


 

 

 
 

 

 

FOREWORD 
 
To the Hon Stephen Rodan, MLC, President of Tynwald, and the Hon Council and 
Keys in Tynwald assembled. 
 
Strategic sea services are one of the most significant influences on the current and future  
economic and social wellbeing of the people of the Isle of Man.   
 
Tynwald recognised the importance of this in July 2016 when it debated strategic sea services 
and determined that a full economic appraisal be obtained to assess: 
 

a) the requirements for a ferry service; 
b) comparison with other similar ferry services; 
c) service level requirements; 
d) vehicle and operational requirements; 
e) commercial issues including length of contract and other potential models and; 
f) associated financial issues. 
 

Tynwald also determined in that July 2016 debate that: 
 

 all ownership models should be investigated and a report produced for debate and  
 decision by Tynwald.  

 
International economics consultants, Oxera Consulting LLP, were appointed to undertake the  
independent economic appraisal requested by Tynwald. 
 
Park Partners Limited of London had already been appointed by the Department of  
Infrastructure to provide specialist support on the strategic options for future sea services by 
evaluating alternative ownership models. 
 
I am pleased to present the reports produced by Oxera Consulting LLP and Park Partners  
Limited. 
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 matching the service level to the demand and expectations of users, and the 
flexibility required to adapt to changes in demand and user requirements; 

 clarity and transparency around any transitional arrangements to be made in 
the event that the terms of User Agreement are not met, or in the event of a 
change in operator. 

In our assessment of the optimal future set-up, we have divided the total market 
into two segments: ports; and ferry services. 

There are two key conclusions regarding the future of the ports serving the 
various Isle of Man connections:  

 from the perspective of short and long-term security of port access for freight 
and passengers, investment is required to secure at least one facility in GB 
(more than one facility may be required if freight and passengers cannot be 
handled in one location). In relation to the proposed new facility in Liverpool, 
care should be taken to ensure it can handle the longest ferries possible 
compatible with Douglas’ current and potential future maximum capacity 
(‘DouglasMax’); 

 notwithstanding that, the long-term flexibility of supply of ferry services would 
benefit from capacity expansion at Douglas to allow significantly larger ferries 
to use the port year-round. This would expand the harbour’s flexibility for 
many generations to come by recalibrating DouglasMax, and enable new 
options for ferry service provision in the much longer term through removal of 
a key barrier to route growth and therefore economic growth, acting as a 
catalyst to remove barriers across the network.  

As far as the ferry services themselves are concerned, we conclude that: 

 there is a need for at least one, if not two, daily freight connections throughout 
the year (one of which is a night-time connection); passenger demand is 
much more seasonal than freight, and it peaks around the major events as 
well as in the summer. Certain passenger segments also demand frequent 
daytime connections.  

 the pattern of services (including the number and type of vessels required, 
and the choice of vessel speed) should be re-defined to ensure a more 
appropriate balance between the economics of the market and political trade-
offs. This process will be enhanced by, but does not have to wait for more 
flexible capacity to be achieved at the ports; 

 services require a suitable level of resilience, meaning that an economic 
back-up vessel is required to deliver a consistent reliability of service 
throughout the year (in particular for freight); 

 the most appropriate ferry operating model is either a negotiated concession 
(i.e. an extension of the current User Agreement), potentially supplemented 
by the establishment of an overarching economic regulation framework; or a 
form of franchise (where the provision of services is tendered, and the 
vessels are provided either by the operator or by the state) or Joint Venture. 
In any scenario that involves departure from the User Agreement, the 
transition arrangements would need to be carefully chosen to maintain 
service levels and island employment in the interim period; these range from 
letting the current User Agreement run its course to negotiating its earlier 
termination (which may require asset purchases by the government). 
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We conclude that the actions to be taken regarding ports and ferry services, and 
the trade-offs these permit in relation to both the scope of ferry services, and the 
choice of how the government specifies those services, offer a strong foundation 
for decision-making. In particular, they would help to achieve the delicate 
balance of allowing the state to have sufficient control over the way in which ferry 
services are specified, and drawing on operator expertise to ensure efficiency 
and appropriate levels of service quality. 

To bring absolute clarity to that decision making, further analysis of the Isle of 
Man Steam Packet Company’s profitability, of the cross-subsidy in the system, 
and, hence, a revised set of ferry services could usefully be undertaken. We also 
recommend testing the value for money case for investing in long-term flexibility 
in port infrastructure. The Department should also consider re-running its market 
testing exercise with clarity over its appetite for re-negotiating the earlier 
termination of the current User Agreement, with a view to ascertaining the likely 
and unfettered appetite from other operators to bid for operating services, or 
entering into a Joint Venture with the government. 
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1 Introduction 

1.1 Background 

Oxera Consulting LLP has been commissioned by the Isle of Man Government 
Department of Infrastructure to undertake an assessment of the current ferry 
service on the island. This assessment is required by the Tynwald on the basis 
of a resolution passed in July 2016, which stated: 

[t]hat an independent economic appraisal is required which shall assess: 

(a) the requirement for a ferry service; 

(b) comparison with other similar ferry services; 

(c) service level requirements; 

(d) vehicle and operational requirements; 

(e) commercial issues including length of contract and other potential 
models;  

(f) associated financial issues.1 

As part of this work, we have assessed the current ferry services operated by 
the Isle of Man Steam Packet Company (‘IOMSPC’), as well as all other means 
of transport for both passengers and freight to and from the island. The main 
context for the resolution itself, as well as the report, is the proposal of a new 
long-term Strategic Sea Services Agreement, which would replace the current 
Linkspan User Agreement (‘User Agreement’) between IOMSPC and the Isle of 
Man Government.2 In the remainder of this report, we refer to this as the 
‘extension of the User Agreement’. 

We have relied heavily on information provided by the Department of 
Infrastructure, as well as selected information provided by IOMSPC under a non-
disclosure agreement. While we do not present any such information in this 
report, it has nonetheless been used to inform our conclusions. We have also 
conducted a range of stakeholder interviews with officials, consumer and 
business representatives, and Members of the House of Keys, who have 
provided valuable input and perspectives. 

1.2 Overview 

The remainder of this report is structured as follows: 

 section 2 presents the facts in relation to the current ferry, air and load-on-
load-off (Lo-Lo) freight services, for both freight and passengers; 

 section 3 analyses an extensive set of comparable ferry services in order to 
identify elements of the ferry set-up, and the wider regulatory framework, 
where the Isle of Man arrangement is noticeably different from those of other 
island economies; 

 section 4 considers what the optimal level of service to the island might be, 
and looks at various port and vessel ownership and management models; 

                                                
1 Tynwald debate of 19 July 2016. 
2 Our understanding of the offer is based on ‘Strategic Sea Services Agreement—Isle of Man Steam Packet 
Company offer’ dated May 2016, as well as discussions with both the Department of Infrastructure and 
IOMSPC. 
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 section 5 lays out the wider strategic options for ferry provision that are 
available to the Isle of Man Government, and provides an indicative estimate 
of the economic benefits from each option; 

 section 6 concludes by summarising the main findings of the report; 

 Appendix A1 contains the detailed overview of the individual comparators; 

 Appendix A2 explains more thoroughly the economic modelling underpinning 
the option assessment. 











 

 

Final report 

 

Economic appraisal of sea links at the Isle of Man 

Oxera 
12 

 

Note: Annual averages taken across the period of 2006–15. Scheduled departures exclude 
cruise passengers, visiting yachtsmen and some charter flights. 

Source: Oxera analysis based on Isle of Man Government (2016), ‘The Isle of Man in Numbers 
2016’, March, data tables. 

In terms of means of transport, residents tend to use air transport more than sea 
links. During 2015, 62% of residents’ travels were undertaken by air, while 
visitors’ travels were divided almost evenly between air and sea journeys.5 

Out of a total of approximately 288,000 visitors, most come from nearby areas of 
Great Britain, such as North West England—as shown in Figure 2.7. 

Figure 2.7 Isle of Man visitors by area of residence (’000, 2015) 

 

Note: Chart shows visitors’ scheduled departures by air and sea in 2015.  

Source: Oxera analysis based on Passenger Survey Annual Report 2015. 

While visitors coming from further afield were more likely to travel by plane, air 
travel seems to be relatively common even for the shortest journeys from North 
West England or Ireland, as shown in Figure 2.8. 

                                                

5 Oxera analysis, based on Passenger Survey Annual Report 2015. 
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although noticeably less by weight).10 It is particularly important for time-
sensitive deliveries due to the noticeably shorter loading time and higher 
frequency of sailings compared to Lo-Lo, since trucks can drive immediately 
to grocery stores and other outlets upon disembarking. 

Overall, the freight profile is not as seasonal as the passenger profile, and 
remains relatively consistent throughout the year.11 From interviews with local 
business representatives, we understand that the Isle of Man economy relies on 
at least once-daily freight supply, which typically arrives in the early morning and 
is used in particular to stock those shops that offer fresh goods supply. The 
same supply model is used for manufacturing and construction, and is often 
referred to as ‘just-in-time’ deliveries. There are no major warehousing facilities 
on the island that would allow for extensive stockpiling of goods. 

2.2.3 Supply 

Routes and operators 

There are currently two suppliers of shipping companies to and from the Isle of 
Man: 

 IOMSPC, which operates a Ro-Ro service on board its Ben-my-Chree vessel, 
which sails predominantly between Heysham and Douglas (as well as 
between Birkenhead and Douglas in winter, and on occasional trips to 
Northern Ireland and the Republic of Ireland); 

 Mezeron Limited Freight Services (‘Mezeron’), which operates Lo-Lo services 
between Ramsey on the Isle of Man and Glasson Dock (in England) and 
Belfast (in Northern Ireland). 

Figure 2.13 shows a map of these connections. 

                                                
10 Based on information received from Department of Infrastructure. If we were to assume that one trailer is 
approximately 20t in weight, Ro-Ro services would account for approximately 90% of total freight weight. 
11 Based on confidential freight volumes received from Department of Infrastructure. 
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Figure 2.14 Frequency of freight services by month and provider (2015) 

 

Note: IOMSPC services include sailings to Heysham and Birkenhead; Mezeron services sail to 
Glasson Dock and Belfast. Three services per week are assumed. 

Source: Oxera analysis, based on information from the Department of Infrastructure. 

Unlike passenger traffic, the freight market has seen some entry in recent years. 
In particular:12 

 Merlin Manx Containers operated a three-times-a-week Lo-Lo service around 
1990, initially using chartered boats equipped with self-discharging cranes, 
and later a shore-side tracked crane. The service reduced to a weekly 
weekend call using a container ship that served Liverpool to Belfast during 
the working week. This was discontinued due to losses; 

 we understand that there were another two smaller entrants between 1992 
and 2008, neither of which resulted in a long-term challenger;  

 in 2010/11, Mezeron started operating a competing Lo-Lo service into 
Douglas through a joint venture with a haulier, using chartered Eastern 
European ships, and undercutting IOMSPC. One major haulier and some 
retailers signed up with the challenger service, but subsequently returned to 
using IOMSPC after being offered significantly discounted freight charges 
(understood to be approximately 40%).13 As a result, Mezeron withdrew the 
Douglas service and returned to operating only a Lo-Lo service into 
Ramsey.14 

2.3 Vessel substitutability 

At present, the vessels that are used to serve the different connections to and 
from the Isle of Man form part of a relatively small pool of ‘bespoke’ vessels in 

                                                
12 Based on interviews with the Isle of Man Department of Infrastructure. 
13 We have been unable to trace the full business or consumer impacts of this change. Based on the 
interviews we understand that the retail prices for instance did not adjust downwards in response to this 
change, suggesting that the benefits may have been absorbed by the hauliers or retailers. 
14 We understand that another reason was the difficulty with same day deliveries being difficult to handle in 
Douglas harbour (based on an interview with IOMSPC). 
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on other routes, and their availability for short and/or long term charters is very 
limited.16 

This implies that the degree of substitutability of the existing vessels, and in 
particular Ben-my-Chree, with other craft is considerably more limited than in 
previous years.  

2.4 Overall summary 

Based on the analysis presented above, we conclude that: 

 the foot passenger market (i.e. passengers travelling without vehicles) 
appears competitive—air connections offer a faster and reasonably priced 
alternative to ferry services, even for short distances (e.g. from Liverpool, 
Dublin or Belfast); 

 ferry services have a monopoly over passenger vehicular traffic, with no 
available alternatives for travellers wishing to use their own vehicle,17 high 
barriers to entry, and no historical evidence of competition other than the 
Manx Line/Sealink service of 1978 to 1985; 

 the Lo-Lo freight segment is operated by a single provider, but certain 
competitive pressures remain due to its small size, some substitutability with 
Ro-Ro freight, and a lack of restrictions on additional operators to enter the 
market; 

 despite having only a single supplier, the Ro-Ro freight segment is 
contestable, and freight charges have been suppressed at least for a portion 
of the users since the last competitive entry around five years ago. Further 
entry into this segment would appear possible, but it is likely to reduce the 
profits available for cross-subsidisation of passenger services (this is explored 
further in the following sections). 

