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RESPONSE BY IPFA MEMBERSHIP TO THE DEPARTMENT FOR BUSINESS, ENERGY & 
INDUSTRIAL STRATEGY ON THE RAB MODEL FOR NUCLEAR CONSULTATION DATED 
JULY 2019 

 

This document sets out the collective views of IPFA members on the consultation document issued 
by BEIS on its consultation on a RAB model for new nuclear projects. 

IPFA is the global professional association that connects and promotes the collective interests of 
both public & private sector organisations, and professional individuals involved in infrastructure and 
energy project financing.   

IPFA and its members welcome the opportunity to provide input on this important consultation. 

General comments 

1. RAB based income models have been a feature of regulated utilities since privatisation in 
the early 1990s.  Since then the regulated utility model has demonstrated its ability to support 
very substantial amounts of capital investment in sectors such as water and electricity 
transmission, where there is an operating network providing a monopoly service that is 
ultimately paid for by consumers and reimbursement of capital expenditure (for network 
enhancement) is part of the wider income model applicable to that operating network.  The 
application and development of the RAB model for Thames Tideway Tunnel (TTT) was 
significant because it demonstrated (i) the application of a hybrid structure for the 
development of a new infrastructure asset (without the buffer of income for a broader 
operating network) and (ii) that the risk allocation implicit in the model could attract investors 
at a weighted average cost of capital (WACC) that was lower than the regulated entities in 
the water sector at that time. 

2. IPFA and its members support the potential use of the RAB model for new infrastructure 
generally, particularly in sectors such as DPC, onshore transmission, CCUS and nuclear that 
are characterised by project size, complex construction and delivery risks such that they 
cannot raise capital and/or secure finance using more traditional project 
finance/infrastructure models and techniques.  Elements of the RAB model (such as sharing 
of construction risk and income during the construction phase) could also be used to address 
some of the key value for money and cost of capital concerns in sectors that were previously 
served by the PPP model. 

3. The purpose of the consultation is stated to be to seek views from stakeholders on a nuclear 
RAB model and its high-level design principles, including risk sharing arrangements.  In 
responding to the consultation, we have sought to avoid commenting on the following areas, 
which we consider to be outside of the scope of the consultation: 

• whether there is a need for new nuclear as part of the generating mix of the UK – 
this is a complex question and ultimately a matter of government policy 

• UK government balance sheet treatment of the proposed RAB model – this will be 
a key policy decision for HMG and there is a risk that pursuit of an off-balance sheet 
solution will drive risk allocations that are not investable (particularly in the 
construction phase) 

• whether any specific project constitutes value for money for the consumer and 
taxpayer –  this would be a matter to be considered when specific projects are 
identified 

• the balance of cost and risk allocation between the consumer and the taxpayer – 
again this incorporates matters of policy alongside design of a viable model for 
procuring new nuclear projects. 

4. The environmental, social and corporate governance (ESG) treatment/classification of new 
nuclear will have an overarching impact on the attractiveness of new nuclear projects for 
investment and, as a result, the viability of the RAB model as a means of procuring them.  
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This ranges from technical classification or taxonomy of nuclear (for example whether it falls 
within EU definitions of sustainable activities) through to broader matters of public sentiment.  
Given the large capital cost of new nuclear projects (and the resultant need for large amounts 
of equity and debt investment), anything that reduces the pool of potential investors is likely 
to have a material impact on the overall viability of the RAB model and individual projects 
procured using it.  Some members take the view that it would be very helpful to have a clear 
and explicit policy commitment from government on new nuclear in order to support their 
internal ESG classifications. 

Question 1: Have we identified a model which could raise capital to build a new nuclear power 
station and deliver value for money for consumers and taxpayers?  

5. This question contains two parts, which are answered separately below:  is the model one 
that can raise capital for new nuclear power and can the model deliver value for money? 

