dr E Frizzel Our Ref: ceglagminifrizzefigl
Mugd of Enteyprise, Transport and Lifelong Learning

Scottish Execulive Your Ref:
Meridian Court
Cadogan Strast Date: 7 February 2006

Glasgow G2 8AT

EDINBURGH TRAM

Al its meeting on 26 January 28086, the City of Edinburgh Cauncil considered the enciosed
repart by the Direcior of City Bevelopment, providing an update on and making
racammendstions for funding and phasing of the Edinburgh Tram.,

i am pleased 1 e able (o advise you thai all the political groups on the Councll agreed the
recormmendations in the report, including:

s approval of the developmaent of the Alrport to Leith Waterfront sections of Lines 1 and 2 as
the Hirst phase of the Edinburgh Tram Network, with the optional extension of Line 1 from
Maymarket o Granton Square, provided that funding and works costs permit; and

o approval, in principle, of a Coundil contribution of £45 million, as detalied in the report and
subient io & salisfactory final susiness case.

Az might have been expadcted, there were differences of political opinion expressed duting the
debate but | am satisfied that there is genuine suppert in the Councll for the principle of the
tram project and ful recognition of the significant financial support being provided by the
Scotlish Executive.

Along with Councilior Donald Anderson, Leader of the Council and Councilior Andrew Bums,
Executive Member for Transport and Public Realm, 1 shall be meeting the Minister for
Transport and Telecommuinications omorrow, when we hope ta be able o discuss the
Edinburgh Tram project further with him.

Yours sinceraly

TOM AITCHISON
Chisl Executive

TRS00000262_0001



TRS00000262_0002



-EDINBYRGH- temno 19

iy o 4 O] AT O e
THE CITY OF SRIMBLEGH COUNCIL Rgporine L8205 :‘“?é O AT IOLS

Edinburgh Tram

The City of Edinburgh Council
28 Jdanuary 2008

% Purpnss of report

1.1 Thiz repon provides an update on and makes recommendations for funding and
phasing of :?w Edinburgh Tram.

£ Bupwnary

b

®ropasais fur g ram network fer Edinburgh have heen under development
since 3001, Feasibility studies deveioped the originai concept of a line (Line 1}
serving north Bdinburgh to a connection to and bwymé Emnburq L A r;mr’z (i,sms
z\ wih g third line t?zrc\,;m &wth-east dmb.;rq*’; This {atter line {Line 3}is
aireardy safeguarded while Lines 1 and 2 are nearing complelion of the
Qammﬂw tary process and a deem on on Royal Assent is expected i the near

P

>§-{ n.‘j?"’“!

2.2 He have sdopted a strategy for the development and procurement of the iram
which brings o bear the experience of the most succasaful ram operator in the
UK angd includes unigue features to minimise risks, and sncourage kgem tenders
from witrks contraclors.

4
(2

The Goottish Executive has expressed a willin Jr*esq 0 consider indaxation of ity
‘i prineiple” commibment 1o £375m to take account #f normal construstion price
flation. This consideration would take place urgenﬂy faipwing receipt of g
aonfirrnsed scheme from the Councll and a robust business case.

2.4 This increased funding would be conditional upan the Councit committing
canirinute £45%m from g range of sources.

2.5 The inlal possible funding currently available from both the Councti and the
Sootiish Executive kui\, enable g first phase to be constructed from Edinburgh
Adrport o Laith Waterfront via Haymarkeﬁ and Princes Street.

Hismurgh Tvaw THIAAINT
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Main Report
The Edinburgh Tram

Tram Lines 1 and 2 represent key infrastructure for the centre of the city region.
A map showing the routes of Tram Lines 1 gnd 2 is includes as Appendix 1 1o
inis report. The Edinburgh cily region is at the centre of the Scottish sconomy
and i key {0 atfracting of population, investment and development. Jore io the
continued strength of the city region is the ability 1o move freely within the city
itself and beiwsen key employment and development areas.

