIP was compiled
as follows:

The Bruce Shaw plan indicated an out-turn cost range of €52 — 63.4 million.
This included a range for inflation allowance in the order of €2.7 — 3.3 million.
In compiling the project cost for inclusion in the October 2006 DAA/CIP04, the
inflation allowance was subtracted from the out-turn range and the mid-point
of €54.7 million was selected for inclusion.

%5 page 26 — Annex 9: Rogerson Reddan Review of DAA/CIP04
* page 110 — CP5/2007
*" page 113 —CP5/2007
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Low High Mid-Point
Out-turn Cost per €52m | €63.4m €57.7m
Bruce Shaw
Inflation Allowance
Included in Cost €2.7m €3.3m €3m
€54.7m
Total — Excl. Inflation | €49.3m | € 60.1m (this figure was
incorporated in DAA’s CIP)

There is therefore no basis to support CAR’s deduction of €3m from the
allowed capex for this project.

5.2.4 Pier D Project

Rogerson Reddan stated that costs of works in existing building “appear high”,
but this statement is not backed by any fact. Works in existing building form
part of the tendered Pier D costs and as such relate to the provision of both
vertical and horizontal passenger transportation and associated enclosures
plus the amendments required to existing structures and buildings to
accommodate these works. Drawings indicating the scope of the works were
provided to Rogerson Reddan during their review.

Rogerson Reddan contend that Pier D contains duplicate scope with CIP
7.025 — Central Immigration project. This is an incorrect assumption, no
duplication exists, the works for the immigration project are completely
separate and are subject to a separate procurement.>®

Statements such as:
“it is also difficult to confirm that there is no duplication between this
project cost, and CIP 7.025 Central Immigration Pier A & D™°
have been given undue weight by CAR. It is unreasonable to disallow
approximately €5.3 million of capital expenditure based upon a purely
speculative conclusion that Rogerson Reddan cannot support.

We note the comments of the Commission in relation to the contingency
amounts allocated to Pier D and the opinion that the appropriate time to
consider updating the RAB to reflect the actual costs of Pier D is at the time of
the next Determination, in 2009. DAA will present the Commission at that time,
a full reconciliation of the contingency amounts allocated and utilised during
the construction of Pier D. In the meantime we would note that

e The contingency provision for Pier D was developed with reference to a
guantitative risk assessment, which was conducted for DAA by
independent experts. The process involved a broad group of
multidisciplinary experts and included the deployment of “best in class”
methodologies.

%8 Planning Application Drawings for CIP 7.025 Central Immigration Pier A & D are included as
part of Appendix 4 — “Review of RRV Report 3 — Review of DAA Capital Investment Programme
gg:IP-O4)” and illustrate that there is no duplication

page 21, RR&V Report 3
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e The project is the largest undertaken to date at Dublin Airport (in value
terms) and involves an airside construction site, a landside construction
site and the provision of major underground services.

e We would state that the levels of contingency identified in the report are
robust and subsequent project progress has verified their adequacy and
requirement.

e It should be noted that construction work was not as well advanced in
October 2006 as it is now, and this time difference may be affecting RRV’s
judgement as to the appropriateness of the contingency level at the time of
the CIP submission. DAA can confirm that it does not expect to achieve
significant budget savings on Pier D with reference to the advice of our
cost consultants.

In relation to CIP 7.020 — Temporary Forward Lounge (Phase 1), the logic is
unclear as to why the Commission have chosen to associate this project with
the overall Pier D project. It was never presented by the DAA as linked to the
Pier D project in any earlier CIP and was necessitated due to overwhelming
business demand for contact stands and the lack of same due to the
implementation of the Ministerial Direction that delayed DAA’s ability to deliver
Pier D in time to meet that demand.

The Commission have chosen to disallow an element of contingency in
relation to the TFL project but this project is not complete and therefore it is
still appropriate to hold contingency. Though the final account for erection of
the TFL has been agreed, the TFL must yet be dismantled and exact details
around the programme for demobilisation and relocation / storage of TFL
Phase 1 were unknown in October 2006 at the time of authoring the CIP. On
this basis there is no grounds to disallow the contingency which was relevant
at the time that the CIP was developed and which is still required.

5.2.5 Airfield Projects
The Commission has deducted €17m for airfield projects on the basis that:

“Evidence collected by RR&V indicates that the tenders for general
runway-, apron- and taxiway-related works are currently more
competitive than expected.”®°

The Commission’s action is inappropriate for the following reasons:

e RRV’s report accepted that all projects reviewed in relation to the Airfield
had “credible cost allowances”. In fact, Report No.1 — Review of DAA Cost
Benchmarks (Annex 7) states that “all pier, taxiway and apron projects
within the DAA/CIP04 October 2006 CIP are in line with relevant
benchmarks”.®* DAA strongly contends that this will be borne out via the
procurement and construction process associated with the airfield. In the
light of the actual evidence as reported by Rogerson Reddan, it is hard to
understand how the Commission has seized on the conjecture by
Rogerson Reddan that there may be better value currently available in

% page 115, CP5/2007
®1 page 19 — Annex 9: Review of DAA Cost Benchmarks
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relation to the tendering of Airfield projects and used this to reduce the
amount of allowed capex.

e By their nature, the benchmark projects (and hence the mean) will take
account of variables in the out-turn cost of the projects incorporated in the
generation of the benchmark. We would expect some projects within the
CIP to cost less than the benchmark, some to cost more. It is incorrect to
take the cheapest project returned and assume all others will be delivered
for similar cost.

e The reduction to CIP Airfield projects appears to be based on the fact that
the P2 bypass has been tendered, the tender costs returned are below the
benchmark average for other projects and so the assumption has been
made that this will continue to be the trend for all other airfield projects in
the CIP. This is an over simplification of the process, and given the nature
of civil engineering projects in an operational environment, inappropriate.
There are many variables that will affect the cost of future airfield
developments that are not in the P2 costs:

» Location — P2 Bypass site had many characteristics commonly
associated with a greenfield site. There was a limited impact on
airport operations and thus the level of restriction to working was
reduced versus other typical airfield projects

= Working methods — Little or no requirement for night time / out of
hours working arising from operational constraints

» Phasing — This project was delivered in a single phase

» Additional drainage requirements — P2 is on existing airfield

= Airfield ground lighting modifications

= Service diversions

It is incorrect to extrapolate the cost per square metre for the P2 Bypass
project across the remaining airfield projects. As demonstrated by the
Benchmark Report, there is a wide variance of costs for taxiways and
aprons (.....................).° No other airfield projects within the CIP may
be deemed to have the same attributes as this project.

e Finally, even if CAR were to ignore the DAA’s compelling analysis above
and not abandon its approach to airfield projects set out in CP5/2007,
there is a fundamental inconsistency in CAR’s calculation of the reduction
in the level of capex allowed for airfield projects. The reduction has been
calculated on the assumption that all airfield projects in the CIP have been
costed by using the benchmark rate for either apron or taxiways, and that
all projects will subsequently be delivered for less than this. This is
demonstrably not the case.

CIP 6.030 - Taxiway Mike 2 is included in the CIP at the value that reflects
the tender return (................ ). The effect of the overall disallowance by
the Commission is to apply the 16% reduction to this figure, along with the
other projects. This is clearly incorrect, and if applied would provide a
budget within the CIP below tender return.

%2 paA Group Planning & Capital Programmes, CIP04 Cost Benchmarking Report submitted to
CAR on the 5" January 2007
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Each CIP project has been costed according to its design status at Oct
2006 and actual cost / m2 vary between projects, many of these will be
below the benchmark average. By reducing this allowance the CIP budget
will not be sufficient to deliver the projects identified, and in some cases
will reduce the budget cost / m2 of apron below the (...... ) achieved on
CIP6.030.

5.3 The Reductions in T2 Sizing

CAR commissioned Vector (VML) and Aviation Economics (AE) to undertake
a review of the sizing of the new Terminal 2 proposed by DAA. DAA has a
number of concerns regarding the analysis.

5.3.1 Overall Conclusions re Sizing Analysis

Having incorrectly suggested that the DAA methodology is unsound, VML/AE
have instead used an alternative methodology, employing an analysis based
on unsound data and adopting a flawed “design by ratio” approach. They have
compounded this by making erroneous assumptions and ignoring user input.
The net result of their analysis suggests an alternative much lower peak hour
is suitable for the T2 proposition. DAA strongly rejects all of the elements
mentioned above, and discusses them in detail in Appendix 5. We would
again point out that many such mistakes and misunderstandings could have
been easily addressed had adequate consultation taken place with DAA/Arup
prior to release of the report, in line with DAA requests®®. CAR’s decision
regarding future demand at the airport appears to have been largely
predicated on the VML/AE analysis. Since it is evident that the review
undertaken is not robust, CAR should materially revise the decisions that rely
on this report.

5.3.2 Process Deficiency- Inadequate Consultation

We regret that it was not possible for CAR’s consultants to engage fully with
DAA and its consultants in the course of this exercise.

The VML analysis, we understand, took ca. 5 weeks from early April until May
17™. This compares with a DAA project which involved a large team both from
DAA and its consultants working for a total of 12 months, involving detailed
interactions with the key users concerned regarding their growth plans. CAR
has acknowledged in written correspondence to DAA

“l do not consider that the (RR&V) work can or ought be compared to
that work carried out by the DAA and their advisers in preparing the
CIP 2006. The tasks cannot be compared in size scope detail or
purpose”.

Thus the scope of the project undertaken by the consultants was never
expected by CAR to be equivalent to the DAA programme.

%3 DAA Letters to CAR of 17" and 18" of May 2007
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Despite our frequent requests to do so®, we had the opportunity to meet only
once with these consultants. Had adequate interaction taken place, we are
confident that some of the areas of disagreement between us could have
been eliminated. No discussion of the VML/AE views or assumptions were
outlined at this single meeting.

VML/AE have in several cases ignored or discounted information on user
plans provided both to DAA/Arup and to CAR. This approach is hard to
reconcile with CAR’s constant emphasis on the need for DAA to ensure that it
meets the expressed needs of its airline customers.

In the short period of time they took to undertake their analysis, these
consultants have, perhaps unsurprisingly, taken a somewhat simplistic
overview of the whole project, despite having access to the most detailed
information available from DAA. CAR has seen fit to attach greater weight to
this analysis than to the comprehensive DAA/Arup programme, although it
has acknowledged the former is not comparable with the work carried out by
DAA and its consultants. Given CAR'’s written position on the VML exercise,
we are surprised that it has seen fit to attach such weight to this report. It is
not reasonable that a brief desk-based analysis developed without extensive
interaction with the DAA should be the basis for a sizeable financial penalty
for the DAA. It is also not feasible to suggest that such an analysis could form
the basis on which DAA could impose a differential charge to T2 users in
order to recover its investment sooner.

While some of the consultants’ erroneous conclusions may be excused in the
light of the short timescale and an inadequate consultation process with DAA,
it is nonetheless regrettable that rather than dealing with such issues within a
consultation context, the DAA is forced to respond publicly to ensure that the
misleading observations made and conclusions drawn are not allowed to
stand unchallenged. We strongly suggest that the approach adopted here is
unnecessarily confrontational and is not best regulatory practice.

The DAA has previously commented on the persistent tendency of CAR to
accept downwards adjustments to the DAA position, while not accepting
adjustments, which would operate in DAA’s favour. Given the time available,
the fact that DAA's methodology accords with an industry standard approach
and the lack of interaction with DAA to test the consultants hypotheses, it
would, at the very least, have been more reasonable for CAR to have taken a
mid point in the range between RRV and DAA rather than merely accepting
the lowest number.

