CROSS RIVER TRAM SCHEME – FINANCE QUESTIONS
· Why is there no budget for the scheme?  Is this likely to change in the future?

There is currently funding in TfL’s Business Plan until 2010 to develop the CRT proposal.  However, the 2007 Spending Review between the then Mayor and central Government provides no capital funding for the scheme.  TfL has recently published a Business Plan to take account of the Spending Review.  The priority schemes are Crossrail and the Tube upgrades.
The then Mayor agreed a 10 year settlement in 2007.  TfL has benefited from stable long term funding, which underpins the borrowing programme.  It is possible the current Mayor may want to revisit the settlement at the next Spending Review, particularly around Metronet and Crossrail issues.
· Could central Government pay more for the scheme?

See answer above.

· Will there be funding for the scheme after 2017?

TfL has no agreed funding beyond 2017.  Crossrail construction should be finished by then, but TfL expects funding pressures to continue and difficult choices will need to be made between schemes.
· What about funding the tram from S106, Community Infrastructure Levy or Supplementary Business Rates?

It would be unwise to assume significant funding from any of these sources.
The Government has introduced a Bill on SBR, and had previously published a White Paper.  The then Mayor agreed with Government in 2007 that he would be prepared to use all the SBR powers he was given (likely to be a 2p rate across Greater London) to support borrowing for Crossrail.  The Crossrail SBR is expected to start in 2010 and to continue for 20 to 25 years.

On Section 106, the Crossrail agreements and the TfL Business Plan assume the Mayor will raise £300 million from property developers in Central London and Docklands for the benefit of Crossrail.  The Mayor has published draft amendments to the London Plan, which have been sent to the Assembly.   this.  Any CRT contribution would need to be in addition to this, which is likely to limit very significantly what might be available – particularly from the high value areas in the middle of the route.
The Government has obtained legislation on a Community Infrastructure Levy, and has published guidance for local authorities, but has not prepared detailed regulations.  So the arrangements in London are not yet known.  The Crossrail agreements contain provisions for the Mayor to use any CIL funding on that scheme first.
· Could the private sector finance the tram?

There are various possible models of private finance.  The private sector will not pay for the tram in the long term, but may pay for the capital costs in return for payments once the tram is operational – private finance.  Depending on the accounting treatment, private finance contracts can be ‘off balance sheet’ throughout or ‘on balance’ sheet’ either throughout or from when the scheme opens.  ‘On balance sheet’ schemes reduce TfL’s ability to borrow for other investments (including Crossrail and Tube upgrades).  Private finance arrangements can have advantages in value for money terms, delivering tram schemes to a fixed cost; but experience, notably with Croydon, is that there can be significant disadvantages from certain types of structure.
· What about a fully off-balance sheet arrangement such as Nottingham?

This is an example of a successful light rail PPP scheme, where there are current plans for an extension.  The private sector is remunerated through a mixture of revenue and availability payments.  There are two problems with a similar structure for CRT.  The first is the transfer of revenue risk to the contractor and the second is that, with changes expected to the accounting rules, it is possible that similar schemes in the future would not get the same accounting treatment.
Nottingham also benefited from on balance sheet Government grant.
· What have you learnt from Croydon?

TfL brought the Croydon Tramlink back into the public sector earlier this year as a way of resolving the PFI’s continuing financial problems and ending a series of disputes around revenue issues and competing services.  One of TfL’s strengths is its ability to manage fares and ticketing issues in an integrated way across London.  Revenue risk issues were a significant contributor to the PFI’s problems, and TfL will be very reluctant to transfer passenger transport revenue risk in future.
· Why can’t it be procured like Edinburgh?

Edinburgh is funded as an on-balance sheet scheme, but the promoters used a procurement method which incorporated some of the lessons of PFI.  So there may be some procurement lessons, but there is no help on funding or financing.
· Why does TfL want to hold the revenue risk?

See answer on Croydon.
· Could there be an infrastructure and rolling stock concession?

· Would that offer good value?
Yes it could be a useful procurement approach.  The DLR extensions are essentially infrastructure concessions, and have had successful results.  But this approach would be likely to be ‘on balance sheet’ at the end of construction.  Adding the rolling stock is unlikely to make a difference. 
· Could it delay the budget impact until 2018, allowing a start in, say, 2015?  

Yes, but there would be a significant budgetary impact in the opening year – which would delay other investments, depending on the overall financial position..
· Would a PPP still work if construction were phased?

Phasing should be possible; PPP arrangements can be inflexible and expensive with options which are not certain to proceed at the point of signature.
· What about leasing the rolling stock?

Light rail rolling stock can be leased, and this can be an efficient and ‘off balance sheet’ form of finance.  The stock does need to be of a standard type.  But the infrastructure still needs to be financed separately.

· Can’t we change these accounting rules?!

These are essentially set by Government.  
· What about an off balance sheet PPP like Dublin (or Coimbra, or …)

Light rail concessions are, perhaps, treated more toughly in the UK than elsewhere.  The rules in the Eurozone are more relaxed.  Really an issue for Government and the Office for National Statistics.

· Why not just build it, and worry about the budget later?  The money involved is small, compared to the other uncertainties in the TfL business plan.

It is important that TfL manages its finances prudently – not least because of its favourable external credit rating and its good reputation with the markets and Government.