                                                
16 Based on own research and information from interviews with Department of Infrastructure and IOMSPC. 
17 The only (imperfect) alternative is renting a vehicle on the island, which enables flexibility of travel by sea 
or air.  
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3 Regulatory frameworks in ferry markets 

3.1 Need for regulation 

As with other ferry markets serving small islands, the market for elements of 
ferry services on the Isle of Man can be characterised as a natural monopoly—
high fixed costs, both per service and per operator, result in high barriers to entry 
in the market (in other words, replicating the current service is likely to be 
commercially unviable). The investment costs of running a service include the 
purchase or charter and maintenance of vessels and corresponding 
infrastructure on the landside. The costs of providing services include high fixed 
costs due to staffing and fuel—variable costs per passenger or per unit of freight 
are low by comparison. The proportion of total costs that are fixed also suggests 
that there are high barriers to entry in the market, which suggests that the market 
may benefit from some form of regulation. 

A range of options are available to the Isle of Man Government, from state 
ownership to measures that encourage competitive outcomes; these options and 
their strengths and weaknesses are discussed in section 5. There may be 
opportunities to create competitive conditions in some segments of the market 
that are more profitable—for example, services during peak periods (TT Races, 
summer, Festival of Motorcycling). However, this is likely to distort any current 
cross-subsidisation of services between peak and off-peak periods or routes 
(and, at least in the short term, may be subject to limitations on the pool of 
available vessels). 

Because of barriers to entry, it may not be possible for the market to be served 
by open competition, which suggests that, regardless of the model used in the 
Isle of Man market, some level of regulatory oversight may be required to ensure 
that objectives in the public interest are met. 

There are three distinct stakeholders in the regulation of ferry services on the 
Isle of Man; the key requirements for each group are listed in Table 3.1, along 
with other potential objectives (note that ‘operator’ applies equally to ferry 
operators and port operators). 
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constitute additional capital investment. Other elements of the offer include concessions for 
special offer fares and other initiatives which are not capital investments. We understand the 
proposal includes the introduction or maintenance of a third vessel; while this is not a capital 
investment, we recognise that this is represents an additional operating cost to IOMSPC.  

Source: Isle of Man Government (2015), ‘User Agreement: Briefing for Strategic Sea Services 
Working Group’, 26 October, slides 9–11; and IOMSPC (2016), ‘Strategic Sea Services 
Agreement – Isle of Man Steam Packet Company offer’, May.  

IOMSPC’s proposals extend also to other contractual provisions, such as 
commitment to guarantee Manx employment on the vessels, commitment to 
marketing spend or transparency over the consultation process in the event of 
planned service changes.  

3.3 Set-up of comparative ferry services 

In this section, we review the individual elements of the regulatory frameworks in 
ferry markets. We do this by, firstly, explaining conceptually why a particular 
element is relevant, and secondly comparing the set-up on the Isle of Man with 
the set-up of comparable services. 

3.3.1 Overview of relevant comparators 

In order to assess other regulatory frameworks used in similar ferry markets, we 
have considered the following comparators, which are all ferry operators 
providing lifeline services to small islands. No two ferry services are identical, 
and the range of companies investigated below is wide—rather than attempting 
to identify the best individual comparator, we look at trends observed across the 
group as a whole. These companies represent several of the operating models 
that can exist within the ferry industry.  

Table 3.4 lists the operators, regions and number of vessels in each market.  
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arrangements for their own vessels are likely to prefer longer contract terms to 
allow them more time to recover their upfront costs and reduce concerns over 
asset stranding. Outside of the regulation of ferry markets, the European 
Commission recognises the role that upfront investments may play in extending 
contract terms for public service operators in track-based transit modes.19 
Contract extension provisions serve to lengthen the operators’ timeframe for the 
recovery of investments, as long as the process and conditions for extensions 
are clearly outlined in the initial agreement. Contract lengths are also determined 
by the level of service offered; a greater service requirement may justify the need 
for a longer term to allow the operator time to recover investments in service 
level.  

Where the investments are transferable (i.e. the contract is for the operation of 
services and the vessels are leased to the operator, or can be sold onward to 
the next operator), contract lengths can be shorter as recovery is not necessary. 

Where the contract terms are shorter and investments are still required by the 
operator, the operator may expect a greater rate of return in order to be assured 
that its investment will be recovered within a shorter timeframe (or, alternatively, 
other provisions to prevent assets being stranded upon contract termination). 

Contracts in Denmark for ferry operators are about five to six years in duration; 
contract periods for Condor Ferries are for seven years and those for Serco 
NorthLink Ferries are for six years.20 In the case of NorthLink, there are no 
provisions for contract extension, and for Condor Ferries, the contract can be 
extended for a possible three years.21 The contract for Destination Gotland is 
expected to be renewed for a ten year period from 2017-2027; the operating is 
currently investing in a new ferry to be delivered in 2017.22 The British Columbia 
Ferry Service Inc. was created from what was formerly a Crown (government-
run) corporation in order to introduce a level of protection from political influence; 
the first service contract runs for 60 years with four-year regulatory review 
periods. 

In addition, any provisions for early termination of a contract should be outlined 
(including the process and conditions under which this is justified), to reduce the 
risk of uncertainty. Any agreement should include clear arrangements to ensure 
a smooth transfer of services from the provider to another provider at the end of 
the contract period, in order to reduce the operator risk from uncertainty and to 
ensure recovery of the investment made. While the proposed extension by 
IOMSPC includes the possibility of seven-year break provisions (or, conversely, 
equally timed contract extensions), it is unclear under what circumstances this 
would occur, how it would be undertaken, and what the transition arrangements 
would be. Without further clarity around when and how a break clause is 
exercised, there is a risk that the extension would be exercised in practice as an 
extended agreement until 2040, which would be exceptional given that contract 

                                                
19 The European Commission requires that the ‘duration of public service contracts shall be limited and shall 
not exceed 10 years for coach and bus services and 15 years for passenger transport services by rail or 
other track-based modes.’ Additionally, ‘the duration of the public service contract may be extended by a 
maximum of 50 % if the public service operator provides assets which are both significant in relation to the 
overall assets needed to carry out the passenger transport services covered by the public service contract 
and linked predominantly to the passenger transport services covered by the contract.’ See European 
Commission Regulation 1370/2007, Article 4, paras 3–4. 
20 Baird, A.J. (2012), ‘Comparing the efficiency of public and private ferry services on the Pentland Firth 
between mainland Scotland and the Orkney Islands’, 23 June. 
21 States of Jersey (2014), ‘Operating agreement between the Harbour Master of Jersey and Condor Limited’ 
para. 6.4.  
22 Rederi AB Gotland (2015), ‘Annual Report 2015’, pp 6 and 10.  
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lengths in most other ferry markets are for a substantially shorter period (even in 
arrangements that involve investments).   

3.3.3 Vessel ownership and management 

The Isle of Man economy depends on freight access to GB. Because vessels 
are essential in the delivery of freight, vessel ownership (either full or part-
ownership) would give the Isle of Man Government control over nationally 
important assets. It would therefore allow the government to focus the User 
Agreement on the operation of services, rather than larger investment decisions. 
The disadvantage of a model involving vessel ownership is the capital 
investment required to purchase them (although the prices will likely depend on 
the availability of outside buyers and demand for vessels of these sizes). 
Another disadvantage is that, once the vessels are owned by the Isle of Man 
Government, there is reduced flexibility in investing in new vessels should the 
requirements of the island change. Lastly, government may lack the expertise to 
buy and/or operate ferries, which an alternative ownership model (e.g. part-
ownership via a Joint Venture with a private operator) would be able to mitigate. 

In Clyde and Hebrides, vessels are owned by Caledonian Maritime Assets Ltd 
(CMAL), which is wholly owned by the Scottish government. Ferries that serve 
the Scotland Northern Isles routes (Serco NorthLink) are owned and leased by a 
third party. For the island of Gotland, the Swedish National Public Transport 
Agency (Rikstrafiken) decided to tender separately for the provision of ferries 
and the operation of ferry services.23 In most comparator markets, such as the 
British Isles (Condor Ferries), Isle of Wight (Red Funnel, Wightlink and 
Hovertravel), Bornholm (BornholmFaergen), Gotland (Destination Gotland), and 
British Columbia (British Columbia Ferry Services Inc), the operators own their 
vessels. The evidence from other markets does not point to a preferred model of 
vessel ownership; the example of Gotland suggests there has been 
consideration for the separation of the supply of vessels from their operation, 
while the remaining cases present a mix of government and operator-owned 
vessels.  

3.3.4 Port facility ownership and management 

The benefits of port ownership are similar to the benefits of vessel ownership: 
allowing an operator to control the port, both on the Isle of Man and at important 
terminals in GB, would reduce the Isle of Man Government’s bargaining position 
in the event of any disagreement. This was the case in the past when the 
linkspans were owned by IOMSPC.24 Any discussion of port facility ownership 
should note the potentially significant purchasing costs involved. 

In the Isle of Wight and British Columbia, ports are operator-owned, while in 
other markets (e.g. Jersey), they are government-owned. In Clyde and Hebrides, 
ports and vessels share the same owner (Caledonian Maritime Assets Ltd); in 
the British Isles, ports are typically privately owned by a third party. 

3.3.5 Investment 

The design of the User Agreement will have implications for the incentives for 
the operator to improve or innovate on service offerings. Incentives to achieve 
further efficiency or cost savings are built into the price control approach 
(discussed further in section 4); however, building in incentives to encourage 

                                                
23 Although the current operator uses vessels owned by its parent company. 
Baird, A.J. and Wilmsmeier, G. (2011), ‘Public tendering of ferry services on Europe’, Transport Research 
Institute (TRI), Edinburgh Napier University n. 49(2011), pp. 90–111. 
24 Based on correspondence with Department of Infrastructure.  
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flexibility in addressing the future direction of the market, rather than focusing the 
regulatory framework on cost, will allow the operator to explore other ways of 
serving the market that may result in large public benefits.  

Beyond efficiency, incentivising investment in non-cost factors, such as service 
quality or customer satisfaction, requires the operator to engage with: 

 customers, to understand what elements of service quality are important; 

 the government/regulator, to outline how these quality improvements are 
monitored/rewarded, through pre-established key performance indicators 
(KPIs).  

Investments in non-price factors may pose a risk for both the government or 
regulator and the operator; it may be unclear prior to the investment if 
consumers will respond or benefit significantly. However, customer engagement 
and the establishment of clear KPIs will reduce these risks to the operator as 
well as the risk to the government/regulator of service being artificially over-
specified (or ‘gold-plated’).  

An overview of comparators suggests that there is no clear precedent for 
providing effective incentives. Other sectors, such as water in England and 
Wales, are beginning to adopt an approach that includes incentives for customer 
engagement, and GB electricity networks are being regulated under an 
approach that incentivises efficient long-term investments.25 However, other ferry 
markets are recognising that investments in service quality can be beneficial—
for example, Bornholm’s ferry procurement process has evolved from a tender 
that was based solely on ‘lowest price’ to one based on the ‘economically most 
advantageous application’, which includes ferry quality.26  

3.3.6 Prices/fares 

Before analysing the specific prices and fares of IOMSPC services, it is 
important to understand the way in which these prices can change over time 
within the current (as well as the proposed extension of) the User Agreement, as 
well as the established norms of price regulation. 

There are two broad approaches to price control regulation. 

 Rate of return regulation. This approach sets the price that the regulated 
firm can charge to allow it to earn a specified rate of return, and no more. The 
regulator can achieve its objective of ensuring that firms do not make 
excessive profits, while still incentivising them to invest and supply the 
regulated product/service. However, it means that firms do not have 
incentives to operate efficiently, since they do not gain by reducing costs. 

 Price cap (RPI – X). This is a price-setting rule where RPI is the retail price 
index and X presents the expected annual gain. The regulator sets 
(maximum) prices directly by predicting the levels of efficient costs and 
demand, and adjusts prices for inflation based on the RPI. By letting the firm 
profit-maximise within a set price, incentives for efficiency are improved. 
However, the efficiency incentive produces an incentive to lower quality.  