6. As a matter of high level principle the RAB model as described in the consultation paper is 
one which is capable of raising capital – this has been demonstrated by the TTT project. 

7. However, there are several characteristics of a new nuclear power station project that may 
make it harder for the project to raise capital (and potentially affect whether it is possible to 
raise sufficient capital at an acceptable price/return for the project to constitute value for 
money). 

8. Although the consultation paper does not provide any indication as to the capital requirement 
of a new nuclear power station, members speculate that a single project could have a capital 
requirement of circa £20bn.  Such an amount would stretch market capacity for investors 
and lenders in assets with a typical infrastructure risk profile, particularly if there is any 
ambiguity as to the ESG status of nuclear or any other issues around public sentiment that 
could reduce investor/lender enthusiasm for the sector or a particular project.  As a 
comparison, the regulated entity with the largest debt issuance is Heathrow Airport and its 
RAB of approximately £13.5bn is substantially lower than the expected capital requirement 
of a new nuclear project. 

9. Investors will need to see an acceptable return, both in the baseline scenario where the 
project is completed on time and to budget (taking into account "normal" contingencies) and 
in a downside scenario in which there is a cost overrun up to the Funding Cap.  Investors will 
also be constrained as to their maximum funding commitment in such a downside case (in 
which equity investors have to fund a greater share of the cost overrun because of the risk 
sharing in the RAB model).  Inevitably this will depend on the size of the cost overrun band 
between the baseline and the Funding Cap, the risk share applicable to that band and the 
investor's own views as to the likelihood of a cost overrun within that band.  Whilst in principle 
the RAB model can support investment, a specific project would need to demonstrate that 
there is an acceptable solution for these variables and for baseline and downside returns 
within the constraint of what constitutes value for money. 

10. Similarly, Investors will want to see that the RAB model provides stable long-term returns.  
The experience from regulated utilities has been a reduction in the WACC component of 
regulated income.  This is unlikely to secure the investment required for new nuclear unless 
the model is sufficiently stable to protect investor returns (for example by limiting regulator 
discretion in relation to both the RAB and the WACC) during construction and a period of 
operation.  If the WACC is subject to regulatory review after an initial period, then it would be 
helpful for investors to have greater clarity/comfort as to appropriate benchmarks for a new 
nuclear project that is likely to have long term financing arrangements that are not 
comparable to those for a diverse network business with an on-going programme of 
financing, refinancing and investment. 

11. As described in the consultation paper, the RAB model does not allow for any reimbursement 
or mitigation of development costs associated with a project that does not reach its financial 
investment decision (FID).  In this regard new nuclear is different from TTT and other possible 
applications of the model (like DPC or Heathrow third runway) in sectors where the 
developing sponsor is itself a regulated entity with the ability to have development costs 
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picked up through its own regulated income.  It is unlikely that financial investors will be 
willing to share significant development cost risk in relation to a project that does not reach 
its FID. 

12. Members consider that the Government Support Package (GSP) will need to cover 
discontinuation protection (at least as good as on TTT) and political risk protection tailored 
for nuclear and at least as good as that offered to the Hinkley Point C (HPC) project (covering 
all forms of politically motivated shutdown, expropriation and adverse law to the extent not 
passed to the consumer under the RAB model). 

13. Some members specifically identify concerns over state aid treatment (assuming that EU or 
equivalent state aid rules continue to be relevant to the UK following Brexit) and the prospect 
that any state aid decision applicable to the RAB model for new nuclear generally or to any 
specific project might be challenged.  A significant state aid risk would not be a normal part 
of the risk profile for either lenders or financial equity investors and any risk of challenge 
would require a detailed analysis on its merits if there is any tangible risk that the economic 
model of the project could be determined to be illegal state aid. 