Tha Edinburgh Tram can deliver the quality transport system which an
axpanding and prosperous Edinburgh needs. it provides an opporiunity to cope
with the increasing demand for movement and an alternative to the private car
pevond that which can be provided by suses. The current proposals can aiso
be extended in the medium and longer term, both within the city and beyond, A
tram can eventually link East Lothian, West Lothian and Midlctﬁiam with each
ather and with Edinburgh. The linkages with fonger distance transpert,
aspecially an improving and extended rail network, provide opportunities to
ificrease access o empioyment across the wider area which is s¢ impartant to
the ity soonomy.

This link with the economy and to employment is a key benefit. Surveys of and
engagement with major business sectors repeatedly state their main concerns
as heing access to a skilled workforce and ease of movement. This is

recagnised both for existing business and for development of kev areas of
Qrowin,

Edinburgh Waterfront is the {argest brownfield deveiopment in Scotland,
aquivalent 1o a new town in scale and would be served by Line 1. Lines 1and 2
together would connect the Waterfront, city centre, West Edinburgh and the
Airport. The ¢ity centre and West Edinburgh represent the secend and {fourth
jargest concantrations of employment in Scotland and West Edinburgh in
particuiar is foracast to grow considerably. At the core of this growth is the
West Edinburgh Planning Framework area, south of the Airport and identified
by the Scottish Executive as a national growth point. Tram Line 2 wiil be core
infragtruciure for ihis development area; without the new transpert investment it
s uniikaly that this major national opportunity can be realised. # will be
oarticularly vital in combating the expected growth in travel demand arising from
the development, Without this development, major greenfield and greenbelt
releases would be required. This not only has planning implications hut would
result in g ssitlernent paitern that would be more difficult to serve by pubiic
fransport,

The tram will provide a step change in fransport which will greatly improve the
choica of public over private fransport, increasingly important in the contaxt of
ihe demands of a growing city. Experience elsewhere shows the potential for
trams {c draw patronage frem private cars, especially where they are serving
new development areas where trave! habits can be formed from: the stari.

Trams are an attractive option for motorists. in the UK, 20% of peak hour and
50% of weekend tram passengers traditionaily travelied by car. Trams allow
more peaple to travel {o city centres and retail areas. For example, Dublin has
seen an increase of 35% in footfall at an end of line mall and a general increase
iry city centre pedestrian traffic since the recent infroduction of its trams.

[
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3.7 ithas been demonstrated that property values and rental prices increase along
tram lines, Dublin reports an increase of up to 15%, while in Strasboury real
gatale agents report that 50% of enguirers seek access to the tram.

(V)
lox)

Trams can also improve accessibility and mobility for people with disabilities.
Croydon reports that its tram is more popular with those with impairad mobility
than #ts “dial a ride” service, because of its whee! chair accassible vehicies
running refiably 10 scheduies.

3.8 The Bills for powers to construct and operate Tram Lines 1 and 2 are now in the
final stages of consideration by the Scottish Partiament. U is envisaged that
final stage debaies will take place early in 2008. if approved, Roval Assent will
be given shorily thereafter.

Costz of the Tram

240 The totg cost of the full Line 1 and Line 2 Tram Network is estimated st £834m
at oroiecied inflated prices. Extensive work has been dong to support the
robusiness of the underlving cost estimates, which include & contingency sum.
This does notinciude the additional contingency known gs optimism bias, tle
have adopied a procurement strategy to minimise costs and the risks
associated with them. Two unique approaches have been introduced by tie,
Firstly the early involvement of Transdev as the operator of the Edinburgh Tram
Metwork will ensure an efficient system design. Transdev are @ major
woridwids fram operator with extensive experience. Secondly the praparation
of # sepyrate framewaork contract for utilities diversions removes much ¢of the
risk assuciated with the works contracts and will encaurage keener tander
prices from infrastructurs contractors. The cost estimates are set out in Table 1.

