MUDFA Project Telephone 0131
Western Harbour Facsimile 0131

Leith Docks
Edinburgh www.alfredmcalpineplc.com
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Infrastructure Services
Ref: AMiSttie/letteriKAG/Projects/833 11™ March 2008

Mr. Graeme Barclay

tie MUDFA Utilities Construction Director
tie Limited.

Citypaoint,

1*' Floor,

65 Haymarket Terrace,

Edinburgh.

EH12 5HD

Dear Graeme,
Subject: MUDFA Alfred McAlpine Infrastructure Services {AMIS) -- Contract A150

Report and Recommendation: Construction Services
Schedule Four Rates & Prices: Application of Clauses 46 and 50

Further to the commitment given at the Comimercial Meeting held on 25" Fepruary 2008, with Messrs
Bell, Barclay, Casserly, Hudson, Maikin and Gourlay in attendance please find two (2) copies of the
abaove noted sulmission, ali in accordance with the agreed deadlire.

Please note the Minutes of the Meeting remain outstanding, although action progressed.

AMIS MUDFA’s concern with the suitability and integrily of the Schedule Four Rates and Prices was
first formally notified under cover of letter Ref, AMISftie/letteriKAG/Projects/165 dated 3™ April 2007,
following discussions held on the 28" March 2007.

In the intervening period (fifty weeks) the concerns expressed in the first instance by AMIS MUDFA
have proved to be weli founded and been further compounded, indeed exacerbated by issues
emerging through the management, by tie Limited, as Employer, Project Sponsor and Preject
Manager of the emerging MUDFA Works, together with the 1FC Utility Designs and Design Related
Information, Stakeholder constraints and Traffic Management dependencies.

The Schedule Four Rates ane Prices were predicated upon (i) the successful completion; and /7 or (ii)
adherence to, the following key and critical requirements established as the agreed baseline for
management and administration of the MUDFA terms and conditions:-

1. The Contract drawings and the associated linear meterage of diversions set out in the Schedule
Four Quantities (24,662 Metres);

2. The Prime Cost and Provisienal Sums which establish the maximum additional diversions over
and above item 1 above (18,932 Metres);

3. The reduction and mitigation of this total (43,594 Metres) through the Value Engineering
Incentive;
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4. The Contract Programme, Schedule Eight, which defines the seguence, modus operandi and
operational premis of the MUDFA Works as challenged by tie Limited and discussed at length
throughout the Tender and CARP pracess leading to Contract award;

o

The MUDFA termis and conditions which define the Stakeholders Imposed censtraints and as
now defined through the late delivery of Schedule 13 Requirements;

6. The completion of all Enabling Works and Advance Construction Works necessitated to suppaort
MUDFA Construction Services scheduie adherence, by no later than 31% March 2007;

7. The completion of the IFC Designs and Design related Information by no later than 21%
Decentbar 2008,

8. The preperation ef robust and accurate IFC Designs and Design refated Information to suppert
both the MUDFA Contractor's Contract Objectives and schedule adherence under the Schedule
Eight Programme;

9. The completion of all Traffic Management Designs and Temporary Traffic Regulation Orders
{TTRO’s) by o™ January 2007 by SDS Provider with input only from AMIS MUDFA; and

10. Administration of the MUDFA Contract, including the associated risks, in strict and full compliance
with its provisions, terms and conditions by fie Limited as Employer, Project Sponsor and Project
Manager.

Itis a matter of recorci that the above noted items were not administered, managed and/or completed
in accordance with the MUDFA terpis and conditions.

As a consequence the fundamental hasis of the Schedule Four Rates and Prices have been
compromised, where the produclivities (ie. eutput), cost base and management support
contemplated have either not been met, in the case of cutput or exceeded in the case of bhase cost
and increased management support o support schedule adherence under Revision 08 of the
approved Programme,

Indeed the above notecl issues will, if net comprehensively and proactively managed by tie Limited,
result in Revision 06 of the Pragramme being comprimised, rendering it unsustainable in the
immediate future.

A synapsis of the submission, prepared an a critique of the above noted items, is attached herewith
under Appendix ‘A’

As a consesuence the Schedule Four Rates and Prices need to be reviewed by tie Limited. in
accordance with the provisions of Clauses 46 and 50 of the MUDF A terms ane conditions.
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Should you require any additonal informatien, or clarification of any point, please do not hesitate to
contact the under-signed or alternatively Messrs Gourlay or Lowe.