14. Members are reluctant to express a view on value for money without any financial data or 
any indication of how different variables might fit together.  For example, some members 
speculate that the relative proportions of the bands in Box 2 might not correctly represent the 
risks and possible extent of cost overruns.  Several members are sceptical as to whether, in 
relation to a specific project, it would necessarily be possible to "solve" the competing 
interests of (i) derisking the structure to attract investors at a low cost of capital, (ii) limiting 
the extent to which investors are required to commit contingent funding above the target cost 
(to ensure that the threshold cost is fully funded), (iii) providing value for money for 
consumers and tax payers (once the risk and extent of cost overruns and/or the risk of 
discontinuation and associated compensation is appropriately priced) and (iv) any 
requirement that government may have for the GSP only to underpin risks that are remote 
(so as to support a desired balance sheet treatment).  If these requirements cannot all be 
satisfied at the same time then that would fundamentally undermine the purpose and 
suitability of the RAB model.  

15. These concerns are particularly prevalent in relation to new nuclear (and in the absence of 
any data/information relating to a specific project), because of well publicised issues with 
other recent projects in the sector and a perception that there is a tendency towards high 
cost "tail risks" in probability outcomes.  There is a perception that other sectors where RAB 
and construction cost risk sharing have been successfully applied have generally been less 
challenging in these respects.  For the most sceptical members, the concern is whether the 
concept of “cost overrun” in nuclear is more likely to be a multiple of baseline/target cost 
rather than a percentage/fraction of baseline/target cost (which is the implicit assumption in 
simpler sectors when sizing cost and delay contingencies and estimating downside 
scenarios) and, if so, whether a RAB style framework is suitable for dealing with such large 
variances in outturn from base case. 

16. Ultimately members appreciate that the developer of any project will need to demonstrate to 
BEIS that the project (including the various variables in the RAB model) constitutes value for 
money for the consumer and taxpayer in order for the project to be awarded a RAB based 
income stream.  This is likely to be challenging to substantiate and in practice substantiation 
is likely to depend on subjective views on cost and the risk/extent of cost overruns.  Some 
members speculate as to the time that would be required to establish a new RAB regime 
and agree how it should operate. 

Question 2: Do you have any comments on the components of the Economic Regulatory 
Regime as described? 

17. IPFA members have a wide range of comments on the components of the ERR, as set out 
below.   

18. The consultation paper does not specify what is expected to happen to the project once the 
RAB is fully depreciated (although members note the statement in paragraph 39 that 
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depreciation could be over the design life or over a shorter period).  If the expectation is the 
project will remain in private ownership (particularly if depreciation is over a shorter period 
than the design life), then the revenue model would arguably become less "stable" once the 
RAB is fully depreciated and so there is no longer any RABxWACC building block (and 
therefore no equity buffer) in the revenue model.  This is a distinguishing feature from a 
regulated network business (such as water companies) where there is typically an on-going 
programme of investment and corresponding RAB increments. 

19. If it is possible for operating phase costs to be reimbursed as "slow money" (so that there 
are operating phase increases to the RAB) then what period would these depreciate over? 
If incremental RAB is depreciated over a short period (for example because the relevant 
operating phase cost is incurred late in the depreciation period of the construction phase 
RAB), then this may have a disproportionate impact on costs for consumers during that 
period.  

20. The consultation paper does not indicate the extent to which the economic regulator would 
have discretion to set or alter RAB, WACC or other revenue components.  It is therefore not 
clear whether the model is intended to ensure that certain costs will be passed through to 
the consumer in full, or whether the regulator would only pass through costs that are 
economically and efficiently incurred.  Members from the investment community are of the 
view that a clear pass through of costs (without regulatory assessment or discretion, other 
than cost verification) would be necessary in new nuclear, because of the other challenges 
associated with the sector.  This is particularly the case for safety critical expenditure and 
decommissioning/FDP costs, although the point also stands more generally given limited 
comparators for what would constitute efficient and economic behaviour. 