Other difficulties with a price-cap approach include how to account for ‘cost 
pass-through’ components, set initial prices (especially given volatile demand), 

                                                
25 See Ofwat (2015), ‘Towards Water 2020 – policy issues: customer engagement and outcomes’, July; and 
Ofgem, ‘Network regulation- the RIIO model’, https://www.ofgem.gov.uk/network-regulation-riio-model. 
26 Baird, A.J. and Wilmsmeier, G. (2011), ‘Public tendering of ferry services on Europe’, Transport Research 
Institute (TRI), Edinburgh Napier University n. 49(2011), p. 97. 
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the cost of travelling an equivalent distance by road.32 Without support from 
government subsidies, as is currently the case for Caledonian MacBrayne, this 
would present a significant risk to the operator.  

Pass-through of benefits 

Another consideration concerns the mechanisms in the User Agreement that 
allow the benefits of price control incentives to be shared with users; it is 
important to balance the incentives to the operator to achieve efficiency savings 
and undertake investment with the objective of price regulation to deliver benefits 
to consumers. The length of the price control determines how long the operator 
can retain any efficiency savings: the shorter the price control period, the more 
quickly the framework can deliver savings to consumers by incorporating them 
into reduced fares.  

However, this can risk the appetite of the operator to invest in the service. If the 
proposed extension contained no break points, there would be a risk that users 
would not be able to experience as much of the benefit from efficiency savings 
as would be the case in regulatory frameworks with shorter review periods. Our 
understanding is that the current negotiating position involves seven-year-long 
review cycles (either break- or extension points within the contract), which 
should offer an appropriate balance of risk and reward for the operator. 

The proposed extension includes both the continuation of Manx RPI indexing 
(which allows fares to grow faster than other indices), and a commitment to 
greater availability of special offer fares, as well as an explicit revenue sharing 
mechanism if the services outperform the current business plan (such gains are 
to be invested in additional special fares, representing a potential upside for the 
users).33 On balance, and largely due to the Manx RPI indexing, it is unclear 
whether consumers will benefit from this agreement.  

Other measures taken in comparator markets include trigger mechanisms on 
operator profitability—in the case of Condor Ferries, any indication that the 
operator’s return on capital is outside of an accepted band triggers the 
opportunity for a price or schedule adjustment.34 Another mechanism is the claw-
back used in Clyde and Hebrides to ensure that any public subsidy above a pre-
determined profit level to Caledonian MacBrayne (including the operator’s 
return) is repaid by the operator.35  

Overall, given the general regulatory trends away from RPI indexation, any long-
term agreement would ideally be based on a CPI index. To the extent that 
current IOMSPC costs are RPI-linked, an option would be to include a transition 
period such that the index base changes at a pre-agreed point in time (e.g. the 
first contract extension/break-point). 

3.3.7 Minimum and delivered service level 

Lifeline services require a specification that operators will provide services 
outside of what would be commercially profitable (i.e. on a frequency or 
schedule that results in lower than optimal utilisation, or services outside of peak 
seasons). This may be required in cases where there is an argument for public 

                                                
32 Council of the Isles of Scilly (2011), ‘The Isles of Scilly strategic transport framework’, August, appendix D. 
33 It is worth noting that the proposed extension to the User Agreement features revenue share in case of 
over-delivery against the IOMSPC business plan, but does not feature any provisions in the case of under-
delivery against the plan (e.g. via explicit subsidies or concessions on the allowed price increases etc.). This 
means that IOMSPC is internalising a number of risks, e.g. wider economic shocks, changes in passenger 
travel preferences etc. 
34 ‘Operating agreement between the Harbour Master of Jersey and Condor Limited’, 2014, para. 12.5.2. 
35 ‘Public service contract between the Scottish Ministers and CalMac Ferries Ltd.’, Section 4.5. 
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benefit. It requires a balance between provision of a suitable service level, and 
an awareness that higher service specifications will raise costs and 
subsequently fares (see the cross-subsidisation discussion in section 4.2).  

There are trade-offs in terms of how stringent an authority may want to be 
regarding minimum service specifications. Limited specification, consisting of a 
relatively low base level of service for freight and passengers, will result in 
greater commercial flexibility for the operator. This may be preferable in cases 
where there is high variation in demand for services, because it provides greater 
control to the operator to determine what level of service is suitable for the 
market. This may reduce the risk to the operator by allowing greater 
opportunities to change costs based on changes in demand. Less specification 
would also be consistent with enabling the operator to deploy its intellectual 
property to devise commercially beneficial service improvements. 

A high minimum specification would reduce the flexibility of the operator to adapt 
services to meet changing demand, and would increase operator risk36—
however, the benefit is that this could provide the government or regulatory 
authority with greater control, and a greater assurance that a high level of 
service will be consistently delivered. For example, NorthLink Ferries must 
comply with an outlined timetable, reducing the operator’s freedom to adapt 
service levels.37 

Additionally, any agreement should outline clearly the process for intervention in 
the case of underperformance against the minimum service level, including the 
terms that lead to intervention and the level of intervention, in order to prevent 
risk from uncertainty. 

It is unclear how specific comparator agreements are in terms of the 
destinations/ports that operators are expected to serve. In principle, the 
agreement may specify which routes are operated, or it may let the operator 
determine what is most commercially viable. IOMSPC currently serves routes 
both to GB and to Belfast and Dublin. The User Agreement currently requires 
IOMSPC to operate a minimum of 63 return sailings to the east coast of Ireland; 
data from IOMSPC suggests that these services are unprofitable and cross-
subsidised by other services to Liverpool and Heysham. A future User 
Agreement may seek to improve the profitability of the operator by reducing this 
minimum service level requirement, which would improve the flexibility of the 
operator to meet demand. However, reducing the requirement would come at 
the cost of security of access to the Irish market, which may be important for 
some businesses on the island.38 It may be particularly important to consider the 
implications of keeping or removing an Irish sailing requirement in light of 
potential future changes to the UK’s relationship with the EU; access to Ireland, 
while currently unprofitable,39 may become important for security of EU access in 
the future.  

Public perception about the operator’s performance relative to a minimum 
standard is also important, as was highlighted by Condor Ferries’ response to 
past delays, cancellations and mechanical issues (see Box 3.2).40   

                                                
36 In circumstances where the service specification is tight, and volumes variable, costs become relatively 
fixed while revenues fluctuate. Operators will demand higher compensation under the contract as a 
consequence. In a tendered situation, this can also increase the risk of overbidding. 
37 Park Partners (2016), ‘IoM Strategic review of the User Agreement’, slide 59. 
38 Based on our interviews, we understand that some businesses that rely on freight access to Ireland would 
prefer a consistent, year-round service.  
39 Based on confidential information received from IOMSPC management. 
40 See Condor Ferries, ‘How are we performing?’, http://www.condorferries.co.uk/performance/. 
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exclude any financial involvement from the Isle of Man Government. In other 
markets, operators have relied on a level of government support; Serco Northlink 
in the Scottish Northern Isles received a £243m subsidy from the Scottish 
Government over a six year contract starting in 2012, and CalMac Ferries Ltd. 
received a subsidy from the Scottish Government of approximately £105m in 
2015.44  

We have been informed that IOMSPC is considering a range of financing 
options, including both debt and equity financing. The benefit of debt funding is 
its high availability for relatively low cost (compared to equity financing). In 
theory, it would also allow IOMSPC to retain a greater degree of managerial 
control than financing through equity, as equity financing involves trading a share 
of ownership in exchange for access to financing.  

Availability of debt financing is not generally considered a constraint; the only 
consideration is that if IOMSPC were to continue to build up debt, there would be 
a risk that the government would be implicitly viewed as guaranteeing any debt, 
which could create incentives for IOMSPC to adopt a risky level of borrowing. In 
addition, given its history of varied previous ownership and debt restructuring, 
and the implications that this might have for the operation of the service, there 
may also be a lack of public support for such measures.45 This consideration 
applies particularly if there is a perception that the revenues from a sole operator 
ferry service are used for excessive debt repayment as opposed to being 
reinvested in the service itself. Public opinion about the repayment of debt 
through what is regarded as a nationally important lifeline service may also deter 
IOMSPC from considering additional leveraging in this case. 

Figure 3.4 presents the structure of ownership and debt for IOMSPC and its 
parent companies; the restructuring means that Sealion Holdings Ltd does not 
have recourse to MIOM Ltd in the event of default.  

Figure 3.4 Current ownership structure and debt 

 

Source: Information provided by IOMSPC. 

                                                
44 Part of the subsidy provided to CalMac Ferries Ltd. Was clawed back as operator return was above the 
maximum allowable rate. CalMac Ferries Ltd. (2015), ‘CalMac Ferries Ltd. Directors’ report and financial 
statements for the year ended 31 March 2015’, 20 October, pp. 1 and 9. 
45 Park Partners (2016), ‘IoM Strategic review of the User Agreement’, slide 12. 
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As of October 2016, IOMSPC’s accounts show debt of approximately £95m, all 
of which is due to be repaid by 2026.46 

In other markets, ferry operators are highly leveraged: British Columbia Ferry 
Services Inc. lowered its leverage ratio to approximately 78% in March 2016.47  

In addition, contractual restrictions in a future agreement could be implemented 
to prevent the ferry operator from being excessively leveraged. This is a practice 
that is currently employed in the UK’s regulation of the national air regulation 
service provider, NATS (En route) plc (NERL), where a gearing target of 60% 
and cap of 65% were set for the second regulatory period. NERL is expected to 
notify the regulator if any shock results in the cap being exceeded, and to 
provide a justification (an unexpected event as opposed to financial restructuring 
or business underperformance) for a request to increase the cap temporarily.48  

3.3.9  Operator profitability 

The degree of government or regulatory authority control over how profitable an 
operator is will depend on the type of price control imposed in the procurement. 
Because ferry operators sometimes undertake large investments in very specific 
vessel types, it is reasonable to expect that a higher rate of return will be 
required to compensate for the level of risk undertaken. This may be the 
arrangement in a case where an operator is expected to invest in its own vessels 
and the market is subject to significant volume risk. In the Isle of Wight ferry 
market, two studies have been undertaken by the UK Competition Commission, 
in 1991 and 2009.49 The 2009 investigation found that Solent’s 12% return on 
capital employed (‘ROCE’) was ‘“substantial”, but not so excessive as to be 
against the public interest’.50  

In some cases where there is a lower level of risk for the operator, it would be 
reasonable for the operator to expect a lower rate of return. In the case of 
Destination Gotland, a lower level of risk was assumed by the operator because 
the arrangement was on a ‘net agreement’—i.e. the operator would be paid a 
fixed amount by the government and would collect revenues from capped prices 
for passengers, vehicles and freight.51 The Caledonian MacBrayne ferry 
operator, CalMac Ferries Ltd, receives government subsidies in return for a cap 
on its revenues at £1.5m per year.52 

Some terms will allow the government to share an operator’s profits to a greater 
degree—for example, the agreement between Condor Ferries and the Channel 
Islands allows the regulatory authority to review and potentially terminate an 
agreement if the operator’s return on average capital employed (‘ROACE’) is 
above a certain threshold for two years.53  

As shown in Figure 3.5, accounts for IOMSPC Group indicate the ROCE over 
the period of 2000–14 ranged from 4.2% to 21.8%, with an average of 13.6%, 

                                                
46 Based on interviews with IOMSPC management. 
47 Debt to equity ratio. BC Ferries, ‘2015/16 Annual report’, p. 49. 
48 UK Civil Aviation Authority (2010), ‘NATS (En Route) plc CP3 Price Control Review 2011-2014: CAA 
Decision’, December, para. 26. 
49 The 1991 Competition Investigation was undertaken by the predecessor to the Competition Commission, 
the Monopolies and Mergers Commission. 
50 ROCE is a financial ratio used to measure a company’s profitability. It is calculated as the ratio between a 
company’s earnings before interest and tax as a proportion of capital employed 
Office of Fair Trading (2009), ‘Isle of Wight Ferry Services: Market Study Findings‘, October, para. 6.130. 
51 Rederiaktiebolaget Gotland (2015), ‘Annual Report 2015’, p. 16. 
52 Park Partners (2016), ‘IoM Strategic review of the User Agreement’, slide 71. 
53 ROACE is a financial ratio used to measure a company’s profitability. It is calculated as the ratio between 
a company’s earnings before interest and tax as a proportion of capital employed, averaged over the 
financial year 
Park Partners (2016), ‘IoM Strategic review of the User Agreement’, slide 60. 