Yours sincerely,
For and on behaif of Alfred McAlpine Infrastructure Services Ltd

Andrew Malkin
MUDFA AMIS Project Director

Copies:-

tie Project Team MUDFA Project Team
John Casserly Keith Gourlay

Steven Bell Taryne Lowe

Steve Hudson

Attached/.... Reportand Recommendation to tie Limited for the Application of Clauses 46
and 50 for Construction Services (Two Copies)
Appendix ‘A’ (8ix Pages)
1 x CD (MUDFA ~ Application of Clause 46 & §0)
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Appendix ‘A’; Report and Recommendation to tie Limited for the Application of Clauses 48 and 5C for MUDFA Construction Services

[ 1D | Baseline MUDFA Change to the Baseline Terms and Conditions
| Terms and
| Conditions
|
1 | Diversionary Schedule Four contains 24,662 metres of muiti-utiiity diversions, exciuding any additional / emerging diversions necessary, ali as
Quaniities - Coniract  instructed under the Prime Cost angd Provisionai Sums /[ Work Ordar protocoi, determined at 18,832 metres.
: Drawings
2 : Diversionery From an analysis of the appropriate Prime Cost and Provisionai Sums caiegories it can be determined that the maximum {otai quantity"bf
Quentities - Prime | diversionary works required undes the MUDFA Contract wouid be 43,594 metres, the equivalent of 2 metres of utility being diveried along
Cost and Provisional - every metre of the tram route. The Anticipated Final Account (AFA} quantities are as foflows:-
Sums
= tlie Limited imposed AFA instructed 59,125 mewes of Uulility diversions; an increase of 368% over the maximum quantity |
contemplated under the Contract, the equivalent of 2.7 metres of utifity being diverted along every metre of the tram route; i
= the AMIS MUUDFA assessed AFA cetermined 88.770 metres of utility diversions; an increase of 53% over the maximum quantity
centemplated urder the Coniract, the equivalent of 3.1 metres of wtifity being diverted aiong every metre of the tram route;
= Dbased on a representative sampie of the works undertaken o daie, extrapolated across the AFA determines 68,634 metres of
utility diversions; a quantity not dissimitar to the AMIS MUDFA AFA. _
5 i
The impact of this growth, over and above thet contemplated under the Contract renders the Schedule Four Rates ancd Prices unienable
| in output, cost base and schedule adherence.
i Furthermore, as & conseguence, Revision 06 of the tie Limited and Stekehoider constrained Programme is compromised as the
sequence, duration and modus operandi is predicated upon the tie Limiled imposed AFA diversionary quantities, with limited provision for
the Prime Cost and Provisional Sum expenditure and inadecuacy of utiity designs in lateness and accuracy terms. 3
3 Vaiue The MUDFA terms ancd conditions contempiate that the quantities reflected in item 2 above would be reduced 3s a consequence of the :

Engineering Incentive

Vaiue Engineering incentive defined under Clause 48 of the MUDFA terms and conditicns and mcere recently by the agreed amendment, |

the MUDFA Coniractor incentivisation Proposai.

This proposat has deen frustrated by iFC Design and Design refated information not being availiable in accordance with Revision (6 of the !

tie Limited and Stakeholder Consirained Praogramme; there are currently circa 51% of IFC Designs iate, {352 in total) when determined

| zgainst the agreed Programme.

8y way of further illustration, no IFC Designs and Design related Informetion (Works Order Requirements, Clause 8.9} have heen
| received for Constitution Street, Worksite 1A WSi G31/601 to date. These Works commence on site in fourteen (14 working days.

| The consequence of the foregoing renders any the MUDFA Contractors Incentivisation Proposal untenabie, notwithstanding the
: conseguential impact on scheduie adherence and ouiturn cosi io tie Limited.

Page i a
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Appendix ‘A’: Report and Recommendation to tie Limited for the Anplication of Clauses 46 and 38 for MUDFA Construction Services

B Baseline MUDFA
Terms and
Condgitions

Change o the Baseline Terms and Conditions

4 | Contract Programme
~ Scheduie Eight
Construction

| Services maodus
| cperandi

The Schedule Eight Programme, considered in confunction with the maximum diversionary quantity of 43,584 meires represenis the
fundamentat basis of the Schedule Fourrates and prices and not the current growth experienced o date.

5 | Stakenclder imposed
Constrainis

s

6 | Enabling and

Advance
Constriictiors Works

The MUDFA terms and conditions, under Schedule 2, Technical Reguirements, Clause 8.5, define the following specific constraints:-

“No works shaif be undertaken between Haymarket at Megdala Crescent to Leith Waik Junction of London Road from and inciuding the
foltowing dates:

Festival 8" August 2006 until  2° September 2006
Festival 5" August 2007 until  2°° September 2007
Christmas  3° December 2006 until 2" January 2007, and
Christmas 2 December 2007 untit  2°° January 2008"

The level of Stakeholder imposed restrictions and associated depencencies on the tie Limited and Stakehoider Censtrained Progamme |
at Revision 08 are considerably in excess of those contempiated in the MUDFA terrms and conditions, notwithstanding the delay,
disruption and disiocation to the Programme arising as a consequerce of Pre-Consiruction Services.

