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1

Introduction

1.1

This Supplementary Proof of Evidence considers two main issues critical to

the overall scheme appraisal for the Mersey Gateway Project and in particular
the Appraisal Summary Table (AST). These are the social distribution of costs
and benefits and the calculation of the value for money of the scheme, notably
the Benefit to Cost Ratio (BCR).
2

Social distribution

2.1

The first is the issue of social impact, where there are bound to be

important effects on lower income groups because of the tolling system as well
as the nature of the scheme. There is no detailed analysis of this presented to
the Inquiry, nor any specific scheme to moderate or compensate for such
effects. There are aspirations regarding the use of discounts for local residents
and the improvement of public transport, but no specific schemes. Most
importantly there has been no modelling or other assessment of what impact
these would have on the overall costs and benefits and thus on value for money.
It should be noted that reducing the social disbenefits through toll discounts
would increase traffic, and thus impose extra congestion and carbon costs. It
would also reduce toll income and this would have to be reflected in the
concessionary agreement, or compensation paid to the concessionaire.
2.2

The preferred option would be to show the distribution of costs and

benefits by area and purpose. Such analysis is described in webtag, Unit 2.5,
paras 1.5.11-12 (Appendix 1).
2.3

Some data on journey purpose and income is implicit in the analysis of the

impact of tolling, through the analysis of low, medium and high income users in
the appraisal. This data was requested from the proposers and is set out below.
It expands upon the information in Appendix 7 to Mr Pauling’s Proof, contained
in HBC/8/2A. Area based data, which would reveal the impact on locally
deprived areas, is not available.
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2.4

As might be expected, the reductions in traffic from tolling are strongest

in the lower income groups. It should be noted that the percentage changes in
the tables all refer back to the numbers set out in the Do Minimum column.
Thus in the first two tables in 2015 the preferred Medium Level (ML) toll
produces a 5% reduction in low income commuters compared to the Do
Minimum, instead of an 8% increase if the bridge were built with no tolls. For
other non-business trips, the reduction is 11% instead of a 7% increase.
Expanded Table A7.15

Expanded Table A7.16
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2.5

The next two tables show the impact of the preferred toll level at different

times of the day.
Expanded Table A7.17

Expanded Table A7.18

2.6

Overall this indicates that the suppression of cross river journeys for low

income users is significant when compared to the Do Minimum in all conditions
except for the PM peak in 2030.
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3

Costs, benefits, BCRs and value for money

3.1

Where there are high costs and benefits from changes in tax income or

user charges, BCRs are difficult to compare with those from more conventional
schemes. This is widely recognised, and the DfT discusses the issue and how it
intends to deal with it in the NATA Refresh document, Chapter 4 “Prioritising
using the benefit-cost ratio” (Appendix 2). This also sets out the changes that
will be made from April next year.
3.2

In the case of tolling and user charging schemes, BCRs will quite often be

negative and when toll income is included are not strictly comparable to
“normal” BCRs. However, the cost benefit results are important, because in
welfare economics the measurement of value for money is assessed in terms of
society as a whole. The issue is how to assess and compare them.
3.3

One of the changes set out in the NATA document concerns the placing of

indirect tax revenue. In future this will no longer be set against the capital cost
(PVC) of transport schemes (either increasing or decreasing them), but included
as a balancing item set against benefits (PVB) such as time savings. User
charging is still to be retained in the public sector costs section.
3.4

Applying this new approach would have the effect of turning the current

public sector cost negative, and thus the BCR would go negative. Adjusting the
TEE table gives negative value for costs of -£59.7million and a BCR of -6.1.
NATA recognises that such BCRs are “essentially meaningless”1 although a
positive value for benefits can still represent good value for money.
3.5

In order to produce a more comparable picture of scheme costs and

benefits, it is possible to look simply at resource costs in what is called a social
cost benefit approach. Such analysis is also supported by the NATA refresh
document and is considered useful “particularly where revenues are significant”
(para 37).

1

TUBA Frequently Asked Questions, page 5, webtag (see annex 1, attached)
www.dft.gov.uk/pgr/economics/software/tuba/tubafrequentlyaskedquestions.pdf
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3.6

It is possible to get a reasonable estimate of what such an analysis would

look like from the TEE table and scheme costs.
3.7

In this regard the use of both 2002 and 2007 prices in the proposers’

Proofs has now been clarified. As expected, the TEE table is in 2002 prices as
required by DfT guidance. The scheme costs in CD17 and Mr Nicholson’s Proof
are in 2007 prices. Converting the latter to 2002 prices using RPI gives a PVC of
£514million. After removing toll costs, the user benefits in the TEE table amount
to £847.6million. However, these include tax benefits. Assuming these are the
same as the tax losses in the TEE table, the new benefits would be
£714.9million. Adding the accidents, carbon and maintenance benefits the new
PVB total is £775.8million. This gives a BCR of 1.51, just within the medium
value for money category.
3.8

This calculation still requires caution in its interpretation because the user

demand on which it is based has been influenced by pricing. However, the
general conclusion, that the scheme’s value for money is in the medium
category, is confirmed by the detailed work that the DfT has been doing with the
proposers. This is contained in one of the answers to my questions, as reported
in the Annex to this Proof (Appendix 3)
3.9

It should also be noted that the use of a 60 year time period for benefits

has inflated the BCRs of all schemes which have a positive net benefit. This has
the effect of moving a greater number of schemes into the “high” category.
Thus the DfT are introducing a fourth category of “very high” for schemes with
BCRs over 4 and the “high” category will be for BCRs between 2 and 4. About
half of the “high” schemes become “very high” and DfT will “encourage
promoters to achieve the best VfM and not just “High” VfM”. This change came
into effect for DfT purposes in April this year.
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4

Conclusions and the AST

4.1

The original Proof pointed out that the lack of specific alternatives or any

testing which included schemes to improve walking, cycling and public transport
meant that value for money could not be properly established. It also means
that entries in the AST which are based on the “Sustainable Transport Strategy”,
and not the proposed new bridge, should be omitted. For example, the entries
under “Option values” and Transport Interchange” should be neutral. The
“Strong Benefit” in the Accessibility entry should note the adverse impact on low
income car users.
4.2

It also pointed out that the fact that the broad area of the North West

included in the model predicted serious increases in emissions from today, and
thus from 1990 levels. These are the base year for the UK Government’s
greenhouse gas emission targets. The predicted levels would breach the targets
in the Climate Change Act and the draft budgets from the Committee on Climate
Change. (Appendix 4). The targets and budgets agreed under the Act will be
legally binding.
4.3

Not to mention this fact in the AST is a major omission. At the very least

it should be included as major adverse in the Other Government Policies section.
It should at least be flagged up in the Greenhouse Gases section. While there
could be some discussion about where such a conclusion is best situated, leaving
out this very serious conclusion altogether is completely inappropriate.
4.4

This Supplementary Proof points to further omissions – the lack of a social

distribution analysis using the results from the traffic model, and thus related to
the proposers’ best estimate of the future, is particularly unfortunate given the
needs of the local area. If the intention to give local discounts is genuine, they
should be modelled. They will have a significant impact on traffic flow and long
term costs. The final issue is the difficulty in comparing the BCR with other
schemes. The entry should be “Medium” value for money in the AST, not
“High”, the third out of four categories.
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Annex 1
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