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Edinburgh Tram Project Update 

Summary 

The Chief Executive is tasked with reporting tram project progress to the Council's new 
Governance, Risk and Best Value Committee on a quarterly basis. 

The governance arrangements which were revised following the Settlement Agreement 
in September 2011 continue to work well, with good cooperation between the Council , 
Transport Scotland and the main contractors, which can be evidenced by the steady 
pace of progress. 

The project remains on course to be delivered in line with the revised programme and 
budget, with a cost of work done to period 6 2012/13 of £669m. 

Recommendations 

The Governance, Risk and Best Value Committee is asked to: 

1. note: 

( a) the effectiveness of the project governance arrangements and the supporting 
evidence; 

(b) the key programme dates for the remainder of the project; 

(c) the breakdown of cost of work done to date; and 

( d) the draw down to date against the risk allowance; and 

2. agree the format contained in this report as the template for future reporting of 
financia l information in relation to the tram project to this comm ittee. 

Measures of success 

Delivery of the project within the revised programme and budget. 
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Financial impact 

The projected financial implications remain as reported to and agreed by the Counci l in 
August and September 2011 . 

Equalities impact 

There is an ongoing full equalities impact assessment being undertaken in relation to 
the Edinburgh Tram project to ensure that as implementation progresses the equalities 
impact assessment is maintained. 

Sustainability impact 

As part of a broader sustainable transport strategy within the city it is anticipated that 
the tram will make a positive overall contribution to the environment by encouraging 
modal shift from private vehicles to public transport and mitigating the impacts of 
population growth and commuter and visitor generated traffic. 

Consultation and engagement 

There is a substantial commitment to consultation and engagement through the project 
implementation team, in conjunction with the Convenor and local elected members. 
There are however no consultation or engagement requirements arising as a result of 
this report. 

Background reading I external references 

Appendix 1 - Tram Project Update report to the Council meeting of 25 October 2012 

Appendix 2 - Client target programme 

Appendix 3 - Financial breakdown of the cost of work done to period 6 2012/13 

Appendix 4 - City of Edinburgh Council 2 September 2011 - Edinburgh Tram Project 
report 

Appendix 5 - Minute of City of Edinburgh Council 2 September 2011 

Appendix 6 - City of Edinburgh Council 30 June 2011 - Edinburgh Tram Project report 
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Edinburgh Tram Project Update 

1. Background 

1.1 The purpose of this report is to update the new Governance, Risk and Best Value 
Committee on the Edinburgh Tram Project. The report covers the period from 27 
January 2012 to 31 October 2012. Financial information is reported to the end of 
period 6 2012/13. 

1.2 The last update was provided to the Audit Committee on 26 January 2012. As a 
result of the tim ing of the local government elections, the formation of the new 
Council administration and the summer recess period, there has been no further 
report to the Audit Committee since that date, although there has been regular 
monthly reporting to the All Party Oversight Group. In future, it is intended to 
report quarterly to the Governance, Risk and Best Value Committee. 

1.3 As requested at the Council meeting on 25 October 2012, this report provides 
more detailed financial information on the cost of work done and further 
interpretation of the figures set out in the Edinburgh Tram update report to 
Council (Appendix 1 ). 

2. Main report 

2.1 General 

2.1 .1 In the Edinburgh Tram update report to Council on 25 October 2012 officers 
highlighted that there would be a further report to the new Governance, Risk and 
Best Value Committee on the tram project. 

2.1 .2 It is intended that there will be a report to this committee every quarter for the 
remainder of the project. 

2.2 Governance arrangements 

2.2.1 The revised governance arrangements for the project continue to be managed in 
a cooperative and progressive manner. 

2.2.2 There have been no items of dispute in the period covered by this report. The 
independent certifier has ruled on four matters in relation to commercial 
valuations and two matters of contractual interpretation. This was reported 
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previously to the Audit Committee on 26 January 2012. There have been no 
challenges to any of these rulings which would otherwise have required 
escalation to the Joint Project Forum. 

2.3 Programme 

2.3.1 The tram project is being delivered in line with the client target programme 
("Client Target Programme"). The Client Target Programme takes account of all 
project workstreams including the utilities works and the CAF contract for tram 
vehicles. 

2.3.2 The key dates relating to the Client Target Programme are included in Appendix 
2 of this report. The Client Target Programme is currently being reviewed and 
will be reported again to this committee in the next quarter. 

2.4 Finance 

2.4.1 The tram project remains in line with the revised budget of £776m, consisting of 
the base budget of £742m and a risk allowance of £34m, as approved by 
Council in September 2011. 

2.4.2 The cost of work done on the project to the end of period 6 for the financial year 
2012/13 was £669m. 

2.4.3 A summary of the cost of work done was provided to Council on 25 October 
2012. A more detailed breakdown of the cost of work done is included in 
Appendix 3. It is proposed that the revised template as set out in Appendix 3 will 
be the standard template for reporting to the Governance, Risk and Best Value 
Committee for the remainder of the project. 

2.4.4 Appendix 3 covers the cost of work done since the beginning of the project. The 
figures in the period prior to the Settlement Agreement were drawn from tie Ltd's 
reporting. Since the signing of the Settlement Agreement and the introduction of 
the revised governance arrangements for the project in September 2011, the 
Council has taken over the formal reporting responsibilities. 

2.4.5 The figures which have formed the historical accounts of tie Ltd and the Council 
have been externally audited, without qualification by Audit Scotland and 
accountancy firm, Geoghegans. 

2.4.6 In order to ensure appropriate transparency, the intention has been to carry out 
6 monthly external auditing of the figures. As we are now midway through the 
financial year, it is intended to arrange now for that external audit to be carried 
out in relation to the cost of work done figures forming Appendix 3 of this report. 