 

 

Final report 

 

Economic appraisal of sea links at the Isle of Man 

Oxera 
43 

 

3.3.11 Responding to changing demand patterns 

The market for passenger ferry services in the Isle of Man is characterised by 
low average demand throughout the year with high demand over a short peak 
tourist season (see section 2). IOMSPC may be subject to additional future risk if 
it competes with airlines for passengers. It is unclear whether the recent growth 
of air travel is due to a displacement of demand from the ferry or from growth of 
different visitor markets, although there are some indications that the strength of 
growth in short-stay holiday markets (which are more reliant on air travel) may 
exceed that of family holidays, which are more reliant on ferry services.55 
Regardless of the risk of decline in demand for ferry services throughout the 
year, it is important for the island to have sufficient ferry capacity to serve the 
short period in which the TT Races take place; 7% of residents are directly 
employed in the hospitality industry and the event is overwhelmingly the largest 
visitor draw for the island.56  

3.3.12 Cross-subsidy 

Other ferry markets may also require operators to deliver a certain standard of 
service, where not all elements of the service required are considered 
commercially profitable. If the operator is required to deliver both profitable and 
non-profitable elements of service, the costs from loss-making services may 
require cross-subsidy from the revenues of profitable services. This cross-
subsidisation may be between users (passengers vs freight), routes, or seasons 
(peak vs non-peak).  

Information received from IOMSPC confirms the presence of some cross-
subsidisation of off-peak and Ireland and Northern Ireland services by the peak 
and GB routes (see also section 4.2). Analysis produced by Oxera to assess the 
market for ferry services in Jersey and Guernsey concluded that some level of 
cross-subsidisation was required in the absence of support from the government 
on services that are not commercially profitable.57  

The current User Agreement caps the growth in the fare basket at Manx RPI, 
which provides flexibility to IOMSPC to differentially change the prices in fare 
and freight charges across routes and times. We understand that the current 
proposal would change the cap to apply to all standard fares and freight 
charges, which would reduce the ability of IOMSPC to cross-subsidise services 
should future demand patterns change. Given the limited control over the shape 
and structure of the cross-subsidy under both the current and the proposed User 
Agreement, it may be beneficial to put specific provisions enabling such cross-
subsidy into the contracts. 

3.4 Overall assessment of regulatory frameworks 

Table 3.6 summarises our overall conclusions about the Isle of Man regulatory 
framework for ferry services, as implied by the extension of the User Agreement 
being proposed by IOMSPC to the Isle of Man Government.  

Table 3.6 Comparison of minimum service requirements 

                                                
55 Isle of Man, ‘Destination management plan 2016-2020’, pp. 24–5. 
56 Isle of Man, ‘Destination management plan 2016-2020’, p. 9. 
57 Oxera (2009), ‘The supply of ferry services: a policy assessment’, prepared for the States of Jersey, June, 
section 4.2. 
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4 Optimal service level and ferry asset ownership 

Abstracting from the current ferry service provision, this section focuses on how 
the optimal service level for the Isle of Man might look. We explore first the 
highly seasonal nature of demand for passenger services, and the relatively 
balanced need for freight services, and look at the various modes of ownership 
and operation of the respective ports and ferry services. 

4.1 Nature of demand 

The market for the provision of ferry services to the Isle of Man is characterised 
by: 

 a lifeline service—while other transport options may exist for some 
passengers (air links are discussed in section 2), the Isle of Man relies 
significantly on freight transported from Heysham by ferry. There is no 
substitute for this in the foreseeable future. Even for foot passengers, travel to 
the island by air may not be an option for those participating in two of the 
island’s largest events, where motorbike transport is required. Local residents 
may also consider travel to Liverpool by ferry essential for medical and health 
reasons (where air travel is not a feasible substitute); 

 highly seasonal demand for services—capacity requirements for travel 
to/from the Isle of Man are determined by two weekend periods each year 
around the TT Races, with a smaller surge in demand in August for the 
Festival of Motorcycling. In the two weekend periods surrounding the TT 
Races, the utilisation of ferry services by foot and vehicle passengers reaches 
100% on some sailings, compared with an annual average of approximately 
35–40%.58 

Regardless of the identity of the service provider, these two factors describe a 
typical challenge for the set-up of most ferry services in island economies. For 
instance, the Isle of Wight ferry operators recognised their role in providing a 
‘lifeline service’, and that this responsibility was managed through the frequency 
of services, which might not be justified on a purely commercial basis.59 
Similarly, the tender in Bornholm, initially based on price, evolved to include 
other elements of economic benefit, such as flexibility, security of supply, and 
ferry quality.60  

This section explores the available evidence to draw conclusions on the level of 
ferry services that may be required to adequately serve Isle of Man’s current 
(and potentially also future) needs. 

4.2 Cross-subsidisation between freight and passenger traffic 

In many ferry services serving island economies, passenger traffic is provided at 
commercially unviable levels, and requires subsidisation from the more regular 
and typically more profitable freight service.  

This is evident when the main users of the ferry services are considered 
separately: 

                                                
58 Even during the peak, the high capacity utilisation tends to be unidirectional, i.e. onto the island before the 
events and off the island once the events end. We have been informed by IOMSPC that during TT, for 
instance, the overall capacity utilisation of their sailings is approximately 60%. 
59 Office of Fair Trading (2009), ‘Isle of Wight Ferry Services: Market Study Findings’, October, para. 3.38. 
60 Baird, A.J. and Wilmsmeier, G. (2011), ‘Public tendering of ferry services on Europe’, Transport Research 
Institute (TRI), Edinburgh Napier University n. 49(2011), pp. 90–111. 
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 freight traffic serves as the island’s main route for transporting perishable and 
time-sensitive goods (as opposed to bulky goods that can be moved by 
slower Lo-Lo services). It requires consistent capacity and frequency, in order 
to satisfy the wider logistics network set-up for just-in-time deliveries, and 
operates throughout the year. Night-time connections are preferable; 

 local residents require connections to GB throughout the year, for reasons 
including visiting relatives, work, and entertainment. Timing (in particular 
daytime connections), reliability, frequency and speed of connections are of 
the essence;61 

 visitors are particularly likely to require the service during the tourist season. 
This group requires high service capacity in the peak season, and availability 
of space for vehicles in particular. 

Cross-subsidisation can occur in multiple ways (all of which are confirmed by a 
review of confidential information provided by IOMSPC): 

 charging arrangements: lower freight charges typically mean higher 
passenger charges in order to cover fixed and indirect costs (or vice versa, as 
was evident in the Channel Islands in the past); 

 frequency of service: higher frequency to accommodate passenger 
preferences means greater vessel operating costs, which may be borne by all 
users of the service; 

 availability of different routes: a route that sees consistently low utilisation 
may be subsidised by freight and passenger fares on other routes; 

 investment in (peak) capacity: the ability to accommodate TT traffic may 
mean a larger vessel than would otherwise be optimal, which would be more 
costly to run. The costs of this may be passed on in freight charges and/or 
passenger fares across the whole year. As visitors are less likely to be 
frequent users of ferry services, this additional investment in capacity may 
either be subsidised by local residents (in particular given that local residents 
constitute approximately half of total passengers—see section 2) or vice 
versa. Further analysis of IOMSPC’s costs and revenues over time is 
required in order to draw a conclusion on whether there is a cross-
subsidisation element due to capacity; 

 investment in speed: a fast craft may be preferred by passengers, but 
typically has less capacity for freight. If operation of the fast craft does not 
break even, it is likely that the slow craft (especially their freight 
consignments) subsidise a passenger preference for speed.62  

While we have had access to some IOMSPC management accounts and 
information, the information in what follows is based on publicly available 
information that we have cross-checked against the confidential information to 
ensure the validity of our conclusions. 

                                                
61 We consider price separately from the service level. 
62 Modern fast craft can carry sufficient freight to be a viable back-up for the existing ro-pax vessel, but only 
in certain benign weather conditions (i.e. typically outside of winter months). 
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4.3 Evidence for public demand in the Isle of Man 

4.3.1 Freight 

Frequency 

As far as businesses and freight are concerned, many sectors of the Isle of Man 
economy require at least one freight delivery a day (at present this is the night-
time Heysham service that, for example, brings in the goods for store shelves in 
the morning).63 This would appear to be particularly relevant for grocery retailers 
and the construction industry. The additional daytime freight service tends to be 
used for carrying less time-sensitive goods, as well as returning empty loads 
ahead of subsequent inward shipments. 

Routes 

At present, the vast majority of freight volumes arrive through Heysham, which is 
well connected to major logistic centres in GB, and offers a relatively short-
distance connection with Douglas. In the medium to long term there may be 
potential for the main service to be re-located to another port in GB. 

Capacity 

Current available freight capacity is between four and six times larger than actual 
shipped volumes when passenger vehicle traffic is excluded, which would imply 
an actual capacity utilisation over the year of around 20–25%.64 However, given 
that the vessel vehicle space is interchangeable between freight and passenger 
vehicles, the actual utilisation of ‘free cargo space’ after passenger traffic is 
taken into account would be closer to 50% annually, and significantly more in 
peak periods. 

Source: Oxera analysis, based on available IOMSPC schedules and freight information from the 
Department of Infrastructure. 

Lo-Lo freight 

At present, Lo-Lo freight represents approximately 2-10% of the total freight 
transported onto the Isle of Man.65 The service carries less time-sensitive or 
heavy consumables, many of which could be transported via the Ro-Ro service, 
although Lo-Lo is more efficient. There is also a small proportion of goods for 
which Lo-Lo remains the only means of transport—such as bulky construction 
materials. 

4.3.2 Passenger travel 

 While air travel is available, an ongoing ferry service would remain the only 
means of transport for many passenger groups, including: visitors travelling to 
the island with their own vehicles, in particular for the TT Races or the 
Festival of Motorcycling; 

 families travelling by car to the island for short and long holiday breaks: the 
Destination Management Plan indicates that 70% of visiting families travel to 
the Isle of Man by ferry.66 Local residents use the ferry service primarily in 
order to travel by car (approximately 73%); options for vehicle travel may be a 

                                                
63 Based on interviews with Chamber of Commerce representatives and other key stakeholders. 
64 IOMSP current freight volumes vary between 50 and 600 lane metres per sailing, depending of time of day 
and month. Based on confidential freight volumes data received from IOMSP and the Department and 
Information. 
65 As measured by lane metres (lower end of the scale), or weight (higher end of the scale). 
66 Isle of Man ‘Destination management plan 2016-2020’, p. 25.  
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similar reason why families visiting the island also overwhelmingly use the 
ferry service;67 

 time-sensitive travellers in periods where weather disruptions (such as fog or 
wind) result in cancelled flights but not cancelled ferry services; 

 local residents who cannot travel by air for health reasons.  

The most important considerations among ferry users are reported to be 
reliability of service, price, and frequency of service.68 

Frequency, routes and capacity utilisation 

In the case of passenger transport, it is slightly more difficult to disentangle 
frequency of services and their respective routes (while, at least in the medium 
run, freight traffic should be substitutable between different nearby ports, 
passengers may be less willing to substitute)—for this reason, we have 
considered them together.  

There is currently an almost twice-a-day service between Douglas and Heysham 
throughout the year, with a ‘basic’ service to Liverpool in the winter months 
followed by very frequent connections in the April–October period. 

Increases in frequency are normally accompanied by decreasing load factors 
(the degree to which capacity on a particular service is utilised). Across the 
current IOMSPC services, annual capacity utilisation is approximately 37%.69  

This load factor varies between the individual destinations, as well as over time. 
Over the whole year, the Liverpool and Birkenhead services have the highest 
load factor at just under 50%, followed by Belfast (37%), Heysham (31%) and 
Dublin (26%).70 However, during the year there is considerable variation in these 
load factors, as shown in Figure 4.1, with particular peaks around Easter, the TT 
Races, and the Festival of Motorcycling. 

                                                
67 Isle of Man Department of Infrastructure (2016), ‘Response to the consultation on ferry services’, February, 
p. 4. 
68 Isle of Man Department of Infrastructure (2016), ‘Response to the consultation on ferry services’, February, 
p. 5. 
69 Based on interviews with IOMSPC management. 
70 Oxera estimates. See note to Figure 4.2 for methodology. 
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4.4 Implications for fleet composition 

4.4.1 Resilience 

An economy that depends on daily shipments of goods and equipment requires 
not only frequent services of the correct capacity, but also a highly resilient 
service that is capable of functioning irrespective of the weather, scheduled 
vessel maintenance, and unexpected breakdowns. For this reason, the 
presence of back-up vessel(s) that would be capable of being deployed to fill a 
gap in the regular service is critical (albeit not at any cost) to ensure delivery of a 
consistent level of service throughout the year (particularly as the fleet ages and 
becomes more prone to possible breakdowns). 

4.4.2 Optimum ferry sizes 

The choice of ferry size represents a trade-off between several dimensions, 
including manoeuvrability in bad weather conditions and vessel capacity vs 
speed. It is generally understood that while passengers prefer faster services, 
vessel speed is inversely related to vessel size and journey comfort.72  
Additionally, larger vessels offer greater capacity for peak periods. 