Table 1 Capital Cost Estimates

038s it £ fine? Line 2 Lines 1+2
A B (e

Tols Bese Cost in Q2 2002 Prices 218.3 2832 4400
Specified Contingency 23.7 253 440
Total Gost Estimate in Q2 2003

Frices 243.0 278.5 484,07
catimated inflstion Ay 86.3 180.0
Total Inflated Cost Estimate 318.3 364.8 §34.0

increrrenial Optimism Bias
{Inflated 1 2010) 402 46.4

>

.
l)(

X
2
i

x

Ling i+2 costs do not total the costs of Line fend Line 2 in aggregate due to
the efimination of the costs of the common running section from the Ling 2
cosle and to minor additional vosts in relation to the effective opsration of the
fwn ines as a network.

Funding
3.7t As ihe Fadiamentary pracess has progressed, discussions have taken piace
invalving officials of the Council (the Promoter), senior civil servants in the

Scotlish Executive, en behalf of the Transport Minister {the principal fundery,
and tie L1d {the projest manager). These discussions have focused on the

TRS00000262_0005



ad
-

L
=

o
wi

O3

£
=

~nf

0

capital funding currently available and which sections of the tram network can
realistically be afforded as a first phase of the network.

2 From the inception of the tram development scheme, both the Councii and the

o

Scottish Executive have ensured that value for money and cost conirel ara
priorities, investment has been made in carefully controlled stages o reduce
the risk of future cost escalation and delivery plans are now well advancesd.

in March 2003, lain Gray MSP, then Transport Minister, in response ¢ a written
ugstion stated “We have already part-funded the work of the City of Edinburgh
ouncil in deveioping its Integrated Transport initiative and committed

£18 million for the deveiopment work on three tram-lines. We are now ablg o

guarantes the availability of £375 million of ceniral Government funding which

the preliminary business case for the integrated Transport Inifiative requires”

During the recent discussions, civil servanis have weicomed the Council's
identification of a phased approach and indicated a willingness $a consider
indexation of the original £378m provided that a substantial capital contribution
i3 mads by the Council. This indexation will be linked to the year on yearrise in
the cost of construction, currently estimated by tie at 6% for schemes of this
nature {compared with under 2.5% for the Retail Price Index). This indexation
applies {o many other national transport capital projscts.

 Applying this estimate of inflation to the grant award wauld result in aggregate

grant fuﬁdéng, on a cash bhasis, of £4900m. While this represents a shorifall in
unding of £144m on the estimated capital cost of £634m., it is recegnised that
this estimate will vary and will, of course, be the subject of close scrutiny in the
period through to final contractual commitmendt, which is currently scheduled for
mid-2G07. Forward estimates of capital cost utilise the same indexation
measure and would similarly change depending upon actual infiation,

Proposed Douncll Funding Contribution

§ in response to the Scottish Executive’s position, the Coungcil, as Promater,

would alse make a contribution towards the capital cost of its tram project, to be
structured in a manner which minimises financial risk. The Counci; fas already
commitied £1m for the current financial year as a contribution fowaris
development and implamentation and could allocate a further £1.5m but not
earlier than financial vear 2008-08.

Tne Council must, however, balance its desire to suppaort the project with is
fiduclary responsibitity and limited resources. The Councll's contribution would,
therafore, comprise only such amounts as could reasonably be expected to be
funded fram future tram related development income and receipts, rather than
fram general funds or from Council Tax. The anticipated sources of such
racsipts includsa:

fand contributions by the Coungll;

ag;técipated development gains accruing to the Council on Councit owned
sites:

Section 75 planning agreements already negctiated and anticipated future
agresments;

third warty developments around the tram routes; and

anticipated capital receipts from tram related Council owned siies.

