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National Audit Office report on light rail 

Executive of the Council 

18 May 2004 

Purpose of report 

1 To report to the Executive on the recent National Audit Office report ‘Improving 
public transport in England through light rail’ (the ‘NAO Report’) and its relevance 
to the proposed tram schemes in Edinburgh. 

Main report 

The NAO report is an overview of the development of light rail schemes in the UK 
in recent years. It mainly focuses on the role and responsibilities of the 
Department for Transport (Dff). 

Contrary to some press coverage, the report is not an attack on the principle of 
light rail provision. Indeed, it identifies many positive features including the 
improvement in local public transport provision, the delivery of most schemes 
within budget, the provision of stations and vehicles in line with the plans 
submitted and satisfactory. 

It does express reservations about the procurement process and the operation of 
some systems recently provided in England. In some cases, scheme evaluation 
has been incomplete. The NAO particularly criticised the inadequate evaluation of 
the impact on the local economy and integration with other public transport. 
Anticipated benefits had been consistently over-estimated and were not being 
exploited to the full. 

These reservations have been specifically identified and addressed in the 
development of the Edinburgh tram scheme. Accordingly, a fundamentally 
different approach has been taken to the method of financing, the form of 
operator engagement and, crucially, the integration of local bus services. 

Members attention is drawn to the reports by the Chief Executive Integration of 
Tram and Bus Operations in Edinburgh and Director of City Development 
Appointment of Tram Operator approved at the Council meeting on29 April 2004. 
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Members are particularly asked to note that: 

the costs for the Edinburgh scheme are being met from a variety of conventional 
financial services, 
the preferred operator has been selected in advance of detailed design thereby 
enabling the scheme to be designed to operator and passenger requirements 

The English systems compared unfavourably to certain European systems on key 
features. Some of these are structural and others reflect different regulatory 
regimes. NAO identified 5 barriers to the successful future development of light 
rail systems in the UK and highlighted the issues which need to be addressed to 
overcome the barriers: 

a Relatively high cost of implementation 
b Poor financial performance of existing schemes leading to higher risk-driven 

cost of new schemes 
c Absorption of local authority funds in developing and promoting schemes 
d Duration of approval process and uncertainty over funding 
e Insufficient in-house expertise within local authorities 

The NAO made 13 specific recommendations, of which 7 are relevant to 
Edinburgh (the remainder are aimed at the DfT). These, along with the approach 
being adopted in Edinburgh, are as follows (Paragraphs 7 to 20). 

’lo Integrate light rail with other modes of transport, especially buses, potentially 
including quality contract schemes: 

The Design, Procure, Operate, Finance (DPOF) selection process required 
prospective tram operators to engage with local bus operators. tie, which is 
responsible for delivering the tram scheme, and CEC have agreed a 
framework, with tie and Lothian Buses, to promote integration. This plan will 
now be developed further involving the tram operator. 
The primary interchanges being developed for the tram in the City Centre are 
at Haymarket and St Andrew Square; particularly Haymarket, where plans are 
being developed for a single-site interchange for three modes. The Edinburgh 
airport stop will promote tram use by air travellers. 
During 2004, operational linkages between the proposed airport heavy rail 
route and Tram Line 2 will be examined in detail. 
tie is developing expertise in single ticketing through its work on the 
SESTRAN One-Ticket scheme. The Council will seek to ensure that the tram 
is included in this. 

11 Seek better standardisation in system design, vehicles and methods of 
construction, using experience from existing systems and partnering with 
promoters of other new schemes: 

a The engineering specification for Edinburgh’s system and vehicles 
incorporates industry standards, customised only where necessary. tie’s 
consultants have extensive experience of other schemes and have brought 
this to bear for Edinburgh’s benefit. For example the geometric design of the 
Edinburgh tram, covering issues of length, width and junction radii, caters for 
the full range of vehicles currently available. 

b However, the design of street furniture and related architecture around 
stations and stops, in order to complement Edinburgh’s local environment, is 
different to that deployed elsewhere. It is intended to have a consistent theme 
to the design of street furniture. 
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12 Complement light rail with patronage enhancing schemes such as Park and Ride: 

a Park and Ride schemes are running or are planned at several points around 
the city and these link directly to the planned tram routes eg lngliston and 
Newcraighall. It is also proposed to link bus services to smaller localised park 
and ride sites along the tram routes. 

13 Optimise routing and the numbers of stops relative to centres of social and 
economic activity: 

a In developing the routes for the Edinburgh trams a complex modelling 
exercise has been undertaken, combined with extensive public consultation to 
ensure this is achieved. 

14 Consult with the SRA and the wider rail industry on whether conversion, 
track-sharing or substitution of heavy rail are viable alternatives: 

a Part of Line 1 uses a disused heavy rail route, but there is very little heavy rail 
track on the Line 1 and Line 3 routes. Although Line 2 runs parallel to the 
main West and North heavy rail routes into Edinburgh, it cannot run on the 
existing tracks for capacitylcompatibility reasons. 

15 Seek ways of managing risk and reducing the costs of utility diversion including 
questioning the need for specific diversion: 

a The tram system procurement strategy has a workstream addressing this 
point. System and route selection took account of diversion requirements. A 
review of what is required will start this year. The approach adopted to utility 
diversion on WEBS is already producing savings against the original estimates 
and provides useful lessons. 

b The trams will require considerable detailed design before procurement of the 
main infrastructure. This permits early definition of diversions and a separate 
contract for diversion works ahead of the main contract, providing greater cost 
certainty and early interaction between utilities and detailed design 

16 Seek ways of improving revenue collection methods: 

a The issues are not straight-forward, however, and it is clear from operator 
involvement to date that revenue collection schemes currently used in the UK 
are not entirely satisfactory. Therefore this is a specific workstream for the 
Edinburgh tram project to address. 