This levei of increased restriction nas had a direct and consequential impact on the modus operandi, sequence, ouiputs and efficiency of
the Schadule Four Rates and Prices; the impact of the excessive restrictions mposed by Lothian Buses as a silent and major
Stakeholder in the Edinburgh Tram project has aiso had a mejor impact on the modus operandi, sequence, ouiputs and efficiency of the
Schedule Four Rates and Prices.

"1t was contemplated that the Advance Construction and Enabling Works, necessitate¢ by the MUUDFA Works would be completed by the

31¥ March 2007, following completion of the IFC Design and Design Related Information ny 21% December 2006 and the Traffic
Management Designs and Temporary Trafiic Regulation Orders (TTRO's) being completed by 9 sanuary 2007. Adnerence to this
schedule would have facilitated the procurement of these works, by tie Limited, currently under the Work Order process, to support
schedute achererice of Construction Services under the Schedule Eight Programme.

it is 2 matter #f record the Acvance Consiruction and Snabiing Works are being procured on the basis of emerging, iate and incorrect iFC
designs and CVI's; letter Ref, AMiS/tieNetter/KAG/Projects/823 of 6" March 2008 fiustrates our concerns in this respect, where the IFC
designs for Constitution Street hac not been issued in full, or represented the fuil extent of the required works sixteen days in advance of
the MUDFA Works commencing; notwiihstanding the ongoing nion-compliance by tie Limited of Clause 8, Work Ordering.

Simitar concerns were expressed by AMIS MUDFA in respect of the Advance Consiruction and Enabling Works for Shandwick Place;
letter Ref; AMISHie/ietter/KAGIProjects/823 dated 8" March 2008 refers. The overall impact of the foregoing could, if not addressed by tie
3 Limited, couid result in Advance Construction and Enabling Works being undertaken conternporaneousty, not a situation contemplated in
i the Scheduie Four Rates and Prices or Revisicn 08 of the Prograrnme.

Page 20f56
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Appendix ‘&’ Report and Recommendation o tie Limited for the Application of Clauses 46 and 50 for MUDFA Consfruction Services

"I | Baseline MUDFA

Terms and
Conditions

Change fo the Baseline Terms and Conditions

7 | Completion of IFC | The MUDFA terms and conditions contempiate the !FC Designs and Design Related Information would be complete in the following !

Designs and Design

Related Information

i
§
i
i

§
H
3

| This restriction and series of kmitations were not coniemplated on preparation of the Scheduie Four Rates and Prices and has impacted

seguence and timescaies:-

Detiverable Earliest Bate Latest Date
Prefiminary Design Complate 7" Aprit 2008 30" June 2006
Detailed Design Complete 25" Aprit 2008 21% July 2006
Receive tie Limited & MUDFA Centractor Commenis 8™ June 2006 4™ September 2006
tssue Design for Statutory Utiity Comgany approval 25" July 2006 12" Octoder 2006

issue {FC Designs and Design Related information 13" September 2006 21™ December 2006

The Schedule Four Rates and Prices have been frustrated by {FC Design and Design releted information not being available in |
accordance with Revision 08 of the tie Limited and Stakehoider Constrained Programme; there ere currently circa 51% of IFC Desigas in |
delay, {352 in total, based on eight drawings per plate) when determined zgainst the Programme requirements; a current delay of sixty
four {64) weeks and increasing when measured ageainst the MUDFA terms and conditions.

8y way of further iliustration, ne IFC Designs and Design reiated Information (Works Order Reguirements) have been received for
Cornstitution Street, Worksite 1A WSi 001/001 io date. Works commence on site in fourteen {14} working days, rendering the Work Order
orotocai, advence mobilisation, securing resources et al, in a manner, sequence and commerciat framework consistent with the Scheduie
Four baseiine untenable.

