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Appendix C        10 December 2004 
  

Edinburgh Tram (Line Two) Bill 
 

Incremental sources of income 
 
1 This note provides some detail on the incremental sources of income being 

examined by tie as potential private sector funding sources for the tram 
project.  This work should be regarded as at an early stage an action is 
underway to improve the reliability of the estimates to support the outline 
business case due in early summer 2005.  Some of the narrative below is 
already presented in the PFC. 

 
2 tie has examined a wide range of potential private sector sources. In this note 

we do not address funding of a debt nature, such as that embedded within a 
PFI SPV, since any such funding requires full repayment (with a return) and 
therefore creates no net additional funding for the project. In this context, 
equity funding is similarly disregarded. These sources are of course 
fundamental to the funding of a PFI structure and are being addressed in 
parallel. The focus here is on absolute receipts or income for the project. 

 
 
Property Development Related funding sources 
 
3 It is widely recognised that the introduction of a tram or light rail network has a 

positive effect on the value of property in near proximity to the routes.  tie has 
examined how best to exploit this feature and develop additional funding for 
the tram project. Colliers CRE were engaged to provide professional support.  

 
4 The opportunities are as follows. 
 
  
Council-owned Development Sites adjacent to tram lines 
 
5 The potential of many sites has been assessed as either too small and / or too 

difficult to extract but a number have been identified for further development 
activity. The sites have widely differing characteristics and potential.  

 
6 The potential value is very subjective, but an early assessment is that this 

portfolio could directly or indirectly contribute up to £5.0m million to tram 
funding in 2004 prices, with £2m accruing on Line 1 and £3m on Line 2. The 
cash would be realised partly before and partly after tram construction. 

 
7 Realising this value will be partly dependent on a joint venture arrangement 

with EDI (an arms length Council owned company with significant 
development expertise). The key principles are: 

 
• EDI and tie collaborate on achieving planning permission for site 

development through normal planning procedures; 
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• If planning permission is achieved, the Council contribute the land 
holdings to tie at market value, mandated by an option agreement 
entered into by the Council and tie. The consideration is additional 
share capital in tie to be owned by the Council; 

 
• tie then contribute this land to an SPV established by EDI to execute 

development. tie therefore receives cash or other consideration for the 
land which is available for tram project funding; and 

 
• The SPV develops the land and sells on to the private sector. After a 

developer return to EDI, incremental profits are shared, potentially 
providing additional cash for project funding. 

 
8 It is anticipated that further sites will be identified and developed jointly with 

EDI under these arrangements. This overall approach has been endorsed by 
the Council. 

 
Existing Section 75 negotiations  
 
9 These have been handled by the Council planning officials under normal 

process and have yielded land contributions to the value of £13.6million in 
2003 prices, split £8.8m to Line 1 and £4.8m to Line 2. 

 
Developer contributions 
 
10 The mechanism applied here is the formula-based agreement with property 

developers which calculates a developer contribution dependent upon 
proposed type and scale of development and proximity to the tram lines. The 
policy was implemented by the Council in April 2004 and is currently being 
used as the basis for assessing appropriate contributions on specific 
development proposals. The policy offers an attractive long-term cash-flow 
from all future development related to the tram route above a specific size. 
Developers are given clarity in advance of submitting applications as to the 
level of contribution required, rather than subject to more ad hoc negotiations. 
Cash flow generated would require to be hypothecated to the tram project and 
shared to a limited extent (16%) with public realm activity.  

 
 
11 The estimated cash flow is difficult to estimate at this stage. Colliers examined 

the footprint around the tram routes (which comprises some 46 sq km, or 
17.5% of the CEC area) and performed an area by area assessment of the 
development potential including a review of recent development experience.  

 
12 At the lower end of estimates, the modelling assumed relatively modest 

mainly residential development, while at the upper end more optimistic 
assumptions were made about residential development along with 
commercial and industrial. 

 



 

 3

13 No allowance was made for potential Line 2 development between the Airport 
and Gogar since this is dependent on strategic land use decisions which 
appear to be some way off.  

 
14 Colliers advised the use of Valuation Office Agency / Treasury Guidelines on 

the appropriate index, currently approximating RPI plus 2%, to apply inflation 
in the projections.  

 
Specific large-scale development 
 
15 The policy consultation specifically provides for “large-scale” developments to 

be subject to specific negotiation relevant to the circumstances of each site. 
 
16 There are a number of key locations around the tram routes which, because 

of their scale, demand specific attention. Negotiations conducted to date have 
produced contributions which are reflected in the S75 above. Further 
examination of these opportunities is continuing. 

 
Small-scale development  
 
17 The potential for small-scale property development around tram stops will be 

examined once the planning guidelines are settled.  This would incorporate 
retail and vending facilities and would be focussed on the major transport 
interchanges and stops. The estimation is again highly subjective but is 
modelled at £30k pa on each line. 

