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Response 17       10 January 2005 
 

Edinburgh Tram (Line Two) Bill Committee 
 

Response to letter dated 17 December 2004 requesting addition information in 
relation to the general principles of the Bill  

 
 
The Committee would like you to:- 
 

• Conduct an additional sensitivity test whereby it is assumed that a £5 
one-way fare on EARL is in place and that there is no change to existing 
bus services operated by First Group to the west of Edinburgh.  For this 
scenario existing bus routes operated by First Group are assumed not 
to be integrated with the tram and that there is no competitive response 
by First Group following the introduction of Line Two 

 
1 The table below indicates the impact on Tram Line 2 ridership and revenue of 

the Edinburgh Airport Rail Link (EARL) project.  It includes the three scenarios 
that have been presented in previous responses (no EARL, EARL at a 
premium fare of £7.50 and EARL at the proposed tram fare of £2.50), together 
with two new scenarios.  These assume more modest premium fares on 
EARL at £5.00 and £3.75 respectively.  These new scenarios are shown in 
bold italics in the table below. 

 
2 The fares referred to above equate to half adult return fares.  The revenue 

forecast is adjusted to allow for reductions in revenue due to fare evasion and 
season ticket discounts.  

 
Comparison of Tram Patronage, Revenue and Operating Costs (OPEX) for Four EARL Scenarios 
 2011 2026 Annual 

OPEX 
 Patronage Revenue Patronage Revenue 2003 

prices 

PV Rev/ 
PV 

OPEX 

 (M) (£M) (M) (£M) (£M)  
No EARL 
(Base Case) 

5.38 6.69 
(6.36)* 

6.94 8.31 6.10 1.15 

EARL 
(£7.50 fare) 

5.01 6.09 
(5.79)* 

6.96 8.07 6.10 1.09 

EARL 
(£5.00 fare) 

4.97 6.03 
(5.72)* 

6.89 7.98 6.10 1.07 
 

EARL 
(£3.75 fare) 

4.92 5.88 
(5.59)* 

6.81 7.77 6.10 1.05 
 

EARL 
(£2.50 fare) 

4.66 5.08 
(4.83)* 

6.63 7.13 6.10 0.94 

*The figures in brackets include the impact of ramp up which reduces usage for the initial three years of 
operation while the public adjusts their travel to the new service.  This effect is insignificant from 2012 
onwards. 
 
3 All the scenarios in the table assume that existing bus services, operated by 

both Lothian Buses and First, are not integrated with the tram.  They also 
assume no competitive response from First or other bus operators.  We 
consider that this is a conservative scenario, in particular in relation to Lothian 
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Buses services who are already in discussions with tie, the Promoter and 
Trandev, the tram operator, in relation to integration of tram and bus services. 

 
4 As expected, the table shows that the forecast revenues for the new 

scenarios fall between the extremes of the previously reported scenarios with 
an EARL fare of £2.50 and £7.50.  However, it is important to note that Tram 
Line 2 revenue is similar in all three scenarios where EARL has a fare higher 
than Tram Line 2.  This indicates that there are a significant number of 
passengers (26,000 in 2011 conditions) who would use EARL if the fares 
were the same as on Tram Line 2 but would switch to the tram with a modest 
EARL fare increase of £1.25.  This indicates that there are a number of 
potential EARL users who only receive modest benefits in terms of 
convenience and journey time from the use of EARL (once access to their 
final destination is taken into account).  They would therefore be unwilling to 
pay a higher fare on EARL when Tram Line 2 provides a cheaper alternative. 

 
5 The table shows that Tram Line 2 would generate an operating surplus over 

the life of the scheme with both a £5.00 and a £3.75 EARL fare.  With a £5.00 
EARL fare, Tram Line 2 would breakeven in relation to operating costs at the 
end of the initial ramp-up period in 2012 and would generate operating 
surpluses thereafter.  If the EARL fare was £3.75 breakeven would occur one 
year later in 2013. 