This is a similar position to previous Work Crders en the project, i.e. Section 8 (FC’s were scheduied for 20" August 2007 and to date no

drawings have been received,

on output achieved and costs ingurred to date; given the ongeing delay and the lack of any discernable improvement throughout the
Contract period to date, it will continue to impact on the MUDFA Contractor's outputs and cost hase until remediec on a sustainable basis,

8 | Availability of Robust
and accurate {FC
| Designs and Design
Related information

t is @ matter of record that the iFC Designs anc¢ Design releted information has been the subject of extensive correspondence, Technicai
Query and chelienge by AMIS MUDFA; please refer to Appencices 1, 2, 3 and 4 of the aitached Report and Recommendation,
specificaily the Exemplar chailenge and review of December 2606 and January 2007.

The fundameniat principle acopted by AMIS MUDFA in the preparation of the Scheduie Four Rates and Prices was the IFC Designs and
Design related information would be accurate, robust, fully configured, dependency considered/validated, co-ordinated and prepared /
completed by SDS Provider, under the management and direction of tie Limited.

This process would pe undertaxen in accordance with the sequence and timetabie deteiled in item 7 abcve, fuily in compiiance with and
overall recognition of the contract obiectives which conform across both the MUDFA Contract terms and conditions and those reflected
within the “Provision of System Design Services refating to the Edinburgh Tram Project”.

Page 30i 6
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Appendix ‘A’; Report and Recommendation {0 tie Limited for the Application of Clauses 46 and 50 for MUDFA Coastruction Services

| B Baseiine MUDFA
Terms and
Conditions

8 | Availability of Robust

i and accurate iFC
Designs and Design
Related Information
{Continued)

Change 1o the Baseline Terms and Cenditions

The foliowing areas provide a synagsis of the key and critical objectives consistent and compatible across the tie Limitew: SDS Provider

contractual framewcrk and the tie Limited: Alfred McAlpine contractual arrangement, i.e. the areas upon which AMIS relied upon the
integrity of the Design when preparing their Schedule Four Rates and Prices.

These obligations determine thatl the SDS Provider shall provide an {FC Design and Design related information that has seen prepared:-

= Toa reasonabie level of professionai skill, care anc diligence;

= In accordence with Good industry Practice

= Ensuring best vaiue;

= Take due and proper accouni of all risks, including those associated with existing ground conditions; and
= Sefeguerding efficiency in obtaining all necessary consents,

in the considered and professicnal opinion of AMIS MUDFA the ability of the MUDFA Contractor to achieve and exceed these conforming
Contract objectives has been sigrificantly curtailed, opstrucied and on occasion wholly frusirated by the inaccurate, inadecuzte, IFC |
Design and Design related information issued by tie Limited, cstensisbiy under Clause 8.

To date and according to SDS Provider the reguirements stipulated as being provided under the “Provision of System Design Services
redating to the Edinburgh Tram Project” Agreement has not been provided, despite several requesis from AMIS MUDFA.

This has been furtner curtailed, obstructed and whoily frustrated by e prependerance of site input where, insteac of focussing on outputs,
progductivity and the efficient aiocation of internal and subcontiract resources our Delivery and Front Line Mianagers have heen seeking to
mitigate an¢ address the absence of fully configured and co-ordinated IFC Designs in the form of TQ's resolution and mitigation.

In summary a total number of 426 Technical Queries have deen raised up to and including 28" February 2008 for circa 3,190 metres of
utility diversion areas.

For every 100 meires progressed on each Worksite thirteer: {13) design andfor technical specification reiated Technical Queries (TQ's)
have been issued; this ratio will increase as TQ's are raisec on the balance of utility diversion areas where physical Constructicn Services
activity has not commenced. The average time taken for SDS Provider / tie Limited to respond is currently in excess of 20 days, an
unacceptiabie periog.

A Confirmation of Verbal instruction (CVI) / Record Sheet process and procedure has been implemented by AMIS MUDFA to capiure
change evenis and progress activities on scheduie. To daie 2 lotal number of 583 CVi/Record Sheets have been raised predominantly |
by AMIS MUDFA, this equates to eighteen (18) changes for every 100 meires of Work Site progressed. |

The consotidated impact of these issues represents in the region of thirty one (31} IFC Design / Technical Specification issues for every '
100 meires of Wark Site progressed, the equivaient of one (1) issue every 3.2 metres of diversion area.

Page 4¢f @
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Appendix ‘A’; Report and Recommendation to tie Limited for the Application of Clauses 46 and 50 for MUDFA Construction Services

Baseline MUDFA
Terms and
Conditions

| Availability of Robust
| and accurate iFC

| Designs and Design
i Related Information
| {Continued}

BDesigns and

Change to the Baseline Terms and Conditions

| Hed this magnitude of change and technical clarification been contemplated by the parties the MUDFA terms and congitions wouid have
incorporated the foliowing adminisirative aspects.