At the moment we do not have concrete information on the trade-offs in terms of 
vessel size and operating costs, although we understand from industry 
experience that smaller fast craft, while representing a significant reduction in 
terms of vehicle capacity relative to a ro-pax, have significantly higher fuel 
costs.73 The optimal size of the vessel will need to balance the need to meet 
demand during peaks while managing to control operating costs on a year-round 
basis. A full appraisal of the trade-offs would require access to detailed cost 
information and vessel specifications, as well as further information on the 
passenger value placed on non-price journey elements such as comfort.  

4.4.3 Craft speed 

We understand that passengers prefer shorter travelling times, and craft speed 
may influence the perceived substitutability between flights and ferry services. 
However, fast craft (due to their size and design) are less resilient to bad 
weather conditions, and tend to incur higher operating costs. One area of further 
analysis might be an assessment of the trade-off between the estimated 
monetary benefit to the island from travel time saved due to increased speed, 
and the additional cost. As with vessel sizing considerations, a full appraisal of 
this trade-off would require further information on operating costs as well as on 
the passenger value placed on journey times and reliability.  

One option to consider further would be the service pattern and resilience 
associated with two larger, all-weather vessels (as opposed to the three at 
IOMSPC’s current disposal). This would increase capacity utilisation and may 
improve the overall economics of the market, and any ‘dividend’ emerging from 
this process could be spread between users and taxpayers as appropriate. 

4.5 Ownership and contracting models 

Control and ownership are closely linked, and different contracting models are in 
place in order to align the individual incentives of the various stakeholders. In 
this section we consider the different models and conclude on an optimal 
structure for both ports and vessels, given the Isle of Man’s current position. 

                                                
72 Buxton, I. L. and I. S. Togias (1999), ‘The comparison of conventional and fast ferries’, Society of Navel 
Architects and Marine Engineers, 10 January, section 2.4.5 
73 See Oxera (2009), ‘The supply of ferry services: a policy assessment’ June, section A1.1.2  
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although, given relative volumes of traffic, the key focus is on GB port 
connections (see section 2). 

It is important to note that the agreements to operate from specific ports outside 
the Isle of Man are currently signed between the IOMSPC and the individual 
ports. While IOMSPC is required to operate to specific port ranges under the 
current User Agreement, the service level, charges and other contractual terms 
are all negotiated by IOMSPC. 

Table 4.1 lays out the various options of ownership and management of all port 
assets. 
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 Company limited by guarantee: this is similar to full state ownership, but 
typically with a lower buy-out cost, and has the same incentive challenges. A 
company limited by guarantee does not have shareholders; in contrast, it has 
members who agree to guarantee the company debts up to a nominal fixed 
sum. Profits are typically reinvested in the company. A company limited by 
guarantee retains some of the incentives for innovation and investment of a 
commercial operator.  

 Partial state ownership: the government would purchase equity in IOMSPC 
while allowing it to continue operating as a private company. This would allow 
IOMSPC to retain its incentives to operate on a commercial basis while 
(depending on the size of the equity stake) allowing the government some 
control over operating decisions. 

 Regulated utility: a regulatory body would be established independently 
from the government to enforce legislation regarding the operation of 
services, as well as to monitor compliance. This could be a newly created 
regulator or the establishment of a mandate to the Office of Fair Trading to 
oversee the provision of ferry services. Such a legislation can impose the 
need for a licence to provide the service, which can then make compliance 
with the licence a condition of being allowed to hold it. In this model ferry 
services can be provided by a state-owned or a privately-owned company.  

 Negotiated concession: the government would award a contract to an 
operator based on certain conditions being met. This is the current 
arrangement with IOMSPC and would comprise an extension of the User 
Agreement.  

 Franchise/open public tender: this is a competitive tender process where 
the government could outline a minimum service level in the franchise terms. 
Either the franchise could require operators to supply vessels, or the 
government could acquire vessels, in which case the franchise licence would 
be for the operation of the vessels only.79 

 Joint Venture: the government would partner with a company providing ferry 
experience, enabling both to be liable for the provision and development of 
the service. The arrangement would allow flexibility in terms of vessel 
ownership.  

 Fully commercial outcome: upon completion of the current User 
Agreement, the government would allow the market to determine which 
routes and services are delivered with minimum intervention.  

Table 4.3 summarises our analysis of how the different ownership models could 
work, and their advantages and disadvantages. 

Table 4.3 Various ownership and operating models for ferries 

                                                
79 We understand that the Department of Infrastructure conducted a light-touch market testing exercise in the 
last two years, and received very few responses, of which only IOMSPC met all of the contractual conditions. 
In light of our recommendations on expanded capacity and flexibility we would recommend undertaking this 
testing exercise again (see recommendations in section 6). 

Model How it would work? Advantages Disadvantages 

Full state 
ownership 

Purchase of IOMSPC 
or other vessels upon 
conclusion of the 
current User 

Government has full 
control over service 
level, prices, 
investment, etc. 

Incentives to innovate 
and invest limited 
relative to private sector 
operation 
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For example, the current User Agreement imposes conditions on IOMSPC in 
exchange for rights to use a piece of infrastructure owned by the Department of 
Infrastructure, and it is unclear how far this agreement can extend in terms of 
imposing requirements on debt and ownership structure. There may also be 
other restrictions that can be incorporated into a licence arrangement, which 
would not be incorporated under a franchise or concession approach.  

Our assessment has not considered the extended period of transition that may 
be implicit in these scenarios. Contractually, IOMSPC holds the current 
concession until 2026, and to our knowledge only failure to deliver the required 
service level could lead to the contract being broken prematurely.81 In order to 
achieve one of the alternative models shortlisted above, we consider that there 
are two options open to the Government: 

 allow the User Agreement to expire in 2026. There is a risk that, over this 
period, the management of IOMSPC would seek to maximise profitability by 
providing the minimum service level under the current Agreement. IOMSPC 
would also be able to use its own linkspan at Douglas after the Agreement 
has expired (as the Agreement only covers access to the Department’s 
linkspan); 

 terminate the User Agreement early, perhaps through buying out IOMSPC 
(including its linkspan at Douglas). Such a strategy would enable a move to a 
franchise or Joint Venture with less risk that service levels would deteriorate, 
or that IOMSPC would continue to provide services after the Agreement 
expires (which, in turn, would pose difficulties for the public tender process). 

 

                                                
81 Unless IOMSPC does not exercise its option to extend the agreement, or otherwise steps away from the 
service, neither of which are likely. Based on interviews with various stakeholders within the Department of 
Infrastructure and IOMSPC. 
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for a freight marshalling area, which would add to the purchase and 
development costs). 

 Douglas capacity. The port at Douglas has a 125m maximum length 
restriction—i.e. Ben-my-Chree is the longest vessel type that can currently be 
used at the port. This limits both the operator’s and the harbour’s ability to 
attract and use other vessel types, thus limiting the flexibility of the supply of 
ferry services. Furthermore, while there are two linkspans in Douglas, only 
one can accept Ben-my-Chree.83 There are a range of expansion options that 
would add further capacity or flexibility in the port, and would require a capital 
outlay of between £5m and £50m (and potentially more)—some of these are 
shown in Box 5.1 below. 

                                                
83 This linkspan is owned by the Department of Infrastructure, and access to it is granted to IOMSPC under 
the User Agreement. 
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 Other issues. We understand that there are some dredging issues in 
Heysham that have resulted in service delays and cancellations in recent 
years. Given the importance of freight and the Heysham connection, this 
further demonstrates the need for a more resilient freight service. While there 
are coach access options at the Dublin berth, there are ramp limitations in 
Belfast, which means that no coaches can come from Northern Ireland to the 
Isle of Man, and passengers are forced to embark on foot.85  

The main issues in the vessel/ferry category are as follows. 

 New User Agreement proposal. IOMSPC’s current User Agreement runs 
until 2026 (including the extension). The renewed offer (details of which are 
given in section 3) would extend service provision up to 2041. This is time-
sensitive, with a response required by early 2017. We understand that this 
timing might be driven by the timing of debt coming to maturity in one of the 
holding companies above IOMSPC.86 

 Back-up vessel and service resilience. Currently, IOMSPC charters a third 
vessel (Arrow) to provide back-up during scheduled service and breakdowns 
of the other two vessels, as well as to provide additional capacity in peak 
periods. We understand that this vessel is due to be sub-let more extensively 
from 2017 onwards, due to high rental costs (£2m/year). Nonetheless, given 
the need to provide a service of set frequency throughout the year, it seems 
essential for the ferry operator to have a back-up vessel in order to guarantee 
the required quality of service under the current User Agreement. As the other 
vessels continue to age, unplanned breakdowns are likely to become more 
frequent, and a reliable back-up for Ben-my-Chree seems essential 
particularly in the winter months (Manannan can provide back-up services in 
benign sea conditions only). 

 Fair profits/shareholder returns and governance structure. While this is a 
product of all the other market dynamics, it is important both economically 
and politically that the operator makes reasonable, but not excessive, returns. 
Currently, the only means of influencing the distribution of economic rents 
arising from market power in the market is a system of price capping 
(according to the Manx RPI formula), fuel surcharges (which allow for prices 
to move up and down with fuel cost movements) and Douglas port charges. 
Further measures, or different ones, could be considered. On the governance 
side, the main concern (from the state’s perspective) is that the operators’ 
shareholders’ incentives are to continue to invest in the service, rather than 
engage in extraction of short-term value at the expense of users of the 
service. 

 Capacity. As demonstrated in section 4, the current capacity of ferry services 
is very much angled towards the peak periods, with little capacity utilisation in 
the rest of the year. Re-profiling the available capacity, by a combination of 
vessel size changes and added flexibility to service the peaks, may be a more 
cost-effective option in the long term (and should be explored further). 

 Routes. While certain routes are both strategically important and highly 
utilised (such as the freight connection to Heysham, and the passenger 

                                                
85 This would not appear to be a major issue, since the Dublin facility has a bus ramp and is within two hours’ 
driving range, and is understood to carry very little bus traffic. Based on interviews with the Department of 
Infrastructure. 
86 Based on a review of company accounts and interviews with various stakeholders. IOMSPC informed us 
that other major factors were: prospects of foreign exchange movement following the UK’s decision to leave 
the European Union (although the offer was made prior to the referendum), time to build new vessels and 
the urgency of negotiation of arrangements in Liverpool. 
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connection to Liverpool), many of the other routes seem less economic. 
Equally, other potential routes have been considered in the past (such as 
Holyhead) and may offer a more effective long-term solution. 

 Service quality/offering. From our interviews, we understand that the range 
of passenger services on board the current vessels can vary significantly, and 
may need to be revised to better cater for changing passenger needs (for 
example, in terms of lounges or business traveller services). 

 Post-Brexit connectivity. Given the current uncertainty about the way in 
which the UK will exit the EU, it is worth thinking of the advantages of 
connectivity with the Republic of Ireland to provide access to EU-based trade. 
While we understand these services to be uneconomic at present, their value 
in the post-Brexit future may rise, meaning that there is an important 
consideration regarding whether they should be retained. 

 Future vehicle running and compliance costs. Since 2015 (and from 2020 
in the Irish Sea), there have been new EU rules on the level of sulphur 
dioxide that vessels are allowed to emit, and requirements concerning 
suitable exhaust cleaning systems. 87 This will increase the operating costs of 
the existing fleet, in particular Ben-my-Chree, since we understand it is 
prohibitively expensive to retrofit it with the required exhaust cleaning 
systems.88 

5.2 Assessment methodology 

Each of the scenarios we have considered is evaluated from the perspective of: 

 the likely cost to service users and/or the state: it is important to understand 
that any service other than the fully ‘commercially rational’ service would 
involve additional costs that would need to be recovered by the operator in 
some way—such as by cross-subsidising from profitable services (instance of 
recycling of monopoly rents), raising prices, or requiring a subsidy; 

 the likely impact on both the users of the service, and the economy as a 
whole: depending on the service speed and route, travellers may lose or gain 
utility linked to their value of time, as well as their overall productivity 
(business travellers tend to be less productive while in transit). The wider 
economy impacts include the re-allocation of employment to or away from 
tourism, as well as agglomeration effects linked with changing the 
concentration of business co-location. (Our methodology for calculating these 
effects is laid out in more detail in Appendix A2.) 

While some of the scenarios that we have considered involve changes to the 
number of vessels within the operator’s fleet, we have not received information 
from IOMSPC on the costs of running different vessels and the likely impact that 
their removal would have on fares or charges. We would recommend analysing 
this more fully in due course. 