B O G

The total Council contribution which weuld be associated with the compiete
fram network is currently estimated at £45m. To enable the capital funding of
the project, it is assumed that the sums shown in Table 2 below wauld be
borrowed, where necessary, against the anticipated receipts. The Council’s

contribution would not be committed until the comgletion of 2 salisfactory final
prudent business case.

PN
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Tabie Z Sapital Funding Availability

| indedted Scoftish Executive Brant (estimate) £480m
| snuncl 2ash contribution £2.8m
i Councdl land contribution{at out-turn prices) £6.5m
| Anticipated devslopment gains on Coundl sites £8.0m
- Currant 875 planning agreements i £3.2m
iinent 875 planping agreements £7.9m
- Anticipated future 875 planning agreements E7.0m |
- Anticipated Capital Receipts from Counci Sites [ £13.0m !
i - Total Council contribution L E45m
' Tota! funding availabie allowing for inflation ;. £53&m

Note that gurrent and imminent S75 agreements are reasonably certain sources
of funds. Future $79% agreements and anticipated returns from the sale of
Counall siles are, howevar, only estimates at this stage.

Phasing of the Tram

With totai costs of £6834m (excluding optimism bias) and possibie funding of
£835m, phasing of the tram network wili be necessary. Taking a prudent view
1 capilal cost estimates and funding sources, an examinatiorn has been
undertaken by tie into which sections of Tram Lines 1 and 2 should be
g{ﬁfg!essad as a first phase, assuming that Royat Assent is sranted for beth
Siils,

This work has been carried out under the umbrella of the Council's new
transport sompany, Transport Edinburgh Limited {TEL) and has invoived
extensive discussions with tie Limited, Transdev Edinburgh Tram Limited, the
propossed operator of the tram network and Lothian Buses pic. | has always
been & oritical eiement of the planning for the tram system that the gperations of
bus and fram {and other modes) shouid be as fully integrated as possible and
significant yrogress has already been made towards such an integrated system
by Trangport Edinburgh Limited. The early invoivement of Transdev, who also
operate the very successful Nottingham tram system, is an important innopvation
by e, The combined plarning work Ly tie, Lothian Buses and Transdey has
pravidsd a unique opportunily to estaslish an effective integrated public
ransport system. This has proved successful in Nottingham whers already
revenue ia above planning estimates and demuonstrates the absolute importance
of this linkage.

tie has given consideration {o a range of options for first phase network
construction and o the pattern of construction of subsequent phases. Thig
work indicates that the line from Edinburgh Alrpert to Leith Waterfront, via
Haymarke: and Princes Street, gives the greatest benefits and is, therefore, the
cplimurn first phase. As an option, this first phase of the tram deveiopment
couid pe adended to include the section of Line 1 from Haymarke! to Granton
Square vig Rossburn. This option is discussed further beiow.

This proposed first phase would provide the core suppart for the city economy
@s eet oul in 3.1 fo 3.4} and would directly fink the major growth cenires at the
Afrport/Gogarburn/West Edinourgh and Leith Waterfront with the city centre. #
wouid provide access © the major housing and commercial devsiopments
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under construction and planned and would underpin the role of thes
developments in sustaining the Edinburgh’s role as a growing successful capital
city. It is estimated that some 13 million passengers would use this first phase
of the Edinburgh Tram Network during its first fu?} vear of operation.

3.24 The advantages o the Council in achieving its vision for the city and in securing

transport infrastructure stemming from this praposed first phase of the ram are
that:

* the tram would be a world class gateway to the city for visitors arriving at the
Alrport, providing access to all modes of transport;

*  the first phase line would give direct access to the major shopping
destinaticns of the Gyle, Ocean Terminal and the city cenire;

» the line would provide access for existing communities to employment,
teisura, shopping and other opportunities;

»  the ine would link with existing transport hubs at Edinburgh Park, Haymarket
and Waverley Railway Stations and at the Bus Station in St Andrew Square
o give first class interchange for iocal and long distance trips;

