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Analysis of contractual structures for procurement of net phase two
Contractual Structure

Description

Option 1 - Design, Build, Under this option a single
Finance, Operate and concessionaire
would
be
Maintain (DBFO)
appointed as the sole point of
accountability for all aspects of the
Example - Line
project, including design, build,
One
funding, operation, maintenance
and integration with the existing
Line One.
The concessionaire
would be paid by reference to
service based outputs, such as
timetable and ride quality and not
by reference to availability of
infrastructure. DBFO is the basis of
Line One. There is a single point of
accountability for all services and
all key risks are transferred
(although it is recognised that in
today's market, better value for
money may be achieved if certain
risks are shared between the
public and private sectors).

Advantages

Disadvantages

• Integration risk is fully transferred.
NET Phase Two differs from tramway
refurbishment or entirely new
systems because of the requirement
to integrate Phase Two with Line
One, both in terms of the
minimisation of disruption to Line
One services and inter-operability of
infrastructure and vehicles.
• This structure incentivises whole
life costing more than any other, as
the concessionaire is responsible for
all aspects of the project from design
through to operation, for the
duration of the contract period.
• The payment mechanism provides
greater incentive than under any
other procurement option to achieve
passenger focused outputs (e.g
service frequency and ride quality).
• This structure does not require
upfront public sector capital funding
and therefore should be more
affordable.
• Potential to achieve off balance
sheet treatment.

• The experience from Leeds Supertram
and the South Hampshire Rapid Transit
has shown that long-term revenue risk
transfer may be unattractive to funders.
However, this can be mitigated through
the use of a revenue share mechanism
(if
required) or appropriate ratios between
debt service, unitary charge and
farebox revenue. Furthermore, there is
a degree of certainty in respect of
patronage figures as a result of
performance data from Line One.

Toll revenue

Revenue loss

Enforcement costs
Figure 3.1: Ratio of enforcement costs to collection of toll revenue

Figure 3: Vehicle miles travelled vs. gas consumption

Figure 3.2: Public acceptance for the introduction of toll collection systems

Figure 7: System architecture of manual toll collection system

CANARY WHARF in London's disused Docklands in the 1980s

The advantages of Land Value Tax










A natural source of public revenue
A stronger economy
Marginal areas revitalized
A more efficient land market
Less urban sprawl
Less bureaucracy
No avoidance or evasion
An end to boom slump cycles
Impossible to pass on in higher prices, lower
wages or higher rents
 An established and proven system

Over 60,000 workers are able to access these offices every day because of the public
investment in new roads, the Jubilee Line Extension and the Docklands Light Railway. The drop
in value of this land would be huge, if this massive public investment in transport infrastructure
had not been provided, and less than 6,000 people were able to access the site daily. The
London Underground Jubilee Line extension, which cost taxpayers £3.5 billion, could have been
financed in this way. At the time, it was estimated that as a result of the extension, land values
in the vicinity of just two of the stations, Canary Wharf and Southwark, increased by £2.8
billion, and, over the whole extension, by some £13 billion. In other words, had LVT already
been established, the public as a whole would have been the beneficiaries from the higher land
values created, instead of the private owners of land in those areas, who had contributed
nothing to the project.