5.3 Scenarios 

As a reminder, our analysis so far indicates that: 

                                                
87 Directive 2012/33/EU, based on European Commission, ‘Transport Emissions’, 
http://ec.europa.eu/environment/air/transport/ships.htm.  
88 Based on interview with IOMSPC. 
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 from the perspective of the long-term security of port access for freight and 
passengers, investment is required in securing at least one facility in GB; 

 the long-term flexibility of supply of ferry services would benefit from capacity 
expansion at Douglas; 

 there is a need for at least one, if not two, daily freight connections throughout 
the year; passenger demand is much more seasonal, and peaks around the 
major events as well as in the summer; 

 services require a suitable level of resilience, meaning that an economic 
back-up vessel is required to maintain a consistent reliability of service 
throughout the year; 

 the most appropriate ferry operating model would seem to be either a 
negotiated concession (i.e. an extension of the current User Agreement), 
potentially with an added layer of rate-of-return or similar regulation; or a form 
of franchise (where the provision of services is tendered, and the vessels are 
provided either by the operator of by the state). 

On the port side, we consider securing long-term base(s) for freight and 
passenger operations in GB a necessity, and hence its (their) costs are included 
in every scenario. Furthermore, although not strictly speaking required at 
present, expansion of capacity in Douglas adds both flexibility and resilience to a 
set of essential services, and hence despite its uncertain costs it is considered in 
any eventuality as the economically preferred option.89 This would resolve the 
key issues identified with respect to the ports (strategic security in GB, and 
Douglas capacity/ flexibility—see Table 5.1).90  

On the ferry side, there are multiple ways in which the key strategic issues with 
the service can be resolved (back-up vessel and system resilience, fair 
shareholder returns and governance arrangements, and the timing of the current 
User Agreement)—albeit to different extents. The shortlisted options are listed 
below in two broad groups, according to whether the current User Agreement is 
extended: options 1–3 assume that it is, while options 4–6 assume it is not. 

 1: Extension of the User Agreement in its present form—continuation of 
the negotiated concession, with the option of additional services (run by other 
operators) to Douglas in peak times if the port capacity is expanded 
sufficiently. This represents the least effort and the fastest option at present, 
but does not fully address governance issues or the concerns about the level 
of operator return.91 

 2: Extension of the User Agreement and tightening of certain clauses—
as (1) above, but allowing for added control for the state, for example 

                                                
89 We have not conducted a full cost–benefit analysis for each of the individual expansion options, but in 
order for Douglas to have full flexibility over the current and likely future vessel supply, adding a new 
linkspan that is capable of handling ferries of 180m–190m would seem to provide the greatest resilience 
(albeit also at an uncertain cost, as the option that we are suggesting has not been subject to engineering 
studies). This is a clear next step that we would encourage the Department of Infrastructure to consider. 
90 There are a number of limitations linked with the expansion plans in the very short term. Among others, 
Heysham-max length is significantly shorter than the proposed extension (142m versus 190m), and we 
understand that there are also relatively few vessels that would be available for a short term charter to cater 
for the Isle of Man peaks in tourist demand. Nonetheless, the proposed expansion of flexibility is not a short 
term investment, but rather a forward-looking statement guaranteeing long term security of supply; given the 
general trend of larger vessels being used to provide ferry services in the region, expanding capacity to 
enable supply-side substitution is vital from service resilience perspective. 
91 Based on our understanding of the state of the negotiations between the Department of Infrastructure and 
IOMSPC as of 5 October 2016. 
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regarding fare and charges levels and evolution, flexibility with the service 
specification, adequate break clauses and penalties for service levels, etc. 

 3: Extension of the User Agreement and introduction of a formal 
regulatory regime—as (1) above, but with control provided via a formal 
regulatory regime, and potentially a stand-alone regulator with enforcement 
powers over and above the current Isle of Man Office of Fair Trading. This 
‘regulated utility’ option requires less contractual specificity at the level of the 
User Agreement, and instead would use the legislative route to impose an 
overall framework for the provision of services across either all monopoly 
markets across the Isle of Man, or just specifically the ferry services. The 
main issues in this model would be timing (if the legislative process is lengthy, 
it is unlikely that a company would sign the Agreement with legislation 
pending), and the transition arrangements before introduction of the regime. 

 4: Move to a commercially rational service—abandoning the User 
Agreement (upon its termination, or earlier if feasible), and reliance on 
commercial service provision across the year. This would run a high risk of 
service levels being significantly lower than they are today, albeit with 
potentially lower user prices, and could encourage competition in particular in 
the peak periods. It is likely that this model would be feasible only upon 
termination of the current User Agreement (in 2026), and even then the most 
likely operator would be IOMSPC (as it holds a siting licence on its current 
linkspan that expires at the end of the User Agreement but may continue to 
be used beyond that term).92  

 5: Move to a franchised or Joint Venture model for ro-pax services—
entering into a formal, renewable franchise agreement upon termination of 
the current User Agreement, with the potential for the state to own the 
vessels. The Isle of Man could issue an open tender to provide the service (or 
to partner with the Isle of Man Government to develop services), either as the 
current User Agreement nears termination (for example, in 2022), which 
would give potential new operators sufficient time to prepare their fleets, or 
earlier. If there is a strong expectation that the prospective franchisees would 
want to simply manage state-owned vessels, it would be prudent for the state 
to explore either acquiring IOMSPC vessels, or commissioning new ones, 
prior to going out to tender. 

 6: Move to a franchised or Joint Venture model for all ferry services—as 
(4), but with the inclusion of the current Lo-Lo service as part of the franchise, 
in order to fully leverage the profits from freight operations on and off the Isle 
of Man. This option would require a higher capital outlay (in the form of buying 
out the Mezeron and IOMSPC operations), but would potentially enable 
further value added services. 

Table 5.2 outlines the shortlisted options and explains their advantages and 
disadvantages, together with the likely costs and benefits. 

Table 5.2 Overview of the feasible scenarios 

                                                
92 We recommend seeking legal advice on this matter. 

No. Scenario Detail Costs to 
government 

Impact on 
users 

Impacts on 
Isle of Man 
economy1 

1 Extend current User 
Agreement and service 
in line with IOMSPC 

Service level in 
line with current 

GB 
facility/facilities 

Discounted 
fares for 

+£2m per year 

Upside if 
additional 
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Note: 1 Impacts on the economy are measured against the status quo. 2 Average of the three 
alternative service specifications considered. For details of the calculation, see Appendix A2. 

Source: Oxera analysis. 

The various models offer different trade-offs between costs to the government 
and impacts on users and the wider economy.93 Overall, the relatively most 
attractive options would seem to be: 

 extension of the User Agreement following re-negotiation of some of its key 
provisions (model 2)—this would allow for an immediate move to the new 
service provision, with added safeguards that resolve the most pressing 
issues; this could be supplemented with more formal regulation of either ferry 
services specifically, or natural monopolies more widely, if issues surrounding 
excessive returns are revealed by further analysis (model 3). 

 a franchised or Joint Venture model for ro-pax vessels, potentially with state 
ownership of the vessels (model 5), which could give added flexibility over the 
choice of the operator while preserving the correct incentives for all key 
stakeholders. The major potential issues would still be around: (a) the timing 
of the implementation (with the risk of a diminished service according to a 
strict interpretation of the current User Agreement following any 
announcement that it will not be renewed), which might encourage parties to 
come to the negotiating table earlier; and (b) vessel and linkspan ownership, 
whereby a smooth asset transfer from IOMSPC is needed. 

The other shortlisted options either seem prohibitively expensive (e.g. the all-
ferry franchise, model 6), provide insufficient security over service (e.g. the 
commercially rational model, model 4), or offer insufficient control to the state 
and thus could be seen as too risky (e.g. signing the currently proposed User 
Agreement, model 1). 

Once the high-level strategy for provision of the ferry services is established, 
there may be ways in which to deliver further against certain service objectives. 
For instance, increased resilience at an optimised cost could be achieved by 
pooling back-up vessels between operators with compatible vessel needs (which 
could be via contractual arrangement, joint vessel ownership, or even joint 
service ownership between the Isle of Man and other locations). We have not 
assessed these options as part of the present report. 

                                                
93 Impacts presented here are annualised, whereas the costs are for the complete project. A full appraisal of 
the different options would take into account the l kely future. 
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6 Summary and further research 

Overall, our assessment has shown that there is a considerable degree of 
market power in the provision of ferry services to the Isle of Man, in particular 
with regard to Ro-Ro freight and passengers travelling with vehicles, for whom 
IOMSPC vessels represent the only means of travel. Given that there has been 
no entry into the market on the passenger side in the last 30 years, and only 
short-lived competition by a rival Ro-Ro operator on the freight side, we 
conclude that the passenger vehicle market is currently a natural monopoly, and 
the Ro-Ro freight segment is contestable (i.e. prices are suppressed due to the 
threat of entry).  

Today’s ferry services to the Isle of Man can be characterised by significant 
excess capacity for both freight and passenger services outside of the two peaks 
around the TT and Festival of Motorcycling. Current vessels and service 
frequency seem to be designed to deal with peak demand, and certain routes 
(e.g. Dublin) are understood not to be economic on a stand-alone basis. More 
generally, there is likely to be significant cross-subsidy between the freight and 
passenger services carried by IOMSPC (and potentially also between peak and 
off-peak seasons). 

A wide range of objectives and strategic concerns relate to the future of the ferry 
services, all of which are due to the services being an economic lifeline of the 
Isle of Man economy. The main aspects that we have considered are: 

 the need to guarantee long-term security of supply (in terms of the number of 
vessels required to guarantee service resilience, the range of connections, 
and access to ports—in particular in GB); 

 the essential nature of the ferry service in enabling the trade of goods (as the 
high-level economic driver), as well as passenger traffic (as a secondary 
economic driver); 

 the need for a set of suitable governance arrangements to limit future risks to 
the service, and well-designed public oversight and control over the level and 
allocation of profits earned by the sole operator of a ferry service (as well as 
over the additional financial windfalls from any new User Agreement); 

 how to draw on operator expertise within a suitable framework for 
maintenance and replacement of the vessel fleet; 

 expenditure and liabilities for the Isle of Man Government; 

 matching the service level to the demand and expectations of users, and the 
flexibility required to adapt to changes in demand and user requirements; 

 clarity and transparency around any transitional arrangements to be made in 
the event that the terms of User Agreement are not met, or in the event of a 
change in operator. 

In our assessment of the optimal future set-up, we have divided the total market 
into two segments: ports; and ferry services. 

There are two key conclusions regarding the future of the ports serving the 
various Isle of Man connections:  

 from the perspective of short and long-term security of port access for freight 
and passengers, investment is required to secure at least one facility in GB 
(more than one facility may be required if freight and passengers cannot be 



 

 

Final report 

 

Economic appraisal of sea links at the Isle of Man 

Oxera 
72 

 

handled in one location). In relation to the proposed new facility in Liverpool, 
care should be taken to ensure it can handle the longest ferries possible 
compatible with Douglas’ current and potential future maximum capacity 
(‘DouglasMax’); 

 notwithstanding that, the long-term flexibility of supply of ferry services would 
benefit from capacity expansion at Douglas to allow significantly larger ferries 
to use the port year-round. This would expand the harbour’s flexibility for 
many generations to come by recalibrating DouglasMax, and enable new 
options for ferry service provision in the much longer term through removal of 
a key barrier to route growth and therefore economic growth, acting as a 
catalyst to remove barriers across the network.  

As far as the ferry services themselves are concerned, we conclude that: 

 there is a need for at least one, if not two, daily freight connections throughout 
the year (one of which is a night-time connection); passenger demand is 
much more seasonal than freight, and it peaks around the major events as 
well as in the summer. Certain passenger segments also demand frequent 
daytime connections.  

 the pattern of services (including the number and type of vessels required, 
and the choice of vessel speed) should be re-defined to ensure a more 
appropriate balance between the economics of the market and political trade-
offs. This process will be enhanced by, but does not have to wait for more 
flexible capacity to be achieved at the ports; 

 services require a suitable level of resilience, meaning that an economic 
back-up vessel is required to deliver a consistent reliability of service 
throughout the year (in particular for freight); 

 the most appropriate ferry operating model is either a negotiated concession 
(i.e. an extension of the current User Agreement), potentially supplemented 
by the establishment of an overarching economic regulation framework; or a 
form of franchise (where the provision of services is tendered, and the 
vessels are provided either by the operator or by the state) or Joint Venture. 
In any scenario that involves departure from the User Agreement, the 
transition arrangements would need to be carefully chosen to maintain 
service levels and island employment in the interim period; these range from 
letting the current User Agreement run its course to negotiating its earlier 
termination (which may require asset purchases by the government). 

