EDINBURGH TRAM PROJECT
REPORT ON TERMS OF FINANCIAL CLOSE (“CLOSE REPORT?)

FOR THE ATTENTION OF THE TRAM PROJECT BOARD, TEL BOARD AND TIE BOARD

DRAFT v6 0/7.03.082.02.08

Purpose of report

The principal contractual commitments to be entered into at Financial Close are :

>

YV V VYV

Infraco Contract Suite — incorporating Infraco and Tramco construction / supply
and maintenance ; Tramco and SDS Novation ; security documentation ;
ancillary agreements and schedules including Employer’'s Requirements

Council Financial Guarantee

Grant Award Letter

Operating Agreements between the Council and respectively tie and TEL

Various important agreements with third parties have also been completed or are in
substantially agreed form.

The purpose of this report is to provide a comprehensive view of the principal terms of
the contracts and related documentation which are being committed to at Close. A
reasonable degree of prior knowledge is assumed. A draft version was reviewed at the
meetings of the TPB, tie Board and TEL Board on 23 January 2008 and the approvals
below were granted on that date. The approved delegated structure has been

implemented.

It is understood that the Council will prepare appropriate papers for its own approval
purposes, specifically to support the provision of delegated authority to the tie

Executive Chairman to execute the contracts. The Council will also require to confirm its
approval of the Grant Award Letter and the Financial Guarantee in addition to the

contracts which will be entered into by tie.

TPB

approval of terms of Infraco and all related documents including note of

main open areas, recommendation to TEL on those terms and on the
proposed delegated authority to approve and sign ; approval of
governance and delegation paper

TEL

approval of terms of Infraco and all related documents including note of
main open areas, recommendation to Council on those terms and the
proposed delegated authority to approve and sign ; acknowledgment of
terms which will be assigned to TEL in due course ; approval of the TEL
Operating Agreement and; approval of governance and delegation paper

Tie

approval of terms of Infraco and all related documents as basis for
commitment, including note of main open areas; acknowledgement of
the proposed delegated authority to approve and sign ; approval of the
tie Operating Agreement ; approval of governance and delegation paper
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(1) Introduction

The significant stages in the project to date include :

April 2003 Ministerial approval of initial Business Case and grant award
December 2003 Finalisation of STAG and submission of Bills to Parliament
May 2004 Commencement of early operator involvement with Transdev
October 2005 Commencement of design work under SDS

April / May 2006 Royal Assent to Tram Bills

April 2007 Commencement of utility diversion work under MUDFA

May / June 2007 Change of government and re-confirmation of project
October 2007 OGC Gateway 3 Review

October 2007 Final Business Case for fully integrated system approved by CEC
December 2007 Resolutions to proceed approved by CEC

March January-2008 Financial Close — construction and vehicle supply

Although there have been several key events, the completion of the contract suite which
commits delivery of the system is highly significant in terms of the scale of commitment
and the definitive nature of the programme to complete the project.

To reach this stage has involved close collaboration over a number of years between tie,
TEL and the Council along with principal consulting and contractual partners.
Throughout, progress has been monitored by the Project Board and the tie and TEL
Boards, with full Council approval at key stages. Until mid-2007, Transport Scotland
(and predecessor departments) played an active role in the project, since then a more
arms length role has been played but crucially this has supported the commitment to
the majority of the funding.

The balance of this report summarises the main features of the project and its
supporting documentation as a basis to assess readiness for commitment. More
detailed information is available on every aspect on request.
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(4) Grant Award Letter

Transport Scotland will provide up to £500m of the total capital cost and the balance will
be provided by CEC, which has initially allocated £45m for this purpose. The source of
these funds is a matter for the two funders. The Government grant is documented in an

award letter which is specific to the project but follows standard terms for grants under
S70 of Transport (Scotland) Act 2001. CEC has identified a range of sources and an
independent review confirmed the validity of the assumptions made by the Council.

17
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The programme concentrates on Phase 1a initially and the parties have the opportunity
to commit to Phase 1b before 31 March 2009 on pre-agreed terms with BBS. During
2008-9, an assessment will be made of funding availability to support Phase 1b.
Government contribution will not exceed £500m under the current arrangements.

Grant will be drawn down pro rata with Council contribution. The amounts of grant
available in each financial year will be capped, with the balance of any undrawn grant

added to the sum available in 2010-11. There are detailed arrangements for payment
approval and audit.

With the contributions agreed, the pro rata drawdown mechanism becomes an
accounting process each month and within tolerances will not create any difficulty. The
annual capping does have potential to create difficulty, but it is felt there is sufficient
tolerance in the spend plans versus funding availability that this limitation is
manageable.

The terms of the grant letter are weighted in favour of the awarding body and fall short
of the sort of protection which a borrower would seek from a commercial lending bank.
This is however normal and the Council are satisfied that the terms of the award offer
sufficient protection bearing in mind the relationship between Government and the
Council.

The letter was negotiated with TS by tie and Council Finance and Legal officials with
support from DLA. See Section 8 for taxation assessment.

(9) Notification of Award, challenge process and cooling-off period

This section contributed by Jim McEwan, who performed a review of procurement
process integrity independent of the main procurement team.
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This section contributed by Alasdair Sim, who took the lead role developing the

agreements. A second (and consistent) view on risk is provided by Stewart McGarrity in
Section 109.
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