 
6 This demonstrates that the Financial Case for Tram Line 2, in operating 

account terms, remains robust even with a modest fare premium on EARL.  
Where the EARL fare is either £3.75, £5.00 or £7.25, there is a positive 
financial case for EARL.  Where the EARL fare is £2.50 (which we do not 
consider realistic), the operating costs would be covered by about 2021.  In all 
cases, if Line 1 is also built the financial case improves further.    

 
• Conduct a similar test which considered the impact on patronage and 

revenue on Tram Line Two if a competitive response was made by First 
Bus (or another private operator) following the introduction of the Tram 

 
7 Following various discussions between tie and Arup, Arup confirmed that this 

sensitivity test was no longer required.  We understand that Arup are satisfied 
that there is unlikely to be a sustained competitive bus response to the tram.  

 
• Undertake a further written assessment whereby it is assumed that a 

concessionary fare scheme (the same scheme that applied to bus) is 
introduced to Tram Line Two 

 
8 The base case patronage and revenue forecasts that are presented in the 

Preliminary Financial Case and the STAG Appraisal assume that full fares are 
charged on both bus and tram.  This represents a situation where there is the 
same concessionary fare regime on both bus and tram and the operator is 
reimbursed for revenue foregone as a result of offering the concession.  
Reimbursement for accepting the concession is considered as part of tram 
passenger revenue.  Accordingly the base case assumes that the same 
concessionary fare scheme applies to both bus and tram.  



 

I:\Template Pilot\Normal.dot 3

 
9 However the Minister for Transport, Nicol Stephen has stated that the national 

concessionary fares scheme only applies to buses although he expects to be 
lobbied on the issue should the tram bill be approved. [Official Report 8 
December 2004, Col 191].   

 
10 Accordingly, we have also examined the implications of two further scenarios 

where: 
 

1. Free travel is available to concession passengers on bus, but no 
concession is available to tram users. 

 
2. Free travel is available to concession passengers on bus, but a less 

generous – half fare – concession is available to tram users.  It is assumed 
that the tram operator is reimbursed for the cost of offering this 
concession.   

 
11 As noted in Response 14, comprehensive information on the proportion of 

concessionary travel on buses in Edinburgh is not available at this time. 
However, we understand it to be of the order of 16% of total usage. The 
maximum revenue at risk would be 16% times the proportion of tram users 
forecast to transfer from bus (80% in 2011, falling to 67% by 2026). This is the 
group who currently are attracted to use concessionary fares on the buses, 
and who might be deterred from using the tram if no concessionary fare is 
available. This equates to 12.8% of tram passengers in 2011 and 10.7% in 
2026. 

 
12 Separate data on concessionary and non-concessionary passengers is not 

available.  However, we have undertaken tests with the fare levels specified 
above and have calculated tram ridership and revenue.  We have then taken 
the weighted average of the results of these tests and the base test (which 
represents the situation of non-concession passengers).  The results are 
shown below. 

 
Comparison of Tram Patronage, Revenue and Operating Costs for Three Concessionary Fare Scenarios 
 2011 2021 Annual 

OPEX 
Rev/OPEX 

PV 
 Patronage Revenue Patronage Revenue   
Base Case 5.38 6.69 

(6.36) 
6.94 8.31 6.10 1.15 

Half Fare Tram 
Concession  

5.10 6.00 
(5.86) 

6.73 7.81 6.10 1.05 

No Tram Concession 4.91 5.99 
(5.70) 

6.59 7.75 6.10 1.03 

 
(*) The figures in brackets include the impact of r amp up which reduces usage for the initial three 
years of operation while the public adjusts their travel to the new service.  This effect is insignificant 
from 2012 onwards. 
 
13 The table shows that the impact on tram revenue of there being no 

concessionary fare is limited, leading to a 5% reduction in revenue in 2011 
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and 7% in 2026. The overall operating account financial case remains positive 
even where there is no concessionary fare scheme. 

 