+ the jine would serve an expanded ‘Park and Ride' at Ingliston increasing the
catchmant arpa of the ram and further reducing the demand fer car travel in
the city;

+  the Rosebumn Street tram stop would serve Murrayfield and Tynecastie
stadia, giving access to international and national sporting and other events;

+ this first phase would provide the core infrastructure on which expansion of
the network would be built and could include the proposed Ling 3 linking the

ity centre with the new Royal Infirmary and the key development areas in
South Edinburgh.

f‘\)
P
N

> The devalopment of this core section of Lines 1 and 2, as a first phase, is fully
supported by Neil Renilson, in his capacities both as Chief Executive of Lothian
Buses plc and as Chief Executive of Transport Edinburgh Limited {TEL ).

3.2

[e ]

Transdev, the proposed tram operatcr, has also given considerable ztiention to
what a first phase should comprise and supports the concept of an initiaf tram
system running betwsen the Airport and Leith Waterfront.

Sevelopment of Phasea 4

Lad
N2

The total cost of the Airport/Leith Waterfront system is estimated at £429m.
The additional contingency for Optimism Bias requested by the Scottish
Executive would take the estimate for construction to £484m ~ comioriably
within the anticipated funding of £53%m. tie has, however made great eiforts to
manage the risks gssociated with the project. its robust cost control may well
present the opportunity to extend the first phase of the project still further within
the anticipated funding of £535m and most chvious affordable addition to the
network, in the evant of the Optimism Bias not being called in, is the addition of
the western flank of Line 1 from Haymarket to Granton Square via Roseburn,
The cost of this element is estimated at £75m and would bring the {otal cost te
£504m which is still within the total anticipated funding.

; This saction planned from Haymarket to Granton Square via Roseburn would
serve major employment and residential areas around Crewe Toll, the new
housing and office developments at Granton and the new Telford Coilega. This
section remains an impaertant priority in social inclusion and economic
deveiopment terms and will be constructed as part of phase 1, if prudent laveis

of contingency prove not to be required and subjsct 1o the normal business
Case.

S_u
N
&
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Further Phases

3.28 Thne fultire sxpansion of the network will include extensisns fram Leith
Waterfront to Granton on Line 1, Newbridge on Line 2 and the New Royal

infirmary ¢or Line 3 drawing in the remaining key development arsas in South
sdinburgh

230 The Councll remains committed to seeking the funding for subsequent phases.
These can be summarised as:

a ihe Rossbum to Granton section, which provides much needed actess ©
Naorth Edinburgh and the Waterfront area {if this cannot be accommodated

within phass 1)

the Granton 1o Leith section aleng the waterfront, enabling through running

of rarns past Ocear Terminal and onto central Leith; and

the ingliston to Newbridge section which opens development gproriunities in

wast Bdinpurgh under the West Edinburgh Planning Framework,

Future funding will be closely finked with the continued expansion of the ity ang
the asaociated apportunities for private sector contributions.

o

o0

Public Transport Integration

in his roport to the Councitin June 2005, the Chief Executive desoribed the
prograss being made in establishing and developing Transport Edinburgh Lid.
He emphasised that Transport Edinburgh Ltd. should be structured o ensure
that the bus and tram networks, both owned by the City of Edinburgh Council,
would work closely together. Considerable progress has been made towards
achisving this cbjective,

o~
(A%
anak

2.32 iy 2005, the Tram Project Board structure was introduced, which enabled alf
Koy parties o participaie in the decision-making process. Since then, Transport
Edinburgh Lid has developed its presence with the appointment of its Board of
Directors including wo independent non-executives

3.33 The govarnance structure is currently being amended to reflact Transport
Edinburgh Lid's developing role, while continuing 1o ensure that the
respansibifities of gl parties are clear and that full accountability (o the Councll
is sustained. The revised structure is expected to be operational befare the end
of this financlal year,

2.34 The process of developing a fully integrated service plan has accelerated in
recent rnonths. Work to produce updated patronage and revenue modaliing is
now well underway and preparation of a full-scale business pian for the
combined bus and tram business has commenced.