5.3.3 Inappropriate assumptions and conclusions

The VML/AE analysis contains serious misinterpretations and inappropriate
conclusions, which are in large part due to lack of interaction by the
consultants with DAA. Therefore, DAA strongly believes that it does not
represent a body of work that CAR can safely rely upon. The approach
adopted by VML/AE involves undermining the approach adopted by DAA for
some specific aspects of the analysis, undertaking inappropriate and
inaccurate historical benchmarking and making a number of significant
changes to some key underlying assumptions to derive a purportedly more
appropriate T2 size:

% DAA Letters to CAR of 3, 17" and 18" of May 2007
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Peak Day Methodology used: By implication, the VML report suggests
that since DAA did not use the 95% BHR in terms of passenger numbers
(a BAA standard), the DAA/Arup approach was a non-standard approach,
resulting in an inflated base schedule. DAA and Arup strongly contest this
view and have cited best practice literature to support the approach
adopted. The approach of DAA in commissioning world experts like Arup,
with their extensive experience in airport capacity development worldwide,
to assist it in this programme development, is evidence of the importance it
attaches to this issue. The VML approach is simply to replace one
industry standard approach with another with no clear rationale for doing
So.

Designing for congestion - Adding peak capacity to a congested
system: The VML analysis approach to the future forecast is predicated
on a basic misunderstanding by VML of what is likely to occur once
additional capacity is added to an existing constrained system during the
peak hour. VML suggests that this constrained profile is an appropriate
basis for terminal design purposes. DAA and Arup strongly reject the
scenario presented by VML in its analysis on the basis that it is neither
robust nor realistic, and present strong contemporary expert evidence to
back up our interpretation. This simplistic “design by ratio” approach is not
a robust basis for capacity development as it would result in current
congestion being designed into the new facility.

Over-reliance on unsound historical analysis: VML/AE has extensively
used historical data analysed by IMR for its analysis and concluded that
the DAA choice of design day was too high. However, CAR and VML were
aware that DAA had identified serious methodological deficiencies in
IMR’s previous analyses and had documented these in a previous
submission. In fact, this review further indicates that the IMR calculation of
the busy hour based on rolling 15 minutes is mathematically incorrect and
gives too low a basis for comparison. In the context of the weight attached
to this analysis, a review with the DAA of material produced by IMR, when
a previous IMR analysis had been so comprehensively challenged by DAA
would, we suggest, have been prudent. Furthermore, although VML
initially indicated that it wished to use data that DAA accepted as valid, it
chose to use data that did not agree with the information supplied from the
DAA, without any discussions taking place with the DAA on the validity of
this alternative data. This has all resulted in VML using incorrect data. It
follows that any conclusions drawn from this flawed data are unsound.
Mistakes made in analysing the peak day schedule: The AE analysis
has misinterpreted information provided on a range of issues such as

* |oad factors

= duplicate flights

= confusion between airline codes

= comments regarding levels of transfer passengers

It is worth noting that these errors contribute in large part to the schedule
adjustments made, which AE uses to suggest the DAA peak hour
schedule is too high

Ignoring Airline input: VML/AE have ignored the expressed views of
users Aer Lingus and Cityjet. In particular, despite accepting the Aer
Lingus IPO plan, AE has then made arbitrary and ill-considered
adjustments to the schedule which are inconsistent with explicit Aer
Lingus input, and which conflict directly with the operational
characteristics of LCCs at Dublin and at other comparable airports. These
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unvalidated adjustments are the basis for the AE ‘downsizing’ of the peak
hour schedule

5.4 The Box 1/Box 2 Approach to T2

The Commission has proposed a “two-box” approach to T2 entering the RAB.
In line with this approach, from the date T2 becomes operational and while
demand is below 30mppa, DAA will be allowed to recover €430m out of the
€582 that CAR has assessed as the allowed level of costs for T2. The
remaining €152m will be added to the RAB when demand exceeds 30mppa.

The key reason underlying the implementation of the Box 1/Box 2 approach is
the Commission’s view (informed by the analysis undertaken for it by its
consultants Vector and Aviation Economics) that T2 will initially be too large
based on the likely demand profile. As set out in detail at Section 5.3 of this
document and the associated Appendix 5, DAA disagrees strongly with the
approach and conclusions of the consultants and has provided strong
arguments in support of its contention that the consultants arrived at
inappropriate conclusions. The Commission should revise its views on the
sizing issue and accept either that DAA’s analysis is appropriate or that it
would be more prudent to accept a figure in the mid range between the DAA
and VML/AE's analyses. In either case the result would be that there would be
no need to implement a Box1/Box 2 approach.

CAR has suggested that T2 should be 54,000sgm not 75,000sgm and
deferred remuneration for some of T2 on this basis. This type of short-
sighted, piecemeal view of infrastructure development has caused problems
for Ireland in the past (M50, Metro links etc). CAR needs to ensure that there
is enough headroom in facilities to allow for traffic growth, and flexible enough
to accommodate significant unanticipated increases in traffic such as occurred
in 2006%° due to sudden airline decisions about deployment of additional
aircraft at the airport. The sizing of T2 to allow for headroom at opening day
was a balanced decision between Capital Cost and the cost of future
expansion. In effect, instead of a two- phase terminal development as
envisaged by DAA, were CAR’s sizing to be adopted, we could potentially
have a three-phase development.

There appears to be no consideration in CP5/2007 of the potential cost
efficiency arguments for providing more capacity than is initially required, even
though CAR acknowledged in CP9/2006 that a larger investment plan may be
more efficient®®, and DAA’s response to CP1/2007 set out the arguments
against (and precedents from other airports in relation to) “modular” provision
of capacity. These arguments are not discussed in CP5/2007.

Extending a facility is inherently more expensive than constructing a facility as
part of a major project. The DAA would be faced with additional costs for:

e setting up site again with all the contractors welfare facilities,
e re-commissioning the building services and baggage systems,

% An additional 2.7million passengers
% page 10, CP9/2006
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e potential costs for tenants and concessionaires in dealing with
relocation/disruption for a second time,

e abortive work for external walls etc subsequently removed during
construction of the extension,

e additional Capital contributions to service providers

The cost of building work would also be higher as the work is more disjointed
and the economies of scale, which would be achieved on a substantial project,
would be lost. These cost drivers could add a premium of 15 — 20% to the cost
of future building works even before inflation is taken in to account. This direct
cost does not include the additional costs and inefficiencies that would arise
for users from the additional operational disruption and reduced service
guality. On this basis and following full consideration, DAA took the view that
the correct balance has been achieved in constructing a Phase 1 terminal
building of 75,000 sq m.

DAA notes that the Commission has acknowledged that the two box approach
represents a “significant departure from previous cost recovery mechanisms
used in the past”, that there remains “some uncertainty around how the two
box approach will work in practice” and it is currently “minded to use the
consultation on the 2010-14 price control to agree a final structure for the two
box approach™’. It is unreasonable for the Commission to expect DAA to go
ahead with a sizeable capital investment plan on the basis of a remuneration
profile that is proposed to be fundamentally different to the methodology
currently pertaining but yet to be fully worked out.

5.4.1 Requirement to Refocus Scope of Box1/Box2 Approach

If the Commission decides to retain its Box1/Box 2 approach to the recovery of
T2 revenues, then, notwithstanding its opposition to the approach in general,
DAA believes that CAR should refocus its scope. According to CAR, the
rationale for adopting the two-box approach is because T2 represents a large
increase in capacity when compared to the likely initial demand profile.

On this basis, the focus of the Commission’s adjustments should be on the
facility that they claim is too big i.e. T2 (cost €395m). However, the
Commission has applied its methodology to the much higher figure of €582m"®®
comprising its allowance in respect of T2, Enabling works, Access & Roads,
Utilities/Energy Centre and Pier E. This is an entirely inappropriate focus for
the following reasons:

e As clearly illustrated in the Airport Gating Study®® provided to CAR as part
of the CIP submission, there is an acute shortage of gate served stands at
Dublin Airport at present. Indeed, due to a severe shortage of parking
capacity, Runway 11/29 has been taken out of service to provide extra
aircraft parking at Dublin Airport for the coming peak months’. The Gating
Study indicates that this contact stand shortage will continue right up to the
opening of Pier E with a significant number of wide-body aircraft and first
departures having to be gated on remotes. This will mean a sizeable
bussing operation to bring passengers to these gates, which users are

" page 108, CP5/2007

8 DAA’s allowance for this work is €607m

%9 DAA Airportwide Gating, 2007-2010 Results, Ove Arup & Partners Ltd, 2006
© Notam A0609/07
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opposed to on cost grounds. In essence, Pier E is required in full as soon
as it can be developed. As a result €157m relating to Pier E and its
associated Apron Works should be extracted from CAR’s Box1/Box2
methodology.

e The enabling works (€6m), access and roads (€39m) and energy centre
(€12m) are required in order to deliver the new terminal and would be of a
similar scale within any reasonable range of the current size of T2. On this
basis, a further €57m should be extracted from CAR’s Box1/Box2
methodology.

= Enabling Works - This project involves the diversion of existing
underground services, which have been installed across the T2 site
over many years. The diversion project collects these services into a
structured services trench which follows a route which will enable
later access to these services if required. Even if the size of the
Terminal Building were reduced, the philosophy of a structured
services trench would not change and therefore the costs would not
reduce.

= Kerbs — The kerbs/roads to be constructed are sized for the total T2
requirement. We are not part constructing these elements because it
does not make sense to do so - we would simply have ended up with
longer approach road lengths and shorter kerb lengths i.e. the basic
kerbs/roads system would have been the same. The kerbs/roads are
sized for peak hour passenger demands - it would be nonsensical to
construct half a kerb. Furthermore the difficulties that would be
presented by having to revisit the area to do so would be prohibitive
in terms of operational disruption, reduced service quality and
increased cost.

= Energy Centre - This has been sized to provide space for Plant to
serve the total T2 requirement. The future extension of this building
would mean substantial disruption and possibly loss of critical
services for the period of extension along with a recommissioning of
the building completion. The risk of disruption to the operation of T2
would be too great in this situation so the decision was therefore
taken to construct the Energy Centre in line with the Planning
Application. On this basis, therefore, the costs of the Energy Centre
should not be reduced

In light of the above points and to be consistent with CAR’s stated objective in
developing the approach (i.e. to require DAA to assume some of the risk that
the proposed T2 is potentially too large) it makes no sense to apply the
Box1/Box 2 approach to any element of the CIP apart from the terminal alone.

5.5 Conclusion re CAR Approach to Capex

DAA highlighted to CAR in its Statement of Case both the extent and duration
of the planning and consultation process conducted by DAA and the
experience and credentials of the team of professional advisers engaged by
the company. We have also drawn CAR'’s attention to the work and report of
the verification team engaged by the Department of Transport. The timeline
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afforded to RRV to conduct their review, did not remotely compare with the
process undergone by DAA’'s advisers. Though a more limited timeframe
might be expected for a verification of DAA’s work on cost, sizing and other
considerations, it would not allow for alternative proposals to be properly
developed by either RRV or CAR on such issues. In this context, and given
the clear deficiencies in understanding as illustrated, we believe that the
arguments relied on to support the proposed reductions to the capex
programme, and the implementation of a Box 1/Box 2 approach to the
remuneration of T2 based on RRV’s sizing analysis are inappropriate and
should be reversed.
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6. Pricing Options

In its draft Determination CP5/2007, the Commission discussed and
responded to interested parties views in relation to a range of pricing concepts
- trigger pricing, front versus backloading of the profile of pricing over time,
peak load pricing and differential pricing.

It is important to emphasis that the implementation of most of the above
pricing concepts would first and foremost signal a more interventionist
regulatory stance on the part of the Commission. The Commission would be in
effect stipulating aspects of the company’s pricing policy something that it has
not previously done with the exception of the off-peak runway charge, which
was subsequently abandoned.

However in this document the Commission appears to be trying to move the
onus away from itself and towards a structure where it could manoeuvre DAA
into introducing some of these policies — a “by the back door introduction” of
price signals. For example,

Peak Pricing: CAR states that it will not impose peak pricing, yet:

e It may do so in the future

e It continues to favour a price structure that differentiates between peak
and off-peak periods, and

e It thinks DAA could use peak pricing to demonstrate users willingness to
pay for additional capacity for the future.

Differential Pricing: again CAR states that it will not impose this form of

pricing, yet:

*= |t may do so in the future

» |t would be happy for DAA to implement it, and

= |t will not automatically incorporate capex in the RAB to ensure the same
guality service is available in the two terminals for the future.

Trigger Pricing: CAR makes the point that it would be inappropriate to
introduce a trigger in the middle of a Determination, yet:
= |t goes on to implement a de facto 30m passenger trigger for T2.