17 Secure speed and efficiency in systems, for example by providing light rail with 
road priority: 

a The Edinburgh system has achieved the highest level of off street running 
possible compatible with serving major destinations. On-street, the tram will 
generally still be segregated, sharing only with buses. Tram design 
incorporates tram priority at all traffic signal controlled junctions. 

18 Ensure there is sufficient in-house expertise within local authorities to handle 
effective planning and delivery: 

a tie was established specifically to deal with this problem. It is responsible for 
project delivery and therefore is not subject to competing work priorities. 
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19 Identify the most cost-effective procurement methods and contract structures as a 
means of controlling cost and to enhance private sector involvement: 

a Early operator involvement through the DPOF agreement will substantially 
benefit the robustness of the operational model. The DPOF payment 
mechanism incorporates financial pain and gain sharing on operating costs 
and revenues, performance and long-term quality of delivery. The tram 
operator contract is within the affordability limits defined by the preliminary 
business case. 

b Separate operator and construction contracts optimise risk allocation. It 
appoints an operator for the whole network, avoiding compensation costs for 
re-tendering operations during phased delivery of the tram routes. It is likely 
that the construction contract will include early involvement, mirroring the 
advantages of the operator DPOF agreement. It is also likely that vehicle 
procurement will be segregated to optimise risk allocation and fiscal efficiency. 

20 Improve methods of patronage estimation: 

tie will take further action to improve the robustness of the revenue forecasts, 
before full-scale financial commitment. Integration of bus and tram services, 
as described above, will be facilitated. This will reduce the risk of destabilising 
competition and introduce bus operators experience into tram revenue 
projections. 
Current estimates of patronage and revenue from the trams will be reviewed 
during the first two years of the DPOF contract leading to an agreed estimate 
between promoter and operator. Consequently the estimates developed 
before major capital expenditure will be much more robust in that they will be 
based on a fully configured project. 
The tram operator has extensive experience and will have a financial interest 
in accurate revenue projections. A ‘Panel of Experts’ is also proposed to 
determine the final revenue projections to benchmark pain and gain sharing. 
tie is developing proposals for risk and reward sharing among the bus and 
tram operators, giving all parties an interest in growing tram revenues; and a 
marketing strategy for the tram, as part of an integrated service. 
Finally, there will have been many years experience of other schemes by the 
time the construction contract is committed; tie will continue to tap into that 
experience. 

21 In controlling capital costs, ensure the consequences for system efficiency and 
revenue generation are borne in mind: 

a The recommendation is noted and will be taken into account as budgets are 
finalised. 

22 Funding support decisions to be made clearer and more stable: 

a tie is engaged with the Executive on the funding mechanism. The early 
commitment of a f375m grant has enabled system planning to proceed on a 
firm footing, The potential of the Council to accept some element of the 
revenue risk sharing mechanism is another vital stabilising feature. 
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23 Local authorities to harness sources of funds other than public sector including 
congestion charging schemes and share of enhanced trade and land values 
table: 

a The revenues from congestion charging will be used for transport 
improvement and have been specifically earmarked for Line 3. 

b A number of Section 75 agreements have been reached on development sites 
which will contribute to the Line 1 and 2 funding. tie is progressing plans to 
develop Council-owned land sites around the tram routes and will work with 
the Council’s development company, EDI, on future opportunities. 

c A non-statutory development gain policy mechanism has been developed. 
This will clarify value sharing on future private sector development around the 
tram routes. Other initiatives at an early stage of consideration include 
advertising revenues and small-scale commercial development at tram stops. 

24 The NAO report produced a number of recommendations designed to ensure that 
light rail achieves its objectives in the most effective way. As is evidenced above, 
action has already been taken, and is continuing to be taken, to tackle issues 
identified by the NAO, and to implement its recommendations. Furthermore, tie 
will continue to use experience elsewhere to augment its own capabilities, thus 
contributing to implementing a high quality, efficient tram system in Edinburgh. 

Financial implications 

25 There are no financial implications for the City of Edinburgh Council. 

Recommendations 

26 To note this report. 

Andrew Holmes 
Director of City Development 

Appendices None 

Contactltel Chris Day - 0131 469 3568 

Wards affected All Wards 

Background None 
Papers 
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Agenda item: 

Report title: National Audit Office report on light rail 

In accordance with the Council's Standing Orders, the contents of this report 
have been noted by the appropriate Executive Member. 

Without prejudice to the integrity of the report, and the recommendations 
contained within it, the Executive Member expresses hidher own views as 
follows: 

For information - Standing Order 57(1) states: 

"Heads of Department will prepare reports, with professional advice and recommendations, on matters 
requiring decisions by the Executive: 

h a report seeking decisions on matters of corporate strategy, corporate policy and corporate 
projects will be submitted direct to the Executive 

Y a report seeking decisions on matters relating to the special responsibilities allocated to an 
individual member of the Executive will be submitted, in the first instance, to that member. The 
member will add his or her own recommendation to it before submission to the Executive. Where 
the Executive member disagrees with the advice and the recommendation of the officers, the 
Executive member will also state his or her reasons." 