21. In this context, the interface between the economic regulator and the safety regulator (ONR) 
is not clear.  Members would expect Investors to require clarity that the cost of complying 
with new requirements from ONR is always passed through to consumers without being 
subject to any discretion or assessment from the economic regulator (other than cost 
verification).  This will further impact value for money and risk transfer considerations for 
consumers and taxpayers.   

22. Whilst the RAB model (as adapted from TTT) provides a framework for how construction 
phase costs should be treated in the RAB, there is less clarity on operating phase capex (or 
any other element of totex that is not expressly part of operating costs or any other building 
block of Allowed Revenue).  Members note that some regulated utilities have developed a 
split RAB with different WACCs to distinguish between different regulated activities 
(particularly where infrastructure enhancement involves material construction risk and so 
justifies a higher return than regular asset management activities).    

23. Our assumption is that the building block titled Grid Costs is intended to cover ordinary 
course costs associated with grid connection rather than system costs/liabilities (such as 
balancing costs).  

24. Is it implicit in there being a separate FDP building block that all FDP costs will be passed 
through to the consumer, other than to the extent of costs that are within the project 
company's control (which paragraph 37 states could be subject to incentives)?  Members 
would expect Investors to require these costs to be passed through to the consumer, 
including in respect of investment performance risk on the FDP fund. 

25. Paragraph 43 notes the existence of other project risks that would need to be determined 
and calibrated on a project specific basis.  However some of these are material risks, 
including (i) availability/outage/performance risk (not available to generate), (ii) balancing 
costs and other indirect costs or liabilities resulting from unplanned outages (unexpected 
failure to generate), (iii) curtailment (available to generate but not required) and (iv) financing 
costs (given the long period of RAB depreciation, debt will need to be refinanced over the 
life of the asset/RAB).  Members expect that Investors will want to see a high degree of pass 
through of these costs to consumers, either as fast or slow money (and in relation to slow 
money, subject to some form of investor of last resort protection). 
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Question 3: Do you have views on how consumer interests are protected under the proposed 
approach? What else should be considered to protect consumer interests?  

26. In our view the main concern for the protection of consumer interests will be how value for 
money is assessed and demonstrated (what costs/benefits are considered, how are they 
measured/priced and what is the correct comparator). 

27. Another key consideration will be the role of the GSP in protecting the consumer against 
open ended risks (which are instead allocated to the taxpayer through the government 
support package).  The balance of risk allocation between the taxpayer and the consumer 
will have an impact on the balance sheet treatment of the structure for government.  Whilst 
this is a decision for HMG, members noted the risk that pursuit of an off-balance sheet 
structure, combined with limits on risks passed to the consumer, might result in a risk 
allocation that is not capable or raising the amounts of capital required for new nuclear 
projects. 

28. We note paragraph 63(c) of the consultation paper, which we interpret as meaning that 
consumers during the construction phase should not make payments towards a project 
whose benefits will only be realised during operations (or in an extreme case may not be 
realised if construction is not ultimately completed for some remote reason).  Whilst this is 
consistent with other aspects of government electricity policy that suggest that consumers 
should pay for costs associated with the power that they have received (for example requiring 
a funded decommissioning plan in order to avoid decommissioning costs being met by future 
consumers or tax payers) it is not clear how this is compatible with the basic concept of 
construction phase payment.  However, members would note that the normal practice in the 
regulated utility sector is for improvement/enhancement cost to be met out of regulated 
income, even when the benefits of the improvement/enhancement will only arise in the future. 

Question 4: Do you agree that consumer risk sharing could be value for money for consumers 
if it achieves a lower expected overall cost for consumers compared to a Contract for 
Difference model? 

29. In principle, consumer risk sharing is capable of constituting value for money for the 
consumer (and taxpayer) as compared to a fixed price model (such as the CfD for Hinkley 
Point C).   