 
18 Further work on these opportunities is ongoing. 
 
 
Commercial Income 
 
19 There are two potential sources of incremental commercial income: 
 

• In-tram, tram-stop and tram exterior advertising; and 
• Marketing driven revenues. 

 
 
In-tram, tram stop and exterior advertising 
 
20 In total, the system will have up to 31 vehicles carrying up to 220-300 people 

per tram (depending on final specification decisions) with total expected 
passenger journeys initially of approximately 15m pa. The captive nature of 
the audience and the lack of distraction make in-tram advertising attractive.  

 
21 tie has taken advice to assess how much space might be of potential value, 

while maintaining consistency with the objectives for tram décor quality, and 
assessed how much revenue this might produce. The operator contract which 
has been negotiated under the DPOFA structure leaves control over the 
development of these sources of income under the control of tie and 
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accordingly all revenues less direct costs of delivery will flow to the tram 
project. 

 
22 The value of tram stops as advertising media varies depending on location 

and passenger volume but again holds significant potential. There are 
important planning and legal aspects to address but these should not prevent 
progress.  

 
23 The market for exterior vehicle advertising, either in panel form or 

“wraparound”, is also well-developed. This will also require to respect design 
and image constraints.   

 
24 The space rates assumed were in line with 2003 market prices for bus 

vehicles and bus stop locations. 
 
25 Transdev were consulted on the estimates and concur with their deliverability. 
 
 
Marketing driven revenues 
 
26 The revenue projections in the model are based on transport usage patterns 

and availability rather than the subject of specific targeted marketing in favour 
of tram patronage. tie anticipates the appointment of marketing management 
to develop and drive incremental revenues. In addition to Edinburgh public 
patronage, this would also focus on the tourist potential, both normal usage 
and tourist-trip specific and the use of the tram, perhaps in conjunction with 
Park and Ride facilities and feeder buses, for major events at Edinburgh’s 
three main sports arenas, festival events etc. Detailed bus and tram service 
integration dialogue has commenced and the objective will be to optimise 
overall public transport patronage, with marketing directed at enhancing PT 
usage, including these special event and promotion initiatives. 

 
27 Clearly, this estimate in particular is highly subjective at this stage, but 

experience from other schemes reinforces the potential. Transdev were again 
consulted and concur. 

 
28 The aggregate of the potential from these sources is estimated at £27m-£52m 

for Line 1 and £23m-£45m for Line 2, all stated in 2003 prices. This 
represents the range of possible sources of funding additional to that provided 
by (1) the Scottish Executive and (2) arising from operational surpluses less 
lifecycle costs. There remains substantial subjectivity around the estimates, 
but the range quoted appears to be a reasonable estimate of deliverability.  
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Other possible sources  
 
The Case for Edinburgh 
 
29 The Council has submitted a comprehensive case to the Scottish Executive 

highlighting the investment required to sustain and grow Edinburgh’s 
economy for the benefit of the Scottish economy as a whole. This includes 
transport and specifically the tram project. Discussions with the Scottish 
Executive are at an early stage and no allowance has been made for funding 
from this source. 

 
Project related revenues – not reflected in the projections 
 
Ticket non-payment penalties. 
 
30 Fare increases by bus operators driving tram revenues ahead of those 

modelled – the evidence is that revenues for the tram are relatively 
understated relative to recent fare changes 

 
31 Uplift in car parking revenues due to tram implementation arising from 

changes in the transport modelling, notably use of car parking for short rather 
than long stay. 

 
32 These issues require further detailed assessment before they can be 

regarded as reasonably visible sources of income. 
 
Capital cost and funding items 
 
33 Residual value of system – this matter is under discussion with the Scottish 

Executive within an assessment of current HM Treasury guidance. Currently, 
no residual value is allowed for, although given the long life nature of the 
assets and the life cycle maintenance plans, this is a particularly prudent 
assumption. The asset will be expected to have a life beyond the initial 
contract period and maintenance requirements will be installed in the contract 
to ensure the system remains a valuable operating asset beyond the end of 
the contract. 

 
Extension of operating period – as for residual value treatment 
 
34 Proceeds of disposal of Council-owned assets and investments – with the 

exception of land sites related to the tram project, the Council have no plans 
to generate cash-flow from such disposals for the specific purpose of funding 
the tram project  

 
Congestion charging cash flows 
 
35 The 2002 Preliminary Business Case assumed congestion charging cash 

flows would be available for the tram project. It has since been determined 
that it would be imprudent to continue that assumption in the context of this 
document. It remains open to the Council to review their utilisation of 
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congestion charging cash flows should it proceed, however at this stage no 
assumption of availability is made in addressing the funding of Lines 1 and 2. 

 
 