Traffic Management '

| Temporary  Traffic |
i Regulation Orders

The exciusion of these processes and procedures from the drafiing of the MUDFA lerms and conditions, demonstrates beyond alt
reasonabie doubti, that the magnitude of change and the consequential impact cn schedule acherence, cost impact et al were not
considered a risk by tie Limited, particularly when the very same processes and procedures, as drafted and introduced by the MUDFA
Contractor have become instrumental and pivotal to the successfut day to day management of the MUDFA Works.

The foregoing has had a material impact on the sustainability of MUDFA Contractcr's Schedule Four Rates and Prices, with additions
costs being incurred and absorbed, together with delay, disruption and dislocation to scheduie adherence uncer Revision 08 of the tie |
timited and Stakeholder Consirained Programme.

The MUDFA terms and conditions contemplate the Traffic Managemeant Dasign and Temporary Traffic Reguiation Crder process would
be complete in the following sequence and timescales:- -

TM Design TTRO Process
Work Section Cempiete Compilete
Haymerket to Newhaven Road 23" October 2006 18" December 2006
Hayrnarket Corridor 4™ Gctober 2006 29" November 2006
Roseburn Juriction to Granton Square 30" October 2006 2" January 2007
Roseburn Junction to Gogar 30" October 2006 2™ Jenuary 2007
Gogar Depot Net Applicabie Net Applicable
Gogar to Airport 6 November 2006 g™ jenuary 2007

The Schedule Four Rates and Prices have been frustrated by the Trafiic Managemernt Besign and TTRQ Progess not being available in

i accordance with Revision 08 of the tie Limited and Stakehoider Constrained Programme: a current defay of sixty one {61) weeks and
increasing when measured against the MUDFA terms end conditions,

| The Traffic Management Designs and TTRC approvais are subject to ongoing preparation, review and approval on an ad hoc basis,
i within a three te four week window in advance of the Worksite commencement dates contempiated under Revision 06 of the tie Limited

and Stakeholder Consirained Programme.

This restriction and series of limitations were not contempiated on preparation of the Schedule Four Rates and Prices and has impacted
on output achieved o date and costs incurred ¢ date; given the ongoing deley and the iack of any giscernable improvement throughout
the Contract period to date, it wili continue to impact on the MUDFA Contractor's oulputs and cost base.

This imipact, when considered against the other factors detailed within this subimissicn have ali coniributed to Revision 08 of the tie
Limited and Stakehoider Constrained Programme, being compremised and, in the considered opinion of AMIS MUDFA, unsustainable n
the immediate future, with appropriate detail and action being instigated and discharged by the appropriate perties defined under the
MUDFA terms anc conditions.
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Appendix ‘A’; Report and Recommendation o fie Limited for the Application of Clauses 48 and 50 for MUDFA Construction Services

o Baseiline MUDFA
FTerms and
Conditions

Change to the Baseline Terms and Conditions

16 Administration of the
MUDFA Terms anc |
Conditions

Up to and inciuding 23" February 2008 a fotai number of 28 Work Order Estimates have been compieted by AMIS MUDFA, of these

wwenty seven {27) Work Grder Proposais have been submitted for tie Limited approvai. The corresponding value of Work Order Proposal

i Estimates is circa £1Sm, of which, circa £im has not yet been submitted o tie Limited, with only circa £6m having received 2

| corresponding tie Limited Work Order Confirmation Notice.

The remainder of Work Orger Proposats currently being progressed on site, without a corresponding tie Limited Work Crder Confirmation
Notice in contravention of Clause 8.8, is circa £12m. This demonsirates a fundamentai failure by tie Limited to manage and administer the
terms and conditions of the MUDFA Agreement.

AMIS MUDFA is therefore exposed to a2 major commercial risk in the avent tie Limited retrospectively seek o amend the aforementioned
termss, notes, assumptions and exclusions.

i Foliowing formai notification of the issue by AMIS MUDFA it was demonsirated, from contemporaneous records, that tie Limited had
| falled to0 discherge their chligations in respect of Clause 8, specifically Clause 8.9, Work Order Requirements, against a balanced
i scorecard of 70%+, i.e. only 30% compliant.

i This deficiency in the provisicn of key and critical information curtailed, obsiructed and wholly frustrated the Worksite operations where

our Delivery Menagers and Front Line Managers, instead of focussing on outputs, productivity end the efficient aflocation of internal and
subcontract resources, have been seeking o mitigate and address the absence of fully configured and co-ordinated {FC Designs and
Design related Information.

Furthermore the Notice of Change and, Change Order pretocol defined under Clause 48, has nct been correctly administered by tie
Limited.

Page8of 6
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