30. In this context, value for money needs to include not only a lower expected cost to 
consumers, but also the implicit cost of the consumer (and taxpayer) sharing in cost overrun 
risk (even if that cost overrun is not realised).  This will be difficult to assess accurately, 
because (i) the risk of cost overruns and their consequent impact on the consumer and 
taxpayer cannot be objectively tested or measured and (ii) the outcome will depend on the 
extent to which a value is attributed to benefits like carbon reduction, security of supply and 
system stability (each of which does not have a direct cost applicable to it).  

31. A further question is whether the correct comparator for assessing value for money is a fixed 
price CfD, or whether there are other models that should be considered (see Question 5 
below).  As noted below, a fixed price CfD is not an option for new nuclear if private sector 
capital is required to fund a new project. 

Question 5: Do you have views on the potential way to design the revenue stream for a nuclear 
RAB model that we describe, and are there alternative models we should consider? 

32. Whilst not of itself a view on how to design the revenue stream, members note that the end 
point of the proposed RAB model is not far removed from a CfD (or similar model) with a 
variable price that incorporates a degree of risk sharing.  In this context, some members 
comment that it would be simpler to reflect the commercial principles of the RAB model (such 
as construction cost risk share, construction phase payments and government support) in a 
more typical infra/PPP style concession/project agreement.  Arguably it made sense for the 
RAB model to be developed on TTT because it was an evolution of the RAB revenue 
framework that was already applicable in the water sector (and was potentially driven by a 
desire to provide a uniform approach to the total RAB attributable to the wider TTT project, 
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including (i) the cost of enabling works undertaken by Thames Water Utilities and assimilated 
into its RAB and (ii) the direct construction and other costs that will continue to build up the 
RAB of the TTT OpCo).  In other sectors, where RAB models are not prevalent, similar risk 
allocations could be achieved through an evolution of the regimes and documentation 
relevant to those other sectors (for example developing a new alternative to PPP in sectors 
that have used PPP previously or developing a new form of CfD in relation to new nuclear 
and other power generation).  This could have an added benefit of more transparently 
housing the totality of the commercial arrangements (the ERR and the GSP) in a single place. 

33. If there is a requirement for private capital to fund new nuclear then that is of itself a challenge 
and it is likely that any structure will need to incorporate a substantial derisking compared to 
the CfD as used on offshore wind and/or HPC.  The failure of non-EDF projects and EDF's 
public statements strongly suggest that the CfD model is not capable of securing the required 
investment and/or debt finance.  

34. An alternative structure would be for government to procure construction on balance sheet 
(so that government would own the project and pay for construction as the costs are incurred) 
and then look to sell the project to the private sector once operational.  In some respects, 
this would be similar to the approach eventually taken on HS1 and this would enable 
construction to be funded at the governments low cost of capital.  Whilst the starting point 
for government procurement of this type would be that the taxpayer would effectively take 
cost overrun risk, government could potentially look to engage a developer to act as a 
procurement and contract manager, with a degree of risk sharing on outturn cost. 

35. Some members also note that a desire to achieve an off-balance sheet treatment for 
government may lead to a risk allocation that is not value for money if balance sheet 
treatment is not considered.  Absent balance sheet considerations, a better value for money 
may be achieved on balance sheet, for example using Public Works Loan Bond (PWLB) 
style finance and/or adopting an approach similar to the Australian "capital recycling" model.      

Question 6: Do you have views on our proposed approach to assessing a new nuclear project 
under a nuclear RAB model and determining whether it is value for money for consumers and 
taxpayers?  

36. Paragraph 74 of the consultation paper is correct in identifying the wide range of 
considerations that would need to contribute towards a value for money assessment.  Whilst 
some elements may be capable of having a cost attributed to them (for example reductions 
in total electricity system cost), others are either subjective or difficult to attribute a cost to. 

37. In this context, the overall view of IPFA members is that assessing and demonstrating value 
for money is one of the key challenges for new nuclear projects, irrespective of whether 
procured using the RAB model or an alternative.  
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