We conclude that the actions to be taken regarding ports and ferry services, and 
the trade-offs these permit in relation to both the scope of ferry services, and the 
choice of how the government specifies those services, offer a strong foundation 
for decision-making. In particular, they would help to achieve the delicate 
balance of allowing the state to have sufficient control over the way in which ferry 
services are specified, and drawing on operator expertise to ensure efficiency 
and appropriate levels of service quality. 

Further research and actions 

The purpose of this report has been to review the current ferry market and 
suggest potential options for alternative service set-up, while considering the 
indicative impacts on the Isle of Man economy. The following areas of work 
would appear to be particularly relevant in verifying the conclusions drawn 
above, as well as aiding the selection of the most appropriate course of action: 
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 understand more formally the degree of cross-subsidy between freight and 
passenger traffic inherent in the IOMSPC operation—in order to enable an 
informed discussion about service levels and the trade-off between 
passenger fares and freight charges; 

 formally analyse IOMSPC’s profitability and compare it against that of other 
operators and the benchmark cost of capital, in order to establish what ‘fair 
profit’ is in this context, and IOMSPC’s current and future profitability; 

 hence, investigate more thoroughly the need for, and optimal specification of, 
services across each of the routes, including the economics of the fast 
service—in order to establish the optimal fleet and service composition. This 
will require analysis of the costs of serving existing (and potentially 
alternative) UK and Ireland destinations using alternative vessel types at 
minimum and enhanced service levels, in order to inform political trade-offs. 
One option would be to include this as part of a new market testing exercise. 
This work will be supported by, but does not need to be dependent on 
decisions on the recommended port capacity investments; 

 develop an investment appraisal in relation to year-round berthing for ferries 
of up to 190m (and smaller cruise vessels) at the Victoria Pier, and any 
associated works required (for example) to extend the Princess Alexandra 
Pier breakwater—in order to understand the value for money case for such 
long-term flexibility; 

 continue discussions with Liverpool and Peel Group regarding the ability to 
use the new terminal facility as a primary (daytime and night-time) passenger, 
and possibly freight, terminal—in order to achieve the long term strategic 
security of access to Great Britain. This should include the option to match 
vessel length to the recommended capacity expansion at Douglas, in order to 
benefit from the flexibility this would create; 

 define options for adjusting price controls and the governance clauses within 
the proposed extension to the User Agreement—in order to achieve the best 
possible outcome for the Isle of Man Government in the negotiations; 

 define what a ferry services USO could look like and develop a suitable 
protection mechanism that guards its financeability; 

 investigate options, costs and transition arrangements with respect to 
terminating the current User Agreement early, in order to unlock some of the 
other operating models before 2026; in particular, consider repeating the 
market testing exercise; 

 investigate legislative or other options for the establishment of formal 
economic regulation of natural monopolies (including ferry services)—in order 
to facilitate full oversight and control over the User Agreement, if an open 
tender/Joint Venture route were not chosen. 
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A1 Detailed comparator tables 

 Operator Regulatory framework Number of 
vessels/routes 

Vessel ownership Port ownership Evidence of 
cross-
subsidisation 

Contract length 

C
h

a
n

n
e

l 
Is

la
n

d
s

 

C
o

n
d

o
r 

F
e

rr
ie

s
  

Limited company operation through an 
agreement, but the rights are not granted 
to one operator exclusively. In theory, 
another operator may enter the market 
provided that it is prepared to meet the 
same standard of service, although this 
has not occurred in practice. The harbour-
master of Jersey will not proactively seek 
or encourage a prospective entrant unless 
in an emergency, or if the operator is not 
able to properly perform 

Vessels: two 
high-speed 
(passenger, 
vehicle, freight); 
one 
conventional 
(passenger, 
freight); one 
conventional 
(freight). Four 
routes 
(including an 
inter-island 
route) 

Vessels are owned by 
Condor Ferries 

Port ownership 
is mixed: some 
are owned by 
a trust (Poole), 
and some are 
owned by a 
municipal body 
(Portsmouth, 
Jersey and 
Guernsey) 

Lower freight 
charges 
being 
subsidised 
by higher 
passenger 
fares 

Seven years. 
Provisions for 
renewal: no later 
than 12 months 
before termination. 
(No information 
about renewed 
contract length) 
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Private company that participated in an 
open tender; Serco Group is using the 
vessels and branding of its predecessor, 
NorthLink Ferries Ltd, and is subsidised in 
accordance with a grant agreement with 
the Scottish Ministers. The grant covers 
the projected cumulative difference 
between operating costs and revenue, 
plus the operator’s return for that service 
year shown in the base case, together 
with the projected fuel liability 

Vessels: three 
ships 
(passenger and 
vehicle); two 
freight ferries. 
Five routes 

Vessels are chartered 
from the lessor party, 
Royal Bank Leasing 
Limited 

Port ownership 
is a mixture of 
trust 
ownership 
(Aberdeen, 
Lerwick, 
Scrabster) and 
municipal 
ownership 
(Hatston Pier, 
Stromness) 

 Six years 
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 Operator Regulatory framework Number of 
vessels/routes 

Vessel ownership Port ownership Evidence of 
cross-
subsidisation 

Contract length 
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n
n

e
l Three private companies. Slim prospects 

for new entrants due to high entry 
barriers—inaccessibility to port facilities on 
the island 

Vessels: three 
high-speed 
(passenger 
only); three 
medium-speed 
(passenger and 
vehicle). Two 
routes 

Vessels are owned by 
the operator 

Red Funnel 
owns the 
terminals on 
the island; 
Southampton 
terminals are 
owned by 
Associated 
British Ports 
Holdings Ltd 
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h
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Vessels: six 
passenger and 
vehicle ferries; 
two high-speed 
(passenger 
only). Three 
routes 

Vessels are owned by 
the operator 

Wightlink owns 
the land and 
terminal 
buildings on 
the island, as 
well as those 
of some 
mainland 
ports; some 
mainland ports 
are owned by 
local 
governments 

  

 

H
o

v
e

rt
ra

v
e

l Vessels: three 
passenger 
ferries. One 
route 

Vessels are owned by 
the operator 

Both Ryde and 
Portsmouth 
ports are 
owned by 
municipal 
groups 
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 Operator Regulatory framework Number of 
vessels/routes 

Vessel ownership Port ownership Evidence of 
cross-
subsidisation 

Contract length 
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Private company operating under an 
agreement. The Isles of Scilly Council 
intends to establish a partnership with 
Steamship in the short/medium term; it 
provides £19,900 annually towards 
running the off-island freight service. The 
Council intends to procure new vessel and 
tender services in the long term 

Vessels: one 
passenger; one 
cargo vessel. 
One route to 
mainland 

Vessels are owned by 
the operator 

Penzance port 
is municipally 
owned; 
Hughtown port 
is privately 
owned 
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Ferry company wholly owned by Scottish 
Ministers; it won an open ferry tender, and 
the operator is receiving a Scottish 
government subsidy and has a claw-back 
mechanism (the operator shall return to 
the Scottish government any profit above 
the £1.5m pre-agreed profit level) 

31 vessels 
(passenger and 
vehicle). 26 
routes 

Vessels are owned by 
Caledonian Maritime 
Assets Ltd (CMAL), 
which is wholly owned 
by Scottish Ministers 

Ports are 
owned by 
Caledonian 
Maritime 
Assets Ltd 
(CMAL), which 
is wholly 
owned by 
Scottish 
Ministers 

 Eight years 

C
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B
C
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A publicly owned independent operation 
subsidised by the government of British 
Columbia and the government of Canada 
under a contract; BC Ferries has an 
exclusive contract for the subsidised 
services, but other operators can be 
authorised to operate on other ferry routes 

34 vessels. 24 
routes 

Vessels are owned by 
the operator 

Terminals are 
owned by the 
operator 

 60 years; each 
regulatory period 
(known as a 
Performance 
Term) is for a four-
year period 
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 Operator Regulatory framework Number of 
vessels/routes 

Vessel ownership Port ownership Evidence of 
cross-
subsidisation 

Contract length 
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Operated under a public service contract 
via tendering. The parent, Danske Færger, 
is 50% owned by the Danish state. 
Subsidies paid by the Danish state in 
accordance with the public service 
contract are based on net cost contracts; 
the operator receives the income from 
tickets 

One fast ferry; 
two 
conventional 
ferries. Three 
routes: 
Rønne/Ystad 
(Sweden); 
Ronne/Køge 
(Denmark); and 
Ronne/Sassnitz 
(Germany) 

Vessels are financed 
by the operator, but 
the operator is 50% 
owned by the state 

The port of 
Rønne is 
privately 
owned by 
Rønne Havn 
A/S. The 
Board of 
Directors is 
largely elected 
by local 
council, or has 
employer and 
trade ties with 
Bornholm 

 Tender in 2009 
was for a five-year 
contract, with an 
option for a one-
year extension 
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 Operator Regulatory framework Number of 
vessels/routes 

Vessel ownership Port ownership Evidence of 
cross-
subsidisation 

Contract length 
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The service has always been run privately, 
but since 1971 the state has provided 
funding for a more extensive service than 
the market could otherwise sustain, 
especially during the off-peak winter 
season. The delivery model currently used 
is a gross contract model—i.e. a tender 
where the government paid the winning 
bidder/operator to run a public service 
contract mandating a certain service level. 
The first round received no bids, and the 
second round in 2006 received only a bid 
from the incumbent. Additionally, the 
model has a high subsidy rate, with 
government subsidies at €46.4m a year in 
2009 for two routes 

Five vessels 
(M/S Visby, M/S 
Gotland, HSC 
Gotlandia, HSC 
Gotlandia II, 
M/S Gute). Two 
regular routes 
(Visby/ 
Nynäshamn; 
and Visby/ 
Oskarshamn), 
and one 
summer route 
(Visby/Öland) 

Destination Gotland’s 
parent company, 
Rederi AB, owns the 
ferries, which are 
rented and operated 
by Destination 
Gotland. The public 
service authority 
altered the third round 
to tender for the 
provision of vessels 
and the operation of 
vessels separately. 
The present 
agreement remains in 
force until 31 January 
2017. In 2014, 
Destination Gotland 
concluded a new 
agreement with the 
Swedish Transport 
Administration from 
1 February 2017 to 
31 January 2027. The 
service is operated 
using four fast ferries, 
of which the two larger 
vessels are in service 
all year round and the 
two smaller vessels 
support the spring and 
autumn service and 
the high-frequency 
service during the 
summer period 

Gotland 
regional 
authority. A 
recent project 
to build a new 
terminal was 
financed with 
help form the 
EU 

Since the 
group profit 
was positive 
in 2015 
(440m SEK), 
the ferry 
business 
appears to 
be in some 
way cross-
subsidised 
by the 
tanker, hotel 
and shipyard 
business of 
the parent 
company 
(see 
‘Profitability’) 

Current contract 
from 2009 to 2015, 
and extended by 
two years to 2017. 
New contract to be 
signed from 2017 
to 2027 
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 Operator Regulatory framework Number of 
vessels/routes 

Vessel ownership Port ownership Evidence of 
cross-
subsidisation 

Contract length 
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The operator is 60% state-owned, and 
less profitable routes are subsidised by 
the state. However, the government 
intends to allow competition for routes in 
2017 

The operator 
serves 30+ 
destinations 
using 30+ 
vessels 

Some vessels are 
hired by the operator, 
while others are 
operator-owned 

  In Croatia, the 
operator is still 
protected from 
international 
competition until 
the end of 2016, 
but with market 
liberalisation 
beginning in 2017, 
existing 
arrangements may 
be replaced with a 
more competitive 
outcome. The 
current operator 
(Jadrolinija) 
intends to compete 
for its continued 
right to operate 
services, and will 
expect some 
extension of a 
concession from 
the typical five or 
six years to over 
ten years, as the 
operator is 
investing in new 
vessels 
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 Operator Provisions for investments, 
innovation 

Prices/fares Summary of minimum 
service level 

Service 
flexibility 

Profitability Level of 
debt 
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Agreed on replacement of 
one high-speed vessel; the 
agreement-specified service 
requirements are not 
expected to change 
substantially in the 
foreseeable future; Condor 
will design and schedule its 
vessel maintenance 
programme 

Maximum prices set in 
accordance with existing 
price thresholds, to be 
revised each year in 
accordance with existing 
customs and practice. 
The adjustment is based 
on a weighted mixture of 
Jersey, Guernsey and 
UK RPI. If Condor Ferries 
earns a ROACE above or 
below certain established 
thresholds, there is scope 
for the adjustment of 
schedules and prices 