Given that the proposed changes to regulatory policy would be made in the
absence of detailed discussion and implemented in mid Determination period,
the possible adverse marketing and practical effects of some of the pricing
proposals, the increased uncertainty stimulated by the manner in which the
proposals are presented by CAR, and the potential for unattainable regulatory
returns for Dublin Airport Authority, we believe that the company would be
exposed to significant increased risk if these proposals are retained in the final
decision.
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6.1 Trigger Pricing

6.1.1 DAA View on Price Triggers

As outlined in its Statement of Case, DAA is opposed to the introduction of
price triggers because they result in a more interventionist regulatory system
and would require the Commission to become more involved in the micro
management of the business, adding to regulatory cost and the regulatory
burden. In this particular instance, the price triggers relating to T2 increase
financial uncertainty and will be perceived by the markets as adding additional
risk resulting in increased costs of financing the project.

In general, the use of triggers increases risk in three main ways. Firstly,
triggers increase the risk of regulatory opportunism, as commitment to
remunerate on triggers is lower than for remuneration that is simply delayed
(by definition of a trigger, remuneration is contingent). This risk is especially
strong if triggers are poorly or incompletely defined, and therefore the
regulator has some discretion when deciding whether the trigger has been
met. This may result in a delay to asset remuneration, or at worst, asset
stranding.

Secondly, the use of triggers over which the company has little or no control,
such as “market” triggers (e.g. the use of demand thresholds) means that the
company faces the risk of those triggers never being met (or being met too
late in the asset’s life) resulting in stranded assets.

Lastly, using triggers can expose the company to the risk of delayed
remuneration in the case of unavoidable construction or service overruns. This
risk can be limited by specifying recourse mechanisms in light of such events.
However, unless these mechanisms are clearly defined, correctly allocate
construction risks and are protected from scope for regulatory opportunism,
they will not fully mitigate the risk of unavoidable delays in meeting triggers.

Whilst CAR has not pursued its original suggestion to include specific triggers,
the delay of remuneration until completion and the demand-specific Box 2
portion of capex operate as effective triggers CAR has said a limited amount
in its draft decision about how the capacity-contingent element of T2 capex
will be remunerated, beyond stating that it will enter the RAB when demand
reaches 30mppa and that incremental investment costs could be recovered
using the unitised cost approach. However as noted earlier in this document
CAR has not committed to a firm approach and is open to suggestions on
finalising the matter.

In particular, CAR has not clarified the basis on which the incremental
demand-contingent proportion of T2 capex will be indexed for inflation, or how
any capitalised financing costs will be treated (e.g. whether they are also only
remunerated following attainment of the capacity threshold or included prior to
the expectation that demand exceeds 30mppa). This lack of clarity further
increases risks around this proposed mechanism and should be resolved for
the final decision.

CAR projects demand to reach 30mppa in 2016, and the DAA faces the risk
that the regulatory body at that time may renege on CAR’s original intention to
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fund the remaining T2 capex, exposing the DAA to risk of regulatory
opportunism. Further, the DAA faces the risk of asset stranding: if demand
does not reach 30mppa within the useful life of the asset it will not receive
remuneration for this portion of the T2 capex.

In this context, if a trigger point is prescribed, it would be reasonable for CAR
to signal that remuneration will commence from the earlier of either the point
at which the trigger point is reached or the point at which it currently believes
that the trigger will be achieved. This would reduce the risk of asset stranding
and strengthen regulatory signals.

6.1.2 Requirement to be Specific Regarding the Trigger Point

It is important that the Commission be more specific about the trigger point at
which DAA will begin to recoup the investment costs associated with T2. CAR
has variously indicated that this will occur either from “the commencement of
operations” or from “completion”. CAR seems to believe that these could be
one and the same point in time. However, notwithstanding the Government'’s
direction to have T2 operational in 2009, there is potential for large timing
differences between completion and operation of the facility given the range of
variables outside the company’s control that could intervene, for example:

e The Aviation Action Plan provides for an open tender competition to select
the operator of Terminal Two to be organised by an independent expert
panel. Deferrals or appeals to this process could impact on the timing of
T2 becoming operational.

e The timing of the transition to the new terminal will need to reflect the
requirements of users, for example to suit seasonal route schedules

e Aer Lingus has noted in its response to CP1/2007 that should differential
pricing be implemented it would not move into T2, which would impact on
the ability to have the facility operational

e Industrial relations issues could emerge surrounding moves into T2 as
recently intervened to prevent the timely commencement of operations at
Area 14.

The specification of repayment upon completion exposes DAA to project risk
on cost and delays. Whilst to some degree this may be acceptable under
certain clearly defined contexts (i.e. for identifiable negative outcomes which
are indisputably within the DAA'’s control and where this allocation of risk has
been agreed in advance), the DAA has no guarantee that the regulator will
ensure financial viability following outturn of events beyond the DAA’s control
which delay completion or significantly increase cost. The Interim Review
mechanism does provide for some assurances on recourse, however these
reviews take time and are by no means a guarantee of alleviating financial
pressure on the DAA following negative capex or timing shocks.

This is particularly relevant during the current price control period as CAR’s
modelling of financeability does not allow any headroom for adverse outturns
towards the end of the current period. Any overrun in T2 capex costs or delay
in completion could result in a material weakening of the DAA’s financial
position. In light of this, the Commission should clarify the circumstances at
which DAA will be allowed to commence making a return on T2 for the final
decision.
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6.1.3 Requirement to give Appropriate Signals re Symmetrical
Approach to Triggers

Finally, we would suggest that in order to maximise incentives for investment
and allow for a symmetrical approach to regulation policy, rather than
implementing negative triggers only, the Commission should also consider
introducing positive triggers to allow for more advanced recovery of costs
where DAA completes investment ahead of its time schedule. This would
allow for a more incentive oriented and symmetrical approach to regulation
whereby DAA would also benefit from doing things exceptionally well, rather
than solely being penalised in the event that circumstances do not develop as
envisaged by CAR.

6.2 Time Profiling of Charges

The Commission is proposing to depreciate the costs of T2 on a constant unit
cost basis from the point at which the assets enter the RAB. The manner in
which the unitised approach is developed has a significant effect on the level
of returns that DAA will receive in the short term i.e. they will be much lower
than might otherwise be the case. This has significant implications for the
company’s levels of finance risk and overall financeability.

Backloading remuneration implies increased risk because it entails a greater
proportion of remuneration occurring at future points. Since uncertainty
increases with the time horizon, risks increase the further in the future
remuneration is expected. Under standard finance theory, this is known as the
term premium, and refers specifically to the increase in interest rate risk
perceived as the horizon increases. Under regulation, a key source of the
positive relationship between risk and horizon length is regulatory risk. In the
absence of a binding commitment to remunerate capex, as the number of
regulatory reviews occurring within the asset lifetime increases there is a
greater chance of a change in fundamental factors affecting remuneration.
These factors include changes in regulatory methods, a change in user type
and preferences, and changes in the methodology for calculating key
components of return on assets, such as the cost of capital.

By deferring and backloading remuneration, the company commits
expenditure without being certain whether it will receive remuneration, how
much it will receive and when it will receive it. Advancing some portion of the
remuneration reduces the significance of this risk, but as the length of deferral
(and backloading) increases, this risk increases. Under CAR’s proposals
therefore, the DAA faces greater risk as a result of the backloading of
remuneration. This risk is enhanced by CAR’s unit cost depreciation approach
which implies the possibility of even greater backloading occurring than
anticipated at the time of asset investment, depending on the change in
demand expectations at each consecutive price review relative to the original
forecasts.

There are a number of specific issues that should be addressed in relation to
the approach proposed by the Commission.
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e Contrary to what is implied in CP5/2007"*, passengers will not pay the
same rate for the whole period of the asset life. Because the calculation in
the draft decision is based on an estimate of the incremental passengers
above the assumed “comfortable capacity” level for T1, costs per total
passenger will, in fact increase over time, to the point where total capacity
estimated by CAR is reached, and reduce thereafter (see graph below).
CAR'’s proposals produce a peaked charge per passenger rather than a
flat profile. The opening of T2 will deliver benefits to all passengers at the
airport, providing both additional capacity in T2 and an alleviation of
congestion in T1. It would therefore be more reasonable for CAR to base
its calculation on the total passenger numbers at the airport. This is the
only approach that delivers the result of a smoothed effect on the total
cap’®. Furthermore, as discussed in Section 3 of this document, this
approach would also reduce the near-term possibility of financial
difficulties and regulatory risk, while still applying a unitisation model.
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e A key rationale for adopting the unitised approach is the assumption that
the current capital expenditure programme represents the most significant
step change in investment that will be required within the life of the assets
provided. This is not necessarily the case as, when T3 needs to be
developed to the west of the airfield, it will be necessary to build a large
terminal, additional piers, apron and taxiways, completely new access
roads and potentially, an underground link to the present complex and the
metro box planned for this complex. In addition, utilities and services,
kerbs and car parking etc. will have to be provided. Thus it will be
necessary to profile the return of the existing assets, including T2, in such
a way as to enable the scale of investment that will be required during the
life of the existing assets. From a review of the Commission’s financial
model it is clear that the Commission did not test for additional step

L “Unit cost-basis — whereby allowed investment costs are recovered equally across all forecast
airport users” page 105 CP5/2007. Also described in CAR presentation to DAA Board on 11
June as “Depreciate T2 on a unit cost basis — Share the costs of T2 equally across all future
Pzassengers“

Chart 3.2, CP1/2007
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changes in infrastructure in the future. In fact, the model post 2014
assumes an even level of Capex per annum going forward at a level that
could not deliver the additional capacity that will be required during this
period. We would have expected that CAR would at least have explored
whether the peaked profile of charges was appropriate or would impact the
charges levels required for further investments.

We believe that it is appropriate to have an upper bound in terms of the
passenger numbers used to calculate the depreciation charge otherwise
users would be paying even higher charges in the future — for both the
constant unit cost of T2 and the additional costs associated with extra
capacity.

The unitisation methodology evolves from a desire on the part of CAR to
share the costs of T2 equally across all future passengers. As a result
unitisation has been applied by CAR to two project groupings as defined
by CAR - T2 Main Projects and T2 Associated Projects. However, some of
the projects included in these groupings are not connected to T2 and as a
result should not be incorporated in the unitisation process but depreciated
in the traditional manner i.e. on a straight line basis.

= T2 Main Projects: As outlined in Section 5, it is agreed by all users that
additional gate served stands are required now, therefore no
overcapacity is envisaged for the Pier E facility. Pier E should not
therefore be subject to either the unitisation or Box 1/Box 2 approach.

= T2 Additional Projects: The projects included in the T2 Associated
Projects grouping are either not associated with T2 or are required to
support the full development programme. For example, some projects
relate to the provision of utilities and services, which support airside
and T1 enhancements, in addition to T2 and the piers.

Commercial projects are also included which is inappropriate as the
unitisation approach has a cost to DAA that would need to be
incorporated into DAA’s assessment of the commercial viability of such
projects. Were such an assessment to result in a reduced return on
investment these projects might not proceed, thereby reducing the
commercial revenues contributing to the single till.

The table below provides reasons why projects should either be
excluded from unitisation or prorated.
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CIP Project Reason for exclusion
This is essentially a Commercial Project which will be funded through a separate charge for use of the facility and is underpinned by a strategic objective
on the part of Government and a recent decision by US authorities to upgrade the current INS service in the short to medium term. The proposed facility is
CIP7.027 designed to enable Dublin airport to provide full US Customs and Immigration pre-clearance in Dublin. The urgency of the timeline reflects the decision of

Customs and
Border Protection

the US authorities to phase out INS, in the absence of a commitment to full CBP.

DAA has developed a range of schemes as part of an optioneering process, which include with or without Terminal 2 scenarios.This development is not
predicated on or related to Terminal 2, other than the optioneering exercise suggests that the most efficient and cost effective option can be delivered in
the context of the proposed Terminal 2 proposition.