338 Transport Edinburgh Ltd (TEL], with the assistance of tie and Transdey, has
sondusted & reviaw of the financial and operating viabiiity of a Leith Waterfront
to Alrport ram fing, integrated with bus services. The objective was ¢ 888838
the financial performance of the TEL bus and tram business in the first full year
of ram operations, based upon current demand, costs and reveniies, with
pratested future growth and resource requirements.

3.38 The findings of this review are schediled to be presented shortly to the TEL
Bogrd. The review has concludes that the integrated bus and tram business
can sustzin af least the level of dividend currently payable by Lothian Buses ©
the Councll, without subsidy. In addilion, a number of action pians have been
dentified, whereby the risks of an operating loss could bé mitigated and
potantisl additonal revenues realised.

This initiat and prudant analysis demonstrates the benefits of the Edinburgh
Trarn and Lothian Buses working as a singie ecenamic entity and will inform the

o
)
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preparation a more dstailed TEL Business Plan in the period between now and
autumn of 2008, The TEL Business Flan will incorporate the output from the
updated ransport mmdaiiin? being prepared under the Joint Revenue
Commitiee contract and will provide a more detailed analysis of service
integratisn pians and projecied costs and revenues for bus and tram over a 3G
year planning horizorn. The first version of the TEL Business plan will form the
basis of the Final Business Case for the tram.

Financial Implications

The total estimated cost of Tram Lines 1 and 2 is £634m. Civil servants in the
Scotiish Executive will seek Scottish Ministers’ approvai to increase, in line with
indexation, the funding originally offered in March 2003 from £375m: 1o an
gstimated £490n, subject to, in terms of normal practice, final business case
and cost approval, indexation is the step that the Scottish Executive has taken
with other transport capital projects.

if an offer of increased funding is made by the Executive, this would be
conditional upon a commitment from the Council to pravide funding from a
range of saurces, totailing £45m.

The sombinad Councll and Scottish Executive funding would be suificient to
fund a first phase network comprised of sections from both Tram Lines and
running from Edinburgh Alrport to Leith Waterfront. There may also be
suffivient funds 1o extend the first phase of Tram Line 1 from Haymarket o
Granion via Reseburn,

Conclusions

The construction of a first phase of the Edinburgh Tram Network, running from
Edinbureh Airport to Leith Walerfront via Princes Street and Leith Walk, is
achievable and capable of being funded with the substantial grant support from
the Scottish Executive, The optional extension of Line 1 to include the westemn
flank from Haymarket to Granton Square may stili be affordable, as descrimed
aboave, within the anticipated funding.

Recommendations
it is recommended that the Council:

{iy approves the development of the Airport to Leith Waterfront sections of
Lines 1 and 2 as the first phase of the Edinburgh Tram Network, with the
optional extension of Line 1 from Haymarket to Granton Square, provided
that funding and works costs permit;

(i) notes that furthar recommendations will be reported in late summer 20036 in
respect of the:
s Roseburn to Granton (if notincluded in phase 1}
¢ Uranton {o Leith, and
» ingliston to Newbridge sections;

(il notes the benefits of the Edinburgh Tram and Lothian Buses pic working as
a single economic entity under Transport Edinburgh Lig;

(iviapproves, in principle, a Council contribution of £45m, as detailed above and
subject to a satisfactory final business case; and
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(v} notes that the Scottish Executive has indicated its willingniess to take
account of construction price inflatien by indexing its existing, i principle,
commitment of £375m for the Edinburgh Tram Network.

Anpandices

Contactital

Wards aifsciag

Fsckyrming
Papsrs

Andrew M Hoimes
Director of City Development
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Appendix 4 Map of Tram Lines 1 and 2

Ewan Kennedy
Lax Marrison
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Appendix 1 Map of Tram Lines 1 and 2
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