Minimum service schedule 
of two seasons specified 
in the agreement (winter: 
from the end of October 
half-term school holidays 
to the start of the school 
Easter holidays; peak: rest 
of the year), provided that 
no entrant has 
commenced the provision 
of the designated 
services. Base service 
schedule also specified in 
the agreement, and is 
applicable after a new 
entrant provides the 
designated services 

Flexible; 
currently no 
entrant, and 
service level 
is above the 
minimum 

Based on ROACE but 
redacted; EBIT 25% 
(2007). ROACE is 
subject to certain limits 
(tramlines), which will 
determine whether 
adjustments to 
schedules and/or prices 
are required 
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 Operator Provisions for investments, 
innovation 

Prices/fares Summary of minimum 
service level 

Service 
flexibility 

Profitability Level of 
debt 
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The contract between the 
Scottish government and 
Serco NorthLink represents a 
government investment of 
£243m over six years. The 
grant from Scottish Ministers 
may be deducted if the 
operator has failed to meet 
any of the performance 
measures for reliability and 
punctuality 

The initial fares schedule 
was published by the 
predecessor. For 
subsequent years, tariffs 
are index-linked (this 
year’s CPI over the 
previous year’s CPI) 
unless modified by the 
Scottish Ministers or the 
Scottish Ministers 
approve an alternative 
structure proposed by the 
operator 

Scheduled timetables 
specified in the contract. 
Key service elements 
include 90-minute services 
from Scrabster to 
Stromness, security of 
supply of services for time-
sensitive freight, and an 
improvement in the overall 
passenger experience, 
including improved 
catering, hospitality and 
customer care facilities 

The operator 
must comply 
with the 
timetables 
except 
during a 
period of 
scheduled 
unavailability 
or a relief 
event, and 
no sailing is 
required 
during 
Christmas 
and New 
Year. Serco 
NorthLink 
has been 
able to 
modify the 
frequency of 
the Scrabster 
to Stromness 
sailings since 
winning the 
contract  

Serco Group, which is 
the parent company of 
Serco NorthLink, had 
significant issues in 
2013–15 with the 
delivery of many of its 
public service contracts 
in law enforcement, 
health and transport. 
The resulting 
reputational damage led 
to a significant drop in 
share price and a 
change in management 
in 2014. Shortly after, 
the group announced 
that it was pulling out of 
a number of areas due 
to its inability to make 
profits, highlighting 
security of supply issues 
in contracting lifeline 
services to a private 
operator with certain 
profitability targets 
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l Continued to invest in the 

vessels and ports 
Scheduled timetables 
published and adjusted by 
the operators 

 EBIT 16% (2006) ‘High’ 
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 Operator Provisions for investments, 
innovation 

Prices/fares Summary of minimum 
service level 

Service 
flexibility 

Profitability Level of 
debt 
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Fixed fares are published 
on website yearly; 
advanced fares are 
available; dynamic online 
booking fares are 
responsive to demand 
level; average revenues 
per customer trip (yields) 
have increased by less 
than the rate of inflation 

 EBIT 21% (2007)  
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Cornwall Council leads the 
implementation of the Isles of 
Scilly Link Project, which is 
funded by the Department for 
Transport; both vessels are 
licensed to operate until 2018 

Minimum single-trip fares 
are published on website; 
there are special day-
return prices 

Fixed schedule: 
passenger ferry operates 
between March and 
October, sailing up to six 
days per week; freight 
vessel operates all year 
round three times per 
week 

 2014–20 Strategic 
Economic Plan: 
Continued decline in 
passenger numbers 
since 2002 (10% 
annually) 
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Scottish Ferries Plan, 
published at the end of 2012, 
proposed public investments 
in excess of £300m over the 
period until 2022 in vessels, 
ports and infrastructure, the 
majority of which pertain to 
the Clyde and Hebrides 
routes. In 2014–15, the 
spend on the Clyde and 
Hebrides Ferry Services 
network was approximately 
£106m 

Road Equivalent Tariff 
(RET) bases ferry fares 
on the cost of travelling 
the equivalent distance 
by road (passenger/car) 

Published timetables on 
website (winter Nov–Mar, 
summer) 

 ‘a small net operating 
profit 2015/16 - 6 
months’ 
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 Operator Provisions for investments, 
innovation 

Prices/fares Summary of minimum 
service level 

Service 
flexibility 

Profitability Level of 
debt 
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 The BC Ferry 
Commission regulates 
ferry fare levels. Price 
cap: initial 2.8% over 
previous year’s price for 
major routes, otherwise 
by 4.4%; subsequent 
price caps to be set at a 
specified rate equal to 
the British Columbia 
consumer price index 
minus a productivity 
factor for the route group 

Minimum service 
requirements are set by 
the government of British 
Columbia; The service 
contract defines for each 
route the core service 
requirements, which 
consist of the hours of 
operation, number of 
round trips per day during 
peak and off-peak periods, 
total number of round trips 
to be delivered, etc. 

Flexible EBITDA $268.5m 
(2016). A regulated 
return on equity of 
12.7% was allowed for 
Performance Term 3—
i.e. April 2012 to March 
2016 

Leverage 
ratio of 
77.8% 
and a 
debt 
service 
ratio of 
3.1 
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 The tendering authority in 
Denmark regulates the 
maximum and average 
ticket price for all tickets 
per ticket group 

Minimum number of trips 
per day specified in the 
contract 

Provisions for fuel surcharges on oil 
price  
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 Operator Provisions for investments, 
innovation 

Prices/fares Summary of minimum 
service level 

Service 
flexibility 

Profitability Level of 
debt 
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A recent project to build a 
new terminal was financed 
with help from the EU 

The agreement between 
Destination Gotland AB 
and the Trafikverket is a 
‘net agreement’, whereby 
Destination Gotland 
keeps passenger income 
as well as remuneration 
from Trafikverket for 
operating the traffic. 
Revenues are regulated 
based on maximum 
prices set for 
passengers, vehicles and 
freight 

Anyone who carries out 
regular sea transport 
between Gotland and the 
Swedish mainland must 
call at a mainland port at 
least five times a week 
year-round; this is a 
requirement of the route 
PSO. The purpose behind 
this provision is to hinder 
anyone from carrying 
traffic only during periods 
when there is a great 
demand (i.e. summer 
tourists), to the detriment 
of the contracted 
services—i.e. ‘cherry 
picking’. Trafikverket also 
has a focus on eco-
friendly travel, with a shift 
to using LNG gas that is 
more eco-friendly 

Since 1971 
the state has 
provided 
funding for a 
more 
extensive 
service than 
the market 
could 
otherwise 
sustain, 
especially 
during the 
off-peak 
winter 
season 

In 2015, there was a 
total revenue of 1.2bn 
SEK, with an operating 
profit of 38.3m SEK, but 
a final ‘net income’ of 
-1.6m SEK 
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 Operator Provisions for investments, 
innovation 

Prices/fares Summary of minimum 
service level 

Service 
flexibility 

Profitability Level of 
debt 

C
ro

a
ti

a
 

J
a

d
ro

li
n

ij
a
 

New vessels are in the 
pipeline (26, 23 of which will 
be newly built); 32 vessels 
will be retired. The three 
large vessels serving 
international routes to Italy 
are among those to be 
replaced. Some of the 
investment in vessels 
appears significant—for 
example, the construction of 
a ship for more remote 
islands such as Korčula, Vis 
and Lastovo is estimated to 
be worth €50m 

 Scheduled timetables 
published and adjusted by 
the operators 

The state 
subsidises 
loss-making 
lines (for 
instance, 
night-time 
services), 
and also 
hires extra 
vessels if 
extra 
capacity is 
needed 

In 2015, Jadrolinija 
experienced significant 
revenue growth: the 
company’s net profit 
increased by 29.3% to 
HRK 8.3m 

 

Source: Oxera research based on a range of public domain sources. 
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A2 Details of economic impact assessment 

A2.1 Methodology overview 

The impact on the Isle of Man of different specifications of ferry services has 
been assessed using an approach that is consistent with the Department for 
Transport’s Web Transportation Appraisal Guidelines (WebTAG) for 
transportation investment. The focus of our impact assessment is on ferry 
passengers (both inbound and outbound), and the Isle of Man economy as a 
whole.94  

Our analysis centres on productivity and value added, rather than welfare; 
however—consistent with WebTAG—we do consider the welfare differences for 
passengers travelling to/from the Isle of Man. Our assessment compares the 
current level, quality and capacity of services against the following scenarios (the 
‘counterfactual’ scenarios):  

 Scenario 1: service provided only by the existing ro-pax vessel (MS Ben-my-
Chree). Services reduced to a ‘commercially rational’ level identified by 
IOMSPC, which involves 2x daily sailing and a focus on freight, with any 
spare capacity being used for passenger traffic. There are three versions of 
this scenario: 

 Scenario 1a: 2x daily sailings to Heysham only 

 Scenario 1b: 2x daily sailings to Birkenhead only 

 Scenario 1c: 1x daily sailing to Heysham and 1x daily sailing to Birkenhead 

 Scenario 2: improvement of services based on IOMSPC’s May 2016 offer, 
which includes a new ro-pax vessel with increased capacity and mechanisms 
for lower prices. Average prices are assumed to be lower by 10% as a result 
of IOMSPC’s proposal, relative to current average prices. We also assume 
the same passenger utilisation of the new ro-pax vessel as of the current 
vessel. 

We assess how these scenarios affect direct benefits (to service users) and 
wider economic benefits to the Isle of Man. 

A2.2 Direct benefits 

We consider direct benefits of the ferry service to be those that accrue to 
passengers travelling to and from the Isle of Man. Some passengers are 
crowded off the ferry due to decreased capacity if ferry services are cut, and 
passengers who remain on the ferry may face longer travel times due to the fast 
vessel not being available in Scenario 1.  

Some passengers who are crowded-off the ferry will not travel at all to the island, 
while others will choose to fly instead. Travelling by air is more expensive than 
ferry travel, leading to detriment via higher costs for travellers switching to travel 
by air. Travellers who no longer travel to the island also face detriment in the 
form of the lost consumer surplus that they would otherwise have from travelling 
to the island.  

In Scenario 1 we consider that average ferry prices would increase to the current 
maximum price per foot passenger. Passengers who currently take the Liverpool 

                                                
94 As such, our methodology is different to that used in the previous study on the impacts of Manx cultural 
heritage. Ecorys (2011), ‘The Economic Impact of Manx National Heritage in the Isle of Man’. 
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ferry also divert to the Birkenhead ferry (where available) or the Heysham ferry 
otherwise, and passengers from the Heysham ferry divert to the Birkenhead 
ferry. Passengers who continue to travel will also face longer journey times due 
to sole use of the ro-pax vessel and additional travel time to a further port (i.e. 
Heysham or Birkenhead) where the ferry service to a previously used port is 
unavailable.  

Business travellers are less productive when travelling than when not in transit.95 
Longer travel times therefore have an adverse productivity impact on business 
travellers: we value the productivity benefits that would accrue to the business 
traveller and the business traveller’s employer. 

We do not consider that there would be a material impact on freight transported 
under the scenarios we have considered, and we do not quantify an impact on 
freight volumes at this stage. This is because each scenario continues to offer at 
least a 2x daily service, and even if the main freight harbour in GB changes from 
Heysham, we assume that supply chains would adjust to any capacity 
constraints on freight due to the altered service, resulting in little to no impact on 
productivity. 

A2.3 Wider impacts on the Isle of Man economy 

We quantify the impacts of the current level of the ferry service on the Isle of 
Man economy, as described below. These are conservative estimates as we are 
able to robustly estimate only some of the mechanisms that would affect the Isle 
of Man economy.  

 Lost productivity from business travellers—a number of business travellers 
are resident and employed on the Isle of Man, and the decreased productivity 
of these travellers due to longer travel times reflects lower output on the Isle 
of Man. 

 Agglomeration in the tourist industry—there are positive externalities from 
similar businesses being located close to one another, which are known as 
agglomeration effects. We quantify the agglomeration effects in the tourism 
industry on the island, where output decreases due to losses in 
agglomeration in tourism in Scenario 1 and where output is enhanced due to 
increased agglomeration in the tourism industry in Scenario 2. 

There are a number of other impacts that our methodology does not capture, 
and that need to be considered more qualitatively, such as migration, long-run 
dynamic economic adjustments (e.g. relocation of complete industries), and 
foreign direct investment. We have also not quantified the move to more/less 
productive jobs that is often considered in transportation appraisals, due to 
having limited data on the counterfactual employment of individuals who may 
move jobs (e.g. tourism industry employees) following a change in ferry services. 

A2.4 Modelled results 

Table A2.1 below summarises our results from the different scenarios. 

                                                
95 Department for Transport (2009), ‘Value of Working Time and Travel Time Savings Long Run Implications 
Report’, December. 
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