Commercial Project. A significant proportion of the existing car hire facilities are temporary in nature, reflecting the long standing understanding that the

CIP2.006 relocation of Car Hire to Eastlands has been in the Dublin Airport Masterplan for the last 10 years. The necessary on-campus capacity, which is the
Car Hire Facilities | preferred option for the car hire companies, can only be delivered through the allocation of an appropriate landbank. The Eastlands area can deliver the
Eastlands necessary land area, with reasonable proximity to the terminal areas, by international airport standards. This project is necessary to provide the
necessary capacity in support of a vital long term and sustainable revenue stream.
This is a vital commercial project, which is predicated on supporting both a critical revenue stream and a vital customer service offering as MSCP capacity
CIP1.006 becomes increasingly constrained. DAA’s demand forecasts demonstrate a clear requirement for a minimum of c¢. 1,750 spaces between now and 2009.
MSCP Short-term . . : . . . . . T : . .
Car-Parking The relationship between this project and Terminal 2 project relates solely to the issue of optimal positioning of the facility and ensuring a coherent
masterplanning context of Op Area 1.
This is critical project, completely unrelated to Terminal 2, which is associated with the urgent requirement for contact stands, which is driven primarily by
passenger growth, but is also compounded by the loss of some stands during the reconstruction of Pier C and the construction of the new Pier E. The
failure to construct Pier D in 2003, coupled with the sustained passenger growth, has only increased and exacerbated the deficit.
CIP 7.028
Temporary Further additional temporary facilities are likely to be required. At the time of preparation of the CIP, no scheme development had taken place, nor had a

Forward Lounge

location been decided. This provision was essentially based on the “concept” of a repeat of the very successful current Temporary Forward Lounge, with
the location to be decided. The project is being pursued with great urgency in the context of the closure of the existing Temporary Facility in early 2008.
The argument for this project is identical to that pertaining for the Phase 1 version, namely; the provision of critical temporary capacity to deal with high
passenger volumes, during a period of major construction of new facilities.

CI1P9.001
Utilities
Consultancy Svcs

As articulated in the CIP, this project comprises the masterplanning, front-end design and/or employer’s requirements for the upgrade of all campus wide
utilities to support the development of the Eastern Campus to its potential. This investment is connected to all capital projects within the CIP, including
key projects post 2009 and thus should not be linked explicitly to Terminal 2.

CIP9.003
Utilities
Diversions, exl. T2

The terminal 2 cost plan provides for enabling works which both directly relate to Terminal 2, but critically provide the backbone for the development and
support of the whole campus and are located within the development zone of Terminal 2 or its related works.

This particular project specifically relates to services utilities which will be executed either as direct projects or as part of projects within the CIP and as
such bear no relationship, physical, geographic or otherwise to T2.

CIP9.006
Gas Distribution
System
Enhancement

This project is based on a number of key factors;

e The existing system is at full capacity, which prohibits any further additions after Pier D has been commissioned.

e The existing network does not have adequate resilience, and is dependent on a single spur from the ring main.

e The central boiler house will be decommissioned in 2008, in order to facilitate the development of the OP1 area, and critically to facilitate compliance
with our EIS licence with respect to CO2 emissions.

e Gas fired Combined Heat and Power is critical to DAA'’s sustainable development strategy and the provision of future plant is contingent on securing
additional supply of gas.

This investment is connected to all capital projects within the CIP, including key projects post 2009 and thus should not be linked explicitly to Terminal 2.
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CIP9.007
Potable Water
Storage & Service
Pipe Upgrade

This project involves the replacement of the existing water storage tank and key elements of the network which has major integrity problems due to age.
The issues are:

1. Capacity of existing system

2. Age of existing system

3. Feasibility of extending existing system
The proximity of the existing system the proposed metro box, combined with the age and state of the current system and the inappropriate location of the
current system in the context of the development potential of the OP1 site, all point to a new location for an appropriately sized system for the totality of
campus requirements. In this context, the project is not associated with T2.

CIP9.008 This project refers to the distribution system which supports the proposed new reservoir, replacing end of life pipework and providing a new, high integrity
Potable Water supply to the site boundary of all new elements of infrastructure.
Distribution
System In this context, this project is not associated with T2.
Enhancements
CIP9.009/ These three projects are all inter-related. The current practice of feeding the fire hydrant and sprinkler systems from the main potable water reservoir is
CIP9.010/ under review in the context of water conservation obligations under the Local Area Plan and the need to separate the two requirements. This will result in
CIP9.011 a new sprinkler feed system, water recovery system and a dedicated reservoir for fire water.

Water Storage/
Fire Hydrant /

In this context, these projects are not associated with T2.

Sprinklers
The proposed upgrade to the foul water distribution system relates primarily due to additional loading which will arise from the requirement to segregate
CIP9.012 contaminated water run-off from the airfield in the context of delivering compliance with the Local Area Plan objectives in respect of water quality.
Foul Water
Drainage System | The relevant component of this project that relates to the T2 development is already included in the T2 cost plan in the form of a component of the capital
Enhancements contribution which is designated to fund FCC'’s planning condition which requires upgrade of the main external sewer between the DAA site boundary and
the Turnapin Bridge.
These projects are primarily driven by the following
CIP9.013 & e The requirement to attenuate and treat all water run-off from the airfield for both new developments and all legacy developments as defined in the
ClP9.014 & FCC'’s Local Area Plan.
Su?flai%(\),\};er e The requirement to achieve new volumetric run-off and quality standards for all landside developments.
Projects e The bulk of the work relates to the airfield development programme.
e These provisions are over and above any existing provisions within the Terminal 2 project and associated cost plan.
DAA has deployed Programme Management Consultants to assist with the overall delivery of the CIP for the period 2006 to 2010. This team was
procured in parallel with and in the context that the Terminal 2 team would, in the main, be self sufficient from an operational management perspective,
but fully compliant with the governance and controls systems as prescribed by the Programme Management Team.
CIP8.010

Programme Fees

Notwithstanding, DAA’s view re unitisation, which has been articulated elsewhere, if one were to employ pro-rating to the Programme Management
Commission, the most reliable driver would relate to activity i.e. no of projects / individual contracts/trade packages. On this basis Terminal 2 would
attract c. 20% of the commission on an activity basis, reflecting the fact that terminal 2 comprises c. 20 trade packages relative to an overall programme
level of + 100 packages.
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6.3 Peak Load Pricing

Despite the universal opposition to peak pricing demonstrated by DAA, Aer
Lingus, bmi, IATA, Ryanair and ITIC in consultation submissions (Forfas being
the only respondent to offer support for peak pricing) CAR expresses its
continued support for this option. It bases its views mainly on rather theoretical
points and does not address many of the objections put forward by others. A
failure to take proper account of consultation responses is not characteristic of
a mature and appropriate regulatory approach and this policy position should
be revisited by CAR in this context.

CAR appears to believe that DAA should dictate to airlines how to operate
their schedules through the implementation of peak pricing. There are a
number of difficulties with this.

In theory, peak load pricing would provide airlines and passengers with the
incentives to shift demand to off-peak periods where aeronautical facilities are
available, however in practice, for Low Cost Carriers, one of the most critical
operational requirements is high utilisation. This requires getting an aircraft up
in the air and generating revenues as early as possible. Thus arises the early
morning peak phenomenon, whereby aircraft depart in a concentrated wave,
which is a feature of busy airports with based aircraft everywhere.

Given the home based carriers commitment to operating in the peak hours it
appears at the outset that peak load pricing could not be introduced without
substantial market effects in relation to these home carriers. CAR’s
discussion, for example, has ignored competition between airports and the
possibility that aircraft based in Dublin would be relocated to other bases that
did not impose a similar pricing structure.

Furthermore, CAR notes that

“if the DAA wishes to recover more of the costs of T2 in the early
years of its operation, the Commission is willing to consider
proposals that would allow DAA to charge peak-hour T2 users a

higher charge than other users”®.

This is illogical as users in both terminals generate the airport peak. If peak
pricing is considered desirable it should apply to both terminals.

One of the fundamental demands by CAR throughout this process and in the
past has been the need for DAA to consider and act on the expressed
demands of its customers. We therefore find it surprising that CAR would
consider it appropriate to request that DAA implement peak pricing as a
means of demonstrating support from users for capacity improvements, while
in the process ignoring the stated wishes of the entire customer base at the
airport.

It has been clearly proven in relation to the runway off peak charge mandated
by CAR in the 2001 Determination that there are substantial practical
difficulties and in some cases unanticipated implications resulting from the

3 page 80, CP5/2007
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implementation of peak pricing strategies. The introduction of peak load
pricing by the Commission would mark a more interventionist approach to
regulation and undoubtedly would increase the Commission involvement in
the day-to-day management of the business. This would run counter to the
requirements of Section 33(i) of the Act which requires the Commission to
have regard to imposing the minimum restrictions on DAA.

6.4 Differential Pricing

The Commission has maintained support for the concept of differential pricing.
Indeed, like peak pricing, it views differential pricing as a tool available to DAA
to enable financeability. Though CAR says it will not “mandate” differential
pricing it goes on to point out that

“capital expenditure undertaken to ensure the quality of service
available in the two terminals is the same will not automatically be
included in the RAB"™.

The Commission notes that DAA will have the discretion to implement
differential pricing should it choose to advance the remuneration of T2.

“The Commission’s proposals allow the DAA sufficient flexibility to
recover the costs of such an investment, either early on through
some form of differential charging mechanism or further down the
line...””

We note the position communicated by Aer Lingus directly to CAR that the
airline will have no option but to remain in T1 should differential pricing be
applied. In light of this fact, the truth is that DAA will have no such discretion
and CAR'’s theoretical analysis is deficient as a result. Furthermore, the impact
of any proposals from CAR to implement differential pricing on DAA’s ability to
proceed with the programme and to finance it in the face of such a position
from the proposed major tenant needs to be more carefully considered by
CAR.

CAR'’s approach would make the users in any new area where headroom is
available pay for it despite the fact that the creation of the headroom will
benefit all users and indeed will occur in both the new facility and the old. The
result of this in any competitive market is that users will refuse to move into
the new area. The prospect of users refusing to move to T2 and continued
overcrowding in T1 would be an appalling outcome, which would not be
consistent with CAR’s objective of delivering economic efficiency.

The Commission has not been able to explain how the DAA could introduce
differential pricing between T1 and T2 without violating Article 82 EC. The
draft decision only offers the following general observations:

"The evidence around Europe suggests it is possible for airports to set
differential prices for the use of different facilities without automatically

™ page 86, CP5/2007
S page 102, CP5/2007
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falling foul of competition laws. For example, Schiphol airport sets
differential charges, and its charges require approval from the NMA,
the Dutch Competition Authority. Moreover, the Commission has
sought clarification from the Competition Authority and is satisfied that
the DAA could set differential prices for airport users operating in
different terminals.""®

These observations are not relevant to the question of whether the DAA could
introduce differential pricing between T1 and T2 without violating Article 82
EC. The Commission must assess the facts at hand in this case and not
extrapolate from other cases with different facts. Moreover, the Commission
has only referred specifically to Schiphol airport without clarifying why that
comparison should be of relevance to the DAA under Article 82 EC.

The draft decision seeks to offer comfort by the fact that the Competition
Authority has not voiced any objections to differential pricing at the airport.
That is a bold statement. Whilst it might be possible in theory, the precise
application of Article 82 EC needs to be made based on the precise facts at
hand. Generally, differential pricing can only be completely immune to
challenge if it is based on the absence of any cross-subsidy or reflects
different levels of service (as is the case at Schiphol).

It is accepted that T1 and T2 will offer the same level of service, namely IATA
LOS C. This distinguishes T2 from the other comparison airports listed in the
draft decision.

Furthermore, in the context of a single till, any differential charge will need to
reflect not only costs but also commercial revenues generated at each
terminal. As pointed out previously by the DAA, given the fact that long haul
passengers will be using T2 and these generate significantly higher
commercial revenues than shorthaul passengers, it is possible that an
application of this principle would lead to lower prices at T2 than T1.

DAA is also alarmed that in espousing differential pricing, the Commission is
suggesting that it is acceptable to have low quality facilities at the airport if this
standard is all that airlines are willing to pay for,

“if users (i.e. incumbent airlines) would prefer lower charges rather
than improvements in the terminal specifications, the Dublin Airport
Authority should meet those users’ requirements”

This is a questionable stance to adopt for a number of reasons

e it assumes that the needs of airline users are the same as those of
passengers, an assumption that fails to recognize that as commercial
organizations airlines are focused simply on their own bottom lines and not
necessarily on the interests of their passengers as they relate to airport
facilities

e it, in effect, gives total control over airport service standards to incumbent
airline users and pays no regard to the requirements of existing
passengers or prospective airline users as the Commission is statutorily
mandated to do.

% page 84, CP5/2007
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As it is passengers that ultimately pay for airport charges (airlines merely act
as an agent in the transaction) CAR’s views would appear to be entirely
inappropriate.

The Jacob’s report commissioned by CAR illustrates clearly that low cost
facilities have inherently low passenger service standards. A review of some
of the characteristics of the dedicated “low cost” passenger terminal facilities
featured in report gives a clear indication of the type of service Dublin Airport’s
passengers can come to expect if CAR’s support for differential pricing in the
form discussed in CP5/2007 is maintained.

e At Schipol: "it does not even have toilet facilities for passengers within the
gate area... the facility reportedly only has 8 seats available per aircraft for
passengers while waiting”’’

e At Marseilles: “Passengers are required to take their baggage to the HBS
post check in as there is no outbound baggage system”’®

o At Kuala Lumpur: “Initially all passengers were required to walk to the
aircraft which could take significant time considering the distance to the
most remote stand. This also created problems with passengers getting
wet during inclement weather””®

CAR has failed to provide any evidence that such low quality facilities are what
passengers want. On the contrary DAA is sure that passengers at Dublin are
unwilling to accept inferior quality facilities for the sake of the very small price
differential involved — a differential that would most likely benefit the bottom
line of commercial carriers rather than deliver CAR’s assumption of enhanced
airline competition (again an assertion that is unsupported by evidence).

Our research evidence proves that the socio-economic profile of passengers
using LCCs is very similar to the general passenger profile. A recent Red C
guantitative and qualitative analysis undertaken for Dublin Airport Authority
has further demonstrated a uniformity of willingness to pay for service
enhancements across passengers, regardless of airline used®. CAR fails to
recognise that a majority of passengers spend longer at airports than they do
flying so the trade-off in terms of comfort on the aircraft and cost is a
completely different one to the trade-off on the ground. It is therefore entirely
rational for a passenger to select a LCC, yet still demand comfortable facilities
at the airport.

The section on differential pricing also provides a clear illustration of CAR’s
inconsistent approach to regulatory policy. Though CAR has accepted that
IATA LOS C is the appropriate level of service standard for T1 and T2, it goes
on to stress at length that it supports a position whereby “lesser facilities”
could be offered to passengers if airlines would prefer that. Given that one of
the largest airlines operating at Dublin is happy to accept IATA LOS D and E
at some of the other (far smaller) airports it flies to, it is difficult for DAA to
understand the Commission’s logic.

We note that many parties have rejected the case for differential pricing in
their submissions. IATA’s views are particularly relevant in this regard

" Jacob’s Report, page 29

"8 ibid, page 20

" ibid, page 28

8 See Appendix 1: “Presentation of Red C Research Findings — April 2007”
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because it represents the views of a wider range of user airlines and
necessarily takes a long term perspective. We do not believe that the airline
industry in general supports the notion that the obligation on airport operators
and regulators is simply to provide low cost infrastructure on their terms for
low cost carriers.
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7. Legal Issues

7.1 CAR has not Complied with the Ministerial Direction

CAR'’s draft decision, if definitively adopted, will conflict with the clear terms of
the ministerial direction, placing CAR in breach of section 10(2) of the Act. On
3 April 2007, the Minister for Transport issued a direction to CAR under
Section 10 of the Aviation Regulation Act directing it to take due and manifest
account of:

a) The importance Government has attached to implementation of its
policies on infrastructure development at Dublin airport and the
restructuring of the State airports;

b) The Government Policy, in the public interest, that there be a 2nd
terminal fully operational in 2009 so as to serve passenger growth
needs and the requirements of a growing economy; and

c) The need to enable Dublin Airport Authority to operate and develop
Dublin Airport in a sustainable and financially viable manner having
regard to Government policy that the Dublin Airport Authority should
operate on a commercial basis without recourse to Exchequer funding
of an equity injection by the State.

According to Section 10(2) of the Act, the Commission “shall comply with any
direction” given by the Minister. It is clear that CAR’s draft decision is not in
line with the direction of the Minister for a number of reasons.

The ministerial direction provides explicit recognition that the Government’s
Aviation Action Plan consciously put the DAA in a position of having to commit
to a very significant CAPEX within a short period of time. Recognising the
need to ensure verification of the specification and costs of T2 in a timely
manner, it imposed a requirement for independent verification (carried out by
BoydCreedSweet) of the specifications and costings of T2. The Minister was
clear in his direction to CAR that the following conclusions of the Independent
Verifier are of “particular note”:

e The approach to consultation taken by DAA follows the guidance within
the IATA Airport Development Reference Manual for appropriate
consultation between airport planners and stakeholders in the
development of requirements for a passenger terminal facility, and
therefore with best practice.

e The verification team considers that the methodology, approach and
execution of the planning objectives and considerations for passengers
adopted by the DAA and its consultants accords with best practice.

e The estimated cost of Terminal Two on a cost per square metre basis lies
at the mid-point range of the UK terminal buildings benchmarking study
carried out by the DAA’'s team of consultants. The verification team
independently verified the benchmarking exercise and the cost plan and
concluded that the estimated cost is within industry norms for this type of
Project in a European capital city.
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The Minister also provided that he considered “the conclusion on the cost
benchmarking exercise [to be] of particular significance”.

In its draft decision, CAR adopts an entirely different approach towards the
Independent Verifier from that mandated by the Minister. CAR sets out in its
draft decision that it considers the direction to mean that it must ensure that
the Determination enables the DAA “to add additional capacity, and in
particular a second terminal, in an efficient and timely manner and without
recourse to Exchequer funding” (page 38). Such a narrow interpretation fails
to recognise the full text of the Minister’s direction. In giving his direction, the
Minister clearly had in mind not just any additional capacity or terminal but the
specific proposal as verified by the Independent Verifier.

In the draft decision, CAR repeatedly questions the findings of the
Independent Verifier. This is inconsistent with the clear direction of the
Minister.

CAR also fails to comply with the clear wording of the Ministerial Direction by
failing to allow the DAA to recover the full costs of T2 from the outset and by
requiring it to carry some of the risk that the terminal will be too large. This is
inconsistent with the clear direction of the Minister that the DAA not only
operate on a commercial basis but also deliver the second terminal to serve
passenger growth needs and a growing economy. This and the reference to
the government’s infrastructure development policy, which is a clear attempt to
prevent further development of infrastructure in a “too little, too late” way, is a
clear direction to CAR to prioritise the delivery of significant additional capacity
and, if necessary, to err on the side of delivering too much capacity too soon
rather than too little too late. Yet the draft decision consistently errs on the
side of too little.

Indeed, CAR states that it is unwilling to allow the DAA to recover
automatically all the costs associated with T2 “since it is a very large facility”.
Consistent with the Aviation Action Plan, the DAA has been mandated to
deliver new terminal facilities to solve the severe under-capacity at Dublin
Airport.

The clear wording of the direction also mandates CAR to ensure that the
financial settlement will allow DAA to deliver the second terminal and that
there be no meaningful risk to its ability to finance the second terminal
providing for very significant additional capacity. By failing to allow the full
costing of T2 in the RAB from the outset, CAR has jeopardised the ability of
DAA to achieve a 2nd terminal by 2009 that meets the requirements of
passenger growth needs and the requirements of the growing economy.

CAR has failed to give due weight to the sustainability and financial viability of
the DAA. In particular, CAR has failed to take due account of the fact that the
DAA was required to enter into planning permission in August 2006 in order to
deliver T2 by 2009. DAA was also required to enter into binding contracts very
shortly after the publication of the CIP. In its interim decision, CAR adopts an
approach to the remuneration of the DAA’'s CIP that has the effect of
increasing risk for the company, thereby jeopardising its timely delivery The
Government clearly recognised that the Aviation Action Plan committed the
DAA to a very significant CAPEX programme within a very short period of
time. Accordingly the Government took the additional step of requiring an
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independent team of verifiers to check the appropriateness of the CIP in
respect of T2.

Thus by failing to give any significance whatsoever to the independent
verifier's conclusions, by refusing to remunerate the full size of the second
terminal from the outset and by setting a settlement that increases the
financial risks on the DAA of the 2006 CIP thus jeopardising its SFV as well as
the deliverability of the CIP, the draft decision has failed to comply with the
ministerial direction in breach of section 10(2) of the Act.

7.2 CAR has Misinterpreted its Statutory Function

As explained in detail in the Statement of Case, CAR has interpreted its
statutory function erroneously and the DAA is disappointed to see that the
draft decision perpetuates this misguided interpretation of its function. Despite
significant changes to the wording of CAR’s regulatory objectives in 2004,
CAR continues to interpret its function in essentially the same way as
previously. This cannot be given such fundamental changes to legislative
provisions must be considered as having affected the way in which CAR'’s
statutory function should be interpreted. The draft decision reiterates that
economic efficiency is the driving principle behind the review as it was in the
2005 and previous reviews. This is simply inconsistent with the revised
scheme of the Act. The revisions to the Act require that the draft decision
change its approach. This it has not done.

The DAA continues to believe that economic efficiency is just one of three
statutory objectives to which CAR must have equal regard. The requirement to
safeguard the DAA’'s SFV is an equal and self-standing statutory objective,
which can under no circumstances be compromised.

CAR has introduced a significant degree of uncertainty, complexity and
ambiguity into the regulatory framework in its interim review proposals.
Complexity has been added with the introduction of a number of new methods
for the remuneration of capital (e.g. trigger pricing, unitisation/back loading,
differential treatment of T2 and non-T2 capex). At the same time, uncertainty
has been increased with discussion on other methodology changes that may
be implemented in the future. The Commission is using the pursuit of its
economic efficiency objective as the reason for implementing these changes.
However, DAA is concerned that CAR’ s other statutory objectives will be
relegated or rendered obsolete by their implementation.

At a minimum, CAR needs to adopt the measures proposed in this document
(e.g. provide more clarity and confidence as to remuneration levels in future
periods to assure the financial markets of DAA’s ability to fund the investment
required), to ensure its Interim Review Decision goes some way to meeting
the statutory objectives that require CAR to enable DAA to operate Dublin
Airport in a sustainable and financially viable manner and to develop Dublin
Airport to meet the requirements of current and prospective users.
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Appendices

1. Presentation of Red C Research Findings April 2007

2. Response to RRV Review of DAA Capital Expenditure Report 1 —
Review of DAA Cost Benchmarks

3. Response to RRV Review of DAA Capital Expenditure Report 2 —
Review of T2 Non Construction Costs

4. Response to RRV Review of DAA Capital Expenditure Report 3 —
Review of DAA Capital Investment Programme (CIP-04)

5. Response to VML/AE Review of DAA Capital Expenditure Report No.
4 — Review of Terminal Sizing

6. Turner and Townsend Response to Draft Decision (CP5/2007)
Comments on CIP Consultation

7. ARUP Response to Draft Decision (CP5/2007) Comments on CIP
Consultation
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Key Messages from Research |

Areas Where Improvement is Required

. Service areas where improvements are required are
. security search
. seating areas at departure gates
. catering/restaurants
. check-in (among Ryanair passengers)
. Improvement also sought in the appearance of the airport
. Shabbiness an embarassment!
. Developments perceived as piecemeal and slow
. Relatively little known about the long term development plan for

Dublin Airport

. Widespread recognition that Dublin Airport is catering for huge
numbers, and under pressure from the general increase in aiaavel.

olo [
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Key Messages from Research Il

Airport Charges

. Only 1 in 4 passengers are aware that DAA levies an airport
charge

. Low level of awareness of what charges cover

. When advised the level of airport charge there is some
surprise that it constitutes such a small portion of the ticket
price

. >50% believe that it is appropriate for passengers to pay the

€6.39 charge towards the provision of facilities.
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Key Messages from Research Il

Acceptability of Charge Increase

. An increase of up to €3 on the current €6.39 charge is
perceived as acceptable

. Acceptability of a charges increase is not affected by the
carrier used.

. Many people unaware of the services provided for the

charges and could be prepared to pay more if they were
made more aware of what the proceeds were used for.
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Background & Methodology 1

Research was required to identify:
— Current experience of the airport
— Desired experience as a passenger

— Understanding of airport charges — amount, what they pay for, how they
are calculated

— Willingness to pay a higher rate
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Background & Methodology 2

In order to provide the most comprehensive understanding of the question both
gualitative and quantitative research was required.

Fieldwork for the qualitative research took place between: 215t — 27t March

For the quantitative phase fieldwork took place between the 11" — 18t with quotas
being set in the following airlines and destinations.

Quotas
Achieved

Ryanair (UK & Europe) 114

AerLingus(UK & Europe) 110

Transatlantic 91

Other/Europe 94

For a total sample size 409 providing a margin of error of +/- 4.8%
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Research Methodology

Five group discussions were conducted among passengers of Dublin Airport
according to the following sample.

Group | Target Group Age Class | Sex
1. Business Travellers 40-60 ABC1 | Male
2. Business /Short break 35-55 BC1 Mixed
3. Leisure/ charter 30-45 Cc2D Mixed
4, Short break/leisure 25-40 Cl1C2 | Mixed
5. Short break/leisure 35-50 BC1 Mixed

Fieldwork was conducted between 215t — 27t March 2007 and moderated by

Emer O’'Carroll.
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Analysis Of Sample

(Base: All Respondents)

SEX AGE
%
15-24| 12
Male 25-34 27
35-44
45-54
Female

55-64
65+

COUNTRY
OF ORIGIN
%

Republic VFR

of Ireland
Annual
Holiday
o Additional
Great Britain Holiday

(Incl NI)
Personal/
Other Europe Family
Business/
USA/Canada Conference
Other
Other Don’ t know/
Refused
CLARITY

PURPOSE
OF TRIP
%

Dubdin Airport Authority
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Current Experience
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Relatively good satisfaction levels with the Dublin Airport
Experience; Aer Lingus UK & European passengers more

likely to be satisfied.

(Base: All Respondents)

%

Completely satisfied (10)
9)
(8)
(7) 17
(6)
(5) 18
(g)
2 4 —

Not at all satisfied (1)
Don’t know

*

Mean Score 7.61

_*

% 8-10 scores X Demographics
Male 58 |Airline/Route
SEX
Female 54 | Aer lingus (UK&E) 66
56%
15-24 65 | Ryanair (UK&E) 47
25-34 58 | Transatlantic 56
AGE 35-44 55 | Other\ Europe 52
45-54 61 |Purpose
55+ 45 [VFR 58
Annual/Additional
. 54
Holiday
Business 52
CLARITY



Annual Holiday
Maker

.

Highest level of
satisfaction,

Novelty, excitement
in travel,

Lower expectations/
demands

Limited comparison
with other airports.

= g

Short Break

’

Enjoyable leisure
context,

But begin to notice
more weaknesses,

More experience of
other airports for
comparison

CLARITY

Frequency of usage of the airport is a key influencer
of levels of satisfaction.

Regular Business

Shorter tolerance,

Time pressured

Critical ‘stress’
points (security /
parking / transport).

Many comparative
experiences

daa

(8)



Areas for Improvement rEdC
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Passengers identified a number of areas of Dublin
Airport requiring improvement/development.

Structural

Appearance

Expansion of T1 — Pier D
New check-in

T2

Upgrading baggage hall
Improving car parks
Road access

Not seen as short term in
delivery

Service

Bag and tag delays
Food facilities
Security delays
Tollets / cleaning

Way finding/ signage for
some (arrivals, new
departure areas)

Easier to enact some In
the short term

CLARITY



Areas Needing Improvement - Appearance

Appearance

— Structural improvements are piecemeal and slow to contribute to
overall positive image.

— No real pride at the current state of the airport...Business
passengers feel it is an embarrassment!

— Desire for a world class standard

— Shabbiness challenges the efforts to keep the place clean... very
little evidence of cleaners / maintenance staff.

— Baggage Hall, in particular, is criticised as dark, chaotic and
shabby,... Giving visitors poor first impressions.
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Areas Needing Improvement - Access c

Access To Airport

Road access is heavily criticised...

“you can spend so much time on the M50 that you are
really stressed when you get there”

Public transport also lacking..... Rail link essential and
sooner the better

Upon prompting there is acceptance that the resolution for
these issues is at government level.....but negative
association with daa continues

“Are they really trying to get it sorted?”

It is at this level that international comparisons are
employed

CLARITY dag&eEs *


http://www.photos.com/en/search/close-up?eqvc=105590&oid=4860877&a=&pt=&k_mode=all&k_exc=&cid=&date=&ct_search=&k_var=roads&bl=%2Fen%2Fsearch%2Findex%3Ff_h%3D1%26f_i%3D1%26f_o%3D1%26f_v%3D1%26f_b%3D1%26f_c%3D1%26k_var%3Droads%26k_mode%3Dall%26big%3D0%26srch%3DSearching...%26&ofirst=&srch=Y&hoid=3a8ad695e6f9df6a2fd9cf7240b90835

Awareness of planned developments varies — the
highest levels of awareness are of Pier D, followed by

T2.

(Base: All Respondents)

Terminal 2 or T2 a new terminal will
be complete in 2009

Pier D — a new pier which will allow _
for 12 additional boarding gates

A lower ground floor check-in area

A new runway -

%
50
23
23

20

Extension to new terminal — T1 by - 16
2008

An extension to the existing Pier B - 12

Pier E — New pier to all for a further - 10
10 boarding gates

None of these

41

CLARITY

Airline
Aer Lingus Ryanair Other

% % %
49 56 46
23 19 33
22 26 23
19 18 26
13 19 19
10 14 14
8 11 16
44 36 40




Areas Needing Improvement — Parking c

 Parking

— Long-term car park offers opportunity for improvement:
.. more frequent bus service,
.. better security,
... Improved surface.

— Giving a better quality experience

(14)
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Areas Needing Improvement — Food Facilities

« Food Facilities

— Limited appreciation of the multiplicity of
options

— Viewed as a strong leaning towards ‘fast-food’

— Opportunity to convey choice and
value....healthy food, inexpensive options

— Knowing where and what the options
are...considerable evidence of poor
knowledge

CLARITY
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Areas Needing Improvement — Bag and Tag c

Bag & Tag

Effectively another check-in point

Challenges the efficiency/ time saving of SSK, having to
gueue again to deposit bags

Responsible for more passengers standing around adding
to congestion in the departures area

Even more so now that cabin baggage restrictions
apply...even business passengers have to leave their
bags now

CLARITY
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Airport Charges
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There is limited awareness of what airport charges
are....

— Not much thought is given to the concept of airport
charges...a necessary part of the travel process

— Added on to the fare

— But consisting of taxes, charges for Dublin and other
airports, and airline charges.

— Taken as a total amount which significantly adds to
the cost of the journey....and resented as the
unforeseen part of the cost

— Lack of clarity how these are calculated per ticket...ie

different airport charges . 1
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..and low levels of understanding of how charges
are calculated.

Spontaneous assumption that Dublin would be expensive.

— Reflective of all pricing in Ireland.
— Partly by virtue of being an island
— Also part of a culture of overcharging

— And relatively fewer people travelling than through other international
airports

Not known how/ by who the charges are calculated

Presentation of the actual level is much less than many would have
expected

— Appears to be a small part of the overall taxes/charges
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>70% respondents were not aware that they pay

charges to daa. There are also low levels of
spontaneous awareness of what charges are used to

fund.

(Base: All Respondents)

Yes

No

Don’t know/
No Reply

%

68

Aer Lingus passengers more
_—> likely to be aware (32%)

AN

Estimated Airport Charges (Respondents

Aware Charges Apply)

28%
@ -

0
18% 10%

o€1-€7

m >€8 <€10

0 >€10

O Don't know
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There are also low levels of spontaneous awareness of
what charges are used to fund.

= With prompted reflection it is assumed that airport charges
are to fund structural and maintenance issues in the airport

= Runways
= Buildings
= Cargo services

= Storage

= Cleaning costs are also related as these are essential but
not self funding

= Some staffing costs are also thought to be involved
(helpers/ information

CLARITY dqq

C



>50% believe that it is appropriate for passengers to pay
the €6.39 charge towards the provision of facilities.

(Base: All Respondents)

Extremely appropriate (7) -

Very appropriate (6)

Fairly appropriate (5)

Neither (4)

Fairly inappropriate (3)
Very inappropriate (2)
Extremely inappropriate (1)

Don’t know

Mean Score

%

X Demographics
Male 52% | Route
13 SEX
S1% Female 49% | Aer lingus (UK&E) 53%
15-24 49% | Ryanair (UK&E) 45%
24
25-34 53% | Transatlantic 51%
_ AGE 3544 550% | Other\ Europe 55%
18
45-54 61% [Purpose
7 55+ 37% |VFR 49%
|
9 Anr_uuaI/AddltlonaI 50%
Holiday
12 Business 61%
4.59
CLARITY daa



When asked about acceptability of increasing charges
to fund new developments, there is a tolerance for an c
Increase of €2 to €3.

(Base: All Respondents)

€3
%
Extremely acceptable -
16
Very acceptable
24

Fairly acceptable

Neither

Fairly unacceptable
Very unacceptable

Extremely unacceptable

Derived acceptance 45% 39% 21%



There is a greater level of acceptance of an increase
once respondents are made aware of charges levied

by other airports.

(Base: All Respondents)

Extremely acceptable

Very acceptable

Fairly acceptable

Neither

Fairly unacceptable
Very unacceptable

Extremely unacceptable
Don’t know

Derived acceptance

15

13

12 14
a3 4
2 3

14 14

l *

50% 45%

CLARITY

€3
%

14

16

22

(24)



Not withstanding a resistance to any price increase, c
most are happy to accept price increase of €3 when
It Is presented in context.

* Most passengers are willing to accept the proposed increase
especially if set by a third party and presenting the need in context

— Still below European average
— Needed for longer term plans, (construction)

— Would hope to see some short term improvement (service
experience)

“When the Airlines started charging for the baggage, that’'s
just greedy; after all we can’t travel without luggage and
we didn’t pay for it before. But this charge is
different if we are going to get a better airport for it.”

CLARITY dag&E=s @



Carrier used is not a key differentiating factor in the
acceptability of an increase in charges.

 Gender does not influence acceptability of charge increases

« Carrier also is not a significant factor in how acceptable charge
Increases are

* Business passengers are most accepting of charge increases

 Those aged 35+ are more resistent to additional charges at any
level while the < 25 are resistant at the higher charge increases

CLARITY dQC] —



Acceptability Of Charge Increase

(Base: All Respondents)

€1 €2 €3

TOTAL 45 39 21

Sex Male 47 42 25
Female 44 38 17

15-24 45 39 10

55-34 43 37 16

Age 35-44 50 42 26
45-54 53 45 26

55+ 38 34 21

Aer Lingus (UK & E) 47 43 22

Aitline/Rote Ryanair (UK & E) 42 34 19
Transatlantic 43 37 22

Other/Europe 51 39 20

VFR 39 35 14

Purpose of Trip ﬁgﬂg:}I:Additional 46 37 19
Business 52 42 30

CLARITY



Acceptability Of Price Increase Knowing Current Charge

(Base: All Respondents)

€1 €2 €3
TOTAL 50 45 26
Male 53 47 29
Sex
Female 48 44 24
15-24 52 44 18
55-34 45 41 23
Age 35-44 56 49 32
45-54 57 54 33
55+ 44 39 27
Aer Lingus (UK & E) 51 49 28
Aitline/Route Ryanair (UK & E) 48 42 23
Transatlantic 52 44 27
Other/Europe 49 44 26
VFR 47 41 20
Purpose of Trip ﬁgﬂgngdditional 51 46 28
Business 54 52 34
CLARITY
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1. Summary

The DAA welcomes RRVs overall findings re “the approach adopted
and the methodology used to be comprehensive, appropriate and
professional”’. RRV’s acknowledgement of the extent and robustness of
T&T’s data and approach is also welcomed.

Notwithstanding the general level of endorsement within RRV’s report,
DAA has reservations about the process deployed and the conclusions
reached in relation to specific projects referenced within the report.

Furthermore, section 5 of RRV’s report highlights the “significant
limitations” associated with high level benchmarking studies, which
supports DAA’s assertion within the CIP that a specific project which
has been developed and value engineered to planning stage and is
underpinned by a detailed cost plan, is manifestly more robust than any
comparison that is based on a high level comparative unit cost
approach. In this context, we believe the adjustments proposed by
RRV to be inappropriate, lacking robustness, and generally fail to take
account of the extent to which DAA’s estimates are underpinned by
substantial design / planning work and detailed knowledge of the
specific characteristics of the environment surrounding the Dublin
Airport Capital Programme.



2. Comments on Approach and Methodology

Section 1

DAA notes RRV’s acknowledgement of the tight timescale in which they
were required to conduct their review, notwithstanding the fact that the
CIP was issued to CAR in October 2006.

Section 2

DAA notes that RRV’s executive summary endorses the approach of
DAA’s consultants and explicitly caveats the use of high level
benchmarking. DAA would emphasise that any uncertainties alluded to
by RRYV reflect the fast-track nature of the exercise it undertook for the
Commission for Aviation Regulation and the consequent constraint on
adequate engagement between RRV and DAA.

Section 3

DAA notes and agrees with the scope of projects as selected by RRV in
the context of a rational type approach.

Section 4

Whilst the methodology outlined is reasonable, DAA has issues with the
application and conclusions reached and these will be addressed in
parts 3 and 4 of this document.

Section 5

DAA would endorse the comments in the report regarding the
“significant limitations” of benchmarking and the issue of reliability of
source data. We would state that whilst the projects selected were
chosen because of their similarity to projects being delivered as part of
the CIP, they serve to provide only a general endorsement of
reasonableness and are secondary to the detailed work which has
generated the specific project propositions in the CIP which reflect the
specific context of the Dublin Capital Programme.



Section 6

RRV’s analysis of Terminal 2 benchmarks is assessed in part 3 of this
report.

Section 7

DAA notes RRV’s emphasis on the issue of project complexity and
would reiterate that no adjustment has been applied to any benchmark

data to take account of the relative complexity of any one project.

We have selected projects for comparison on the basis that they are
(where possible);

e Of similar type —i.e. new build terminals

e In similar locations — i.e. operating airports

e Of similar scale

e Of similar complexity

e Of similar scope —i.e. including Baggage Handling Systems
Section 8

DAA notes RRV’s endorsement of the approach used by DAA.

Section 9

DAA notes RRV’s satisfaction with the level of verification, having
regard to the time constraints for the review. Raw data relating to DAA
projects, other than the six bay extension, is available on request. The
source data within the T&T and DLPKS databases would rank amongst
the best within the industry for the UK and Ireland given the size and
experience portfolio of the companies in question.

In this context, the T&T source data included a range of projects
covering taxiways, aprons, piers and Terminals and DLPKS source
data included Terminal projects.



3. Benchmarking of Terminal 2

As part of the development of the Terminal 2 proposition and
associated cost plan, DLPKS conducted a benchmark study of relevant
comparator terminal projects, particularly within the UK and this data
has been collated by DLPKS and presented as part of the DAA CIP-04
Cost Benchmarking Report.

This exercise was further supplemented by data relating to European
and global projects using the T5 Benchmarking report.

Subsequent queries by RR as to the source of this data led to a second
issue of information via email on the 26" April 2007.

In reviewing this information RR state that by including Southampton,
Luton and omitting T4 the mean benchmark calculated from this data
would be €3546, 11% lower than the DAA quoted mean of €4018/m2.

This may be true but for the reasons outlined in Section 7 we believe
this approach to be inappropriate. Southampton terminal building was
completed on a Greenfield site in a largely non-operational
environment. The new terminal is small in comparison to T2 and has a
far simpler baggage handling system and internal layout. The Luton
project is also far smaller, and not really comparable in scale, location,
complexity or product.

Heathrow T4 project is significantly over the average. This is due to the
complexity of its location and the relatively high specification of the
building. This is not fundamentally different to the T2 Project that is
obviously being constructed on a tightly constrained site; adjacent to a
busy operational runway and is a prestigious, high quality design.

We would contend that the benchmark report as submitted is robust
and should stand unamended.

3.1 Benchmark Cost / m2 - Verification

T2 Cost/ m2 as submitted to CAR =€4,187/m2

RR had further reservations about the cost / m2 used for T2 for budget
comparison in the benchmarking study. They believe that the cost per
m2 should be increased to include for T2 programme level
contingencies, which are held outside of the construction budget.



RR report identifies €4767 / m2 as an appropriate comparison
benchmark for the terminal. This is a 13.9% increase to reflect inclusion
of elements of the T2 contingency fund (pro-rated by value).

RR report identifies €4,406 /m2 as an appropriate comparison
benchmark for the Pier, still below the benchmark mean of €5,500 / m2.
This represents a 13.9% increase to reflect inclusion of entire T2
contingency fund (on a pro-rate by value basis)

We would refute the RR position for the reasons identified below.

e The T2 figure includes 5% contingency on construction costs to
cover design development. We would contend that this is a like
for like comparison with the selected benchmark projects.

e |t should be noted that the €609m estimate for T2 was based on
a set of assumptions, most pertinently, programme but also
supporting projects required for the terminal development,
decant projects, external works, services diversions, campus
alteration etc. The T2 programme contingency has to cover all
facets of a complex programme for the delivery of the T2 Project,
not just construction e.g. planning delays, the costs of which
would not be in benchmark projects.

e As such the T2 programme contingency contained significant
allowances for these non-terminal related risks.

e« By including the T2 programme contingency within the T2
Terminal capital cost benchmark RR are over estimating the cost
/ m2 of the terminal in comparison to other terminals in the
benchmark study. None of the costs used for comparison would
include any expenditure on the items identified.



4. Benchmarking of Other Projects

The remaining benchmark projects are generally accepted as
reasonable by RRV so we do not propose to comment further on
Aprons; taxiways or Pier benchmarks. Some reservations are
expressed regarding the approach adopted for Pier E these are
reviewed below.

4.1 Pier E

Pier E cost / m2 as submitted to CAR = € 3,870 m2

This figure includes 5% contingency on construction costs to cover
design development. We would contend that this is a like for like
comparison with the selected benchmark projects

For both T2 and Pier E projects we would contend that the cost / m2
used in the benchmark comparison is correct, and on a like for like

basis with the terminals and piers selected in the Benchmark study.

We therefore feel it inappropriate to inflate the cost / m2 to include
Programme contingency outside the scope of the benchmark study.
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This document responds to comments made in RRV’s Review of DAA
Capital Expenditure: Report No. 2 — Review of Terminal 2 Non
Construction Costs undertaken on behalf of The Commission for
Aviation Regulation.

Review of Costs
Enabling Works, Site Logistics & Phasing/Temporary Works
(@) Survey Works

DAA welcomes RRV’'s acknowledgement of the issues
associated with estimating cost plan elements of this nature and
note RRV’s acceptance of the reasonableness of the provision.

(b)  Services diversions

RRV point out that they asked DAA for the drawings indicating
the actual extent of services diversions and for the detail behind
the “Estimate Summary”. They note that DAA stated that the
information was not available at the time the budget was
prepared so thus they declined to give a definitive comment on
the costings. We confirm that the budget allowance for services
diversions was an estimate, which is the norm for the stage at
which the cost plan was prepared. Furthermore, it is entirely
reasonable that at the point that we were developing the CIP
there were different degrees of information available depending
on the extent to which individual projects would have been
progressed at the time preparation of the CIP. As is the norm,
an informed judgement was provided by our expert advisers, the
robustness of which was borne out by the tenders received post
October 2006. It should be pointed out that it was agreed by all
parties at the outset of the study that the review of the CIP
should be conducted in the context of the information which was
available at the time of preparation of the document in October
2006.

(c) Removal of existing roadways
We note RRV'’s acceptance of the rationale underpinning DAA’s

estimate for works which at the time were indeterminate in
nature.
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(d)

Temporary roads

We note RRV'’s acceptance of the rationale underpinning DAA’s
estimate for works which at the time were indeterminate in
nature.

Public Art

We note that RR&V consider that the €70,000 allowance for
Public Art is too low given the scale and nature of the project.
This gives further credence to DAA’s assertion that it has
adopted a prudent approach to the development of the facility,
without gold plating.

Design Fees at 10%

It is clear that the 10% allowance based on competitively
tendered fee submissions is for project management, design and
cost consultancy services only. DAA considers this allowance to
be manifestly reasonable based on the range of tender prices
received as part of the T2 procurement process and DAA’s
experience of other major procurement processes for
professional services over the last 6 years.

RR&V correctly acknowledge that as the 10% allowance for
project management, design and cost consultancy services
excludes site supervision, a separate allowance should be made
for same. An allowance had been included for this in the general
preliminaries category within the cost plan, without prejudice to a
decision on procurement approach and with reference to the
experience of the cost consultants for projects of this scale and
complexity.

RR&V incorrectly assumed however, that this allowance was to
fund site supervision undertaken by the project management and
design team. At the time of preparing the cost plan the
procurement strategy for Terminal 2 had not been finalised, and
various models were under consideration.

In this context therefore it is inappropriate to talk of a ‘combined
fee of 15% seeming high’. Since the cost plan was prepared we
have completed our assessment of the procurement strategy
and have decided to procure the works on a multi-package basis
with upwards of 20 packages of work involving multiple
interfaces to be delivered in an aggressive timescale within an
extremely challenging operational environment. In this context,
based on a bottom up analysis of resources, which has been
validated by our experience of similar works, a budget of this

Response to RRV Report 2 for the Commission for Aviation Regulation
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nature for site supervision is manifestly reasonable and within
norms.

We note that as the Site Supervision fees were originally
contained in the Prelims allowance of each package they fall
outside the defined scope of the RR&V review.

Capital Contributions

DAA is unable to comment on the methodology and assumptions
deployed by RRYV in their assessment of the Capital Contributions for
the Terminal 2 project, other than to note that RRV appear to have
arrived at an incorrect conclusion. DAA can clarify the position as
follows;

e The cost plan originally provided for a new build area of
€103,231 sq.m. for Phase 1 only at €114 per sqg.m. equating to
€11,768,334. The area was based on the calculated area of
Terminal 2 excluding the areas for Pier C that are to be
refurbished, which DAA considered to be exempt from the levy.
The rate chosen at the time (August 2006) was the mean value
between the 2006 declarer rate (€112) and the estimated rate for
2007 (€ 116), reflecting uncertainty re timing of receipt of
planning permission from Fingal County Council and/or an
appeal to An Bord Pleanala.

¢ |t should be emphasised that the levy is subject to indexation in
January of each year and thus the protracted nature of the
planning process has the potential to lead to a further increase in
this liability, the extent of which is dependent on the timing of
receipt of planning permission from An Bord Pleanala. | refer to
DAA’s arguments in relation to contingency and the increasing
time-related exposure, which is manifesting itself as DAA awaits
a final decision from the statutory authorities.

We note that RRV recommended that “further clarification should be
sought from Dublin Airport Authority in relation to this apparent
anomaly™, however, neither CAR nor its consultants sought

clarification prior to publication.

! Page 10, RRV Report 2
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(k)  Project Contingency

In our experience a design development allowance of 5.2% at
planning submission stage could be considered as particularly
conservative in the context of the scale and complexity of the
proposed development Typically you could expect design
development allowances to be in the order of 10-15% depending
on the type, scale and complexity of the project. The Gateway
process deployed by DAA’s consultants was specifically
designed to improve certainty and robustness of scope in the
pre-planning application stage of the project.

From the outset, DAA demanded of their consultants that they
deploy a best in class scientific approach to enable them to
establish a meaningful quantitative risk based contingency to
underpin the project budget for presentation to Board and for
submission to external scrutiny by the Government appointed
Independent Verification team. In this context, DAA’s
consultants conducted a range of risk workshops, attended by a
multi-disciplinary team of project management, design,
operations and construction experts and chaired by an expert in
the use of statistical methods for quantification of project related
risks. The project contingency was computed based on the 80"
percentile derived from the application of a Monte-Carlo
simulation model.

This assessment was independently reviewed and assessed by
DAA’s Programme Management Team — Turner and Townsend.

Attention should be drawn to the fact that the original project
timeline assumed that An Bord Pleanala would adjudicate on the
project within the statutory period i.e by 31%' March 2007. The
delay to project commencement arising from An Bord Pleanala’s
ongoing considerations of the project is currently estimated to
lead to a delay of 4 months, based on An Bord Pleanala’s most
recent communication on the matter. The cost of this delay will
be funded from the contingency provision. In effect, the
contingency element pertaining to time delay will have been
consumed, in full, before works commence on the project.

We note that RR&V acknowledge they are not risk analysis
experts and that they rely on their experience in reaching the
conclusion that ‘contingency in this amount appears to be
relatively high given the current stage of this project’. As they did
not substantiate this comment with reference to tangible airport
or other relevant examples of appropriate scale, nor did they
provide an indication and substantiation of the % which they
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would recommend, nor did they present a case with reference to
the project risk register, we assert that their comments do not
provide a basis to discount the proposed contingency, which is
based on “best in class” methodologies and the considered
views of over 20 experts.

As previously stated, we can confirm that we did employ
experts in Risk Analysis to advise us and remain confident that
should CAR take the recommendation of RR&V and do likewise
then the approach taken and the outcome reached by DAA in
establishing a risk based contingency would be endorsed.

We continuously review and update our risk register, as part of
our standard project management procedures, and the profile is
expected to change relative to time. Our most recent review
confirms that the risk based contingency allowance as provided
for in the cost plan constitutes the best estimate of a prudent and
appropriate provision for project contingency.

With regard to RR&V’s specific points relating to the inclusion of
certain risk events we would comment as follows:

® We do not have a 5.2% construction contingency sum.
We have a 5.2% design development contingency
allowance. Uncertain ground conditions is not a design
development risk.

®* RRV reference a number of risks where they consider the
probability of occurrence as low. The example they quote
‘change in legislation results in redesign costs and
programme delays’ is not considered by us to have a low
probability of occurrence.

To illustrate this point you will recall that, recent changes
in security protocols arising from the terrorist plot in the
UK have resulted in slower processing rates and a likely
increase in the spatial requirement for security facilities to
maintain existing levels of service. All of this could lead to
an unforeseen increase in costs.

Similar unforeseen changes during this construction
programme are more likely than not.

® The risk that construction inflation and CPI differential
results in increases to scheme cost is to allow for
hyperinflation not normal inflation. This is not an unlikely
risk and we can refer to some recent examples of this, the
most notable of which was the significant increase in the
cost of steelwork.
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As stated above, the risk register is a living document and
whilst some risks will drop off the register others are likely
to be added. To single out one risk as historical to
demonstrate that the contingency allowance is too high
further illustrates RR&V’s lack of experience of the risk
management process. Furthermore RR&V suggest the
‘cost of moving/rebuilding Corballis House’ is historical
when in fact this has not yet been ruled upon by An Bord
Pleanala. By contrast, when a risk in the register
materialises (100% certainty) the impact on cost is higher
than the percentage in the probability allowance in the risk
calculation.

Finally RR&V conclude that ‘the overall cost’” should bear
comparison with out-turn costs of comparable projects on the
basis that out-turn costs will incorporate contingency required in
relation to those projects. This approach is only relevant when
the projects have very similar risk profiles etc. and thus are truly
comparable — which is a very unlikely scenario. No two projects
have the same risk profile, no two projects will ever be
constructed in the same site environment (even green field sites)
which is why it is totally inappropriate to add risk based
contingencies when making the benchmark comparisons.
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1. Introduction

This report has been prepared in response to the Rogerson Reddan (RRV)
review of the DAA CIP-04 document.

Its purpose is to review the RRV report and where appropriate provide
specific response to queries, statements or conclusions that have been
drawn by RRV some of which have subsequently been used to reduce

capital allowances in the CIP.



2. Executive Summary

DAA is of the view that:

e The RRV review process has been conducted in an excessively hasty
manner that is in manifest contrast with the process, methodology and
robust approach adopted by DAA in the 10 month period leading up to
DAA'’s submission to CAR.

e RRV appear not to have reviewed all of the relevant information which
was submitted by DAA as part of its submission to CAR.

e The excessively short timescale has not facilitated appropriate
engagement between RRV and DAA/its advisors.

e RRV’s report is the subject of a number of caveats, such that it would
be inappropriate for CAR to make any amendments to DAA’'s CIP
based on the qualified recommendations.

e We welcome the general view of RRV that in reviewing the CIP the
majority of cases the estimated costs for the majority of projects
reviewed are realistic and fall within the parameters that could be
expected for projects of this nature. We are confident that given more
time the remaining issues identified by RRV could be closed out to a

mutually satisfactory conclusion



3. Comments on RRV’s Introduction and Scope

e DAA notes RRV’s comments re the highly constrained timescale for
their assessment of the October 2006 CIP, which DAA contends has
precipitated a review that is not robust.

e DAA notes RRV’s reference to documents provided by CAR which
would suggest that RRV did not have access to the full suite of
relevant documentation, including critical supporting documentation.

e We welcome RRV’'s own admission that “some of the conclusions
reached may therefore require review and revision” and we strongly
contend that such is in fact the case.

e We reject RRV’s statement that “many of the projects included within
the CIP are at feasibility or concept stage, and limited information is
available”. The majority of the CIP is underpinned by detailed cost

plans and tender receipts.



4. Comments on RRV’s Executive Summary

In general, RRV’s executive summary makes a series of general statements,
many of which cannot be substantiated by supporting data. DAA’s view of

RRV’s summary is detailed below;

e In general the RRV report endorses the “realistic” nature of the costs
for the CIP projects which have been reviewed.

Where cost levels are queried generic statements are made such as
“significantly different cost predictions may now be available” and
“better value may be obtainable in the current market”, all of which are
not supported by data or tangible information. We would contend that

these must be either supported by evidence or withdrawn by RRV

e In particular, the RRV terms of reference was confined to the CIP at
October 06 status, and thus it is not appropriate to speculate on

tenders received since the submission of the CIP.

e RRV should acknowledge that cost reports can only reflect the level /

point of design at a given time.



5. Comments on RRV’s Methodology and General Principles

DAA notes the emphasis on “high level review” and will deal later with
situations where such a “high level” approach is inappropriately deployed to
make recommendations about very specific project propositions.



6. Review of Individual Projects

Note — only those projects identified by RRV as containing unreasonable
cost allowances or insufficient information provided to allow verification have

been commented upon.

6.1 CIP 1.006 - MSCP

We note RRV comments regarding aggressive rate per space for the
carpark. It is our intention to deliver this product for the cost identified via
selection of efficient design, effective specification and innovative
procurement. In addition we have stripped out all project abnormals from this

rate.

Passenger Links

The links in question are not just those connecting to Terminal Building, but
also include the proposed link to the Ground Transportation Centre. At Oct
'06 no details regarding extent, nature or location of links existed. The final
scope will be determined with reference to the live masterplanning study for
Operational area 1, particularly in the context of the final alignment for Metro
North.

The allowance provided in the 2006 CIP is based upon the provision of 480m
of Pedestrian links to include Car Park — Terminal; Car Park to GTC; Car

Park to Metro Interchange

Abnormals

Given the aggressive cost per space for the main construction we feel it is
necessary to identify and include adequate allowance for those costs that

would not be covered by this rate. The abnormals identified are scope that



would not be included in the benchmark rate, in particular car rental fit-out,

transport interchanges and the access requirements.

We welcome RRV’s conclusion that the overall estimate for this project

appears reasonable.

CIP6.018 - Parallel Runway Fees

Allowance for this project not only includes design fees associated with the
runway project but also has to take account of the high level of uncertainty
around the extent of works required due to possible planning conditions,
potential levies for the RPA, enabling projects and other professional
services required. In this regard, the project is still under review by the
statutory authorities (An Bord Pleanala) and DAA is unaware, at this time, of

when a decision will be made.

CIP6.030 - Taxiway bypass for Phase 6

RRV have inferred from the tender return on this project that all subsequent
airfield projects will achieve tender returns less than the benchmark norm.
This is a grossly incorrect assumption and demonstrates the manifest risk in
applying broad generalisations without reference to the specific environment

in which the projects will be executed.

This project has been returned below the benchmark mean because;

e Location — The site has many of the characteristics of a Greenfield
site, there is limited or no impact on the works caused by airport
operations, thus the level of restriction to working will be reduced from

the norm.



e Specification — a revised sub-pavement spec was adopted that is
significantly cheaper than the norm

e Working methods — there was almost no need for night time working
on this project arising from operational constraints

e Phasing — this project was delivered primarily in a single phase.

We contend it is incorrect to extrapolate the cost / m2 for this one project
across the remaining airfield projects. As demonstrated by the benchmark
report there is a wide variance of costs for taxiways and aprons
(e ). No other airfield projects within the CIP may be
deemed to have the same attributes as this project.

RRV have stated (as part of their Report 1 — Benchmark Review) that the
benchmarks for the airfield projects are credible and reasonable. We would
strongly contend that this will be borne out via the procurement and

construction process associated with the airfield.

CIP 7.002 - T1X

The contention that T1X allowance with the CIP contains inflation allowance
is incorrect. The €55m cost included in the CIP excludes any allowance for

inflation. This is demonstrated below;

Review of BSP Estimate previously provided to RRV provides out-turn cost
range of €52 - €63 million. This included €2.7 to €3.3m allowances for

inflation.



Min Max
BSP Estimate €52m €63.4m

Deduct Inflation allowance contained in figures above

(€2.7m) (€3.3m)
Total Excl. inflation €49.3m €60.1m
Mid point of above €54.7m

e We also note the comment that the T1X project is 37% over the mean
terminal benchmark. We would contend however that this is due to
the nature of the project (all the benchmark projects are new build,

standalone, terminals) as opposed to an excessive budget allowance.

CIP 7.012 - Pier D

Pier D has been competitively tendered, thus any reference to benchmark

costs at this stage is of questionable relevance.

The three areas highlighted by RRV as “appearing high” are related to the

walkway and Link Bridge and works in the existing building.

e The walkway and link bridge is obviously a bespoke, unique design
that originates from the complex challenge of providing a solution that
respects the special status of the OCTB and as such cannot be easily
benchmarked. RRV acknowledge such in their report. The statement
that the costs / m2 “appear high” is unsubstantiated by RRV and is

inappropriate, given the complex nature of the OCTB and the fact that



schemes involving use of the OCTB were rejected by Fingal County
Council. All elements of Pier D have been competitively tendered and
the costs provided reflect this.

e RRV express concern regarding the element of the project relating to
works in existing buildings by stating that “costs appear high”. No
substantiation of this comment has been provided. The works under
consideration have been competitively tendered and the costs

provided reflect this.

e For the avoidance of doubt there is no duplication of work between
the Pier D existing building works and the Central Immigration Project.

e The allowance within the Pier D costs for works to existing buildings is

providing;

o0 Additional external vertical movement for passengers

o Additional fire escape points

o0 Remodelling of existing internal space for passenger
movement from new walkway

o All of this scope is as shown on previously issued drawings.

e We would contend that the costs submitted for the construction of Pier
D are robust and represent value for money. The project went through
a competitive tender process and as such the most economically
advantageous tender was selected.

The RRV review contends that the levels of contingency “appear particularly

high” given the current status of the project. DAA rejects this assertion as

follows;
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The contingency provision for Pier D was developed with reference to
a quantitative risk assessment, which was conducted for DAA by
independent experts. The process involved a broad group of
multidisciplinary experts and included the deployment of “best in

class” methodologies.

The project is the largest undertaken to date at Dublin Airport (in value
terms) and involves an airside construction site, a landside

construction site and the provision of major underground services.

We would state that the levels