2.4. 7 Officers have been instructed to seek budget savings where possible. This 
practice is consistent with the value engineering culture that has been 
established within the project and will continue to be a key focus of the 
management of the tram project. 
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2.4.8 The sum drawn down against the risk budget of £34m, for approved changes as 
at period 6 of financial year 2012/13 is £15.1 m. 

2.4.9 The most significant reasons for risk contingency drawdown to date are as 
follows: 

(a) utility diversions - £9.4m of the amount drawn down to date relates to the net 
effect of undertaking these diversions; and 

(b) the second significant area of draw down relates to enabling works for 
Edinburgh Gateway at a cost of £3.4m. There wil l be a corresponding grant 
contribution from Transport Scotland. 

2.4.10 In the context of the Counci l's statutory duty of best value and the principles of 
accountability, officers are taking legal advice on matters of recourse against 
third parties in relation to the historic failings of the project. Early indications are 
that there may be potential for recovery but further work is required to assess the 
costs and benefits of pursuing action and a further report wi ll be made to the 
Finance and Budget Executive Committee in due course. 

2.4.11 In preparation for operations, detailed negotiations have been taking place with 
Lothian Buses in relation to running passenger services. The discussions are 
proceeding constructively and agreed heads of terms are targeted for January 
2013. 

3. Recommendations 

3.1 The Governance, Risk and Best Value Committee is asked to: 

3.1 .1 note: 

( a) the effectiveness of the project governance arrangements and the supporting 
evidence; 

(b) the key programme dates for the remainder of the project; 

(c) the breakdown of cost of work done to date; and 

( d) the draw down to date against the risk allowance; and 

3.1 .2 agree the format contained in this report as the template for future reporting of 
financial information in relation to the tram project to th is committee. 

Sue Bruce 

Chief Executive 
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Appendix 1 

·EDINBVR.GH· 
THE CITY OF EDINBURGH COUNCIL 

Edinburgh Tram Project - Update 

The City of Edinburgh Council 

25 October 2012 

1 Purpose of report 

Item no 8.2 
Report no CEC/56/12-13/CE 

1.1 This report updates the Council on progress of the tram project since 
September 2011, including the progress made in preparing for tram operations. 

2 Main report 

2.1 Progress to date 

2.1.1 On 15 September 2011, CEC entered into a settlement agreement ("Settlement 
Agreement") with the Bilfinger Berger Siemens consortium ("lnfraco") agreeing 
terms to settle the contractual dispute and to build the tram line from the Airport 
to York Place. 

2.1.2 Since signing the Settlement Agreement, significant progress has been made 
on the project. A number of progress photographs are set out in Appendix 1. 

2.1.3 In December 2011 the tram depot at Gogar and the mini test track were 
successfully handed over to CEC in accordance with the revised contract 
programme agreed between the parties in the Settlement Agreement 
("Programme"), serving as an early example of commitment and progress. 

2.1.4 24 trams have been delivered to the tram depot, with the remainder anticipated 
to be delivered by the end of December 2012. All options are being explored to 
dispose of the surplus trams. 

2.1.5 The construction of the civil engineering and system elements of the project 
along the route from the Airport to York Place is also progressing well. A 
number of areas are presently ahead of the Programme. 

1 

CEC01891529 0007 



2.1.6 Further key points of project progress are as follows: 

(a) The Mound and Princes Street (Lothian Road to St Andrew Street) works 
were delivered ahead of Programme; 

(b) the partial opening of the remainder of Princes Street at Waverley Steps 
was delivered on 15 September 2012, ahead of Programme; 

(c) Transport Scotland have authorised the instruction of the enabling works for 
the Edinburgh Gateway; 

( d) deck construction is underway on the South Gyle, Balgreen Road and 
Water of Leith bridges; 

(e) Overhead Line Equipment (OLE) pole erection programme is progressing 
well; 

(f) track laying is making good progress; 

(g) Crummock and McNicholas utilities works are underway in York Place; and 

(h) appropriate traffic management arrangements have been agreed with the 
operators to ensure the bus station will remain open throughout the York 
Place works. 

2.2 Project management and governance 

2.2.1 The revised governance and management arrangements for the project are 
working well. The engagement of Turner and Townsend ("T&T") has improved 
the project management arrangements and the involvement of Transport 
Scotland has proved extremely positive. 

2.2.2 Relationships with lnfraco and CAF are also sound, with a positive and 
constructive approach being demonstrated at the Joint Project Forum meetings 
where the principals of each organisation are represented. Senior project 
management from lnfraco and CAF continue to provide a collaborative 
approach with the client team on project management issues, underpinned by a 
commitment to a culture of value engineering, quality and safety. 

2.2.3 Reporting on project matters to the Council, the All Party Oversight Group, the 
political groups and Audit Scotland continues on a regular basis. This practice 
will continue for the remainder of the project. In addition, regular reporting to 
the newly created Governance, Risk and Best Value Committee will take place 
at least quarterly going forward. 

2.3 Programme 

2.3.1 The tram project is being delivered in line with the client target programme 
("Client Target Programme"). The Client Target Programme takes account of 
all project work streams including the utilities works and the CAF contract for 
tram vehicles. 
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2.3.2 A CEC/lnfraco programme forum has been formed, which meets on a regular 
basis to discuss and agree mutually beneficial programming opportunities. 

2.3.3 Key future Client Target Programme targets are as follows: 

(a) by the end of November 2012: 

(i) to have re-positioned and renewed all major utilities. A small standby 
team of utilities contractors will remain until early 2013 to deal with 
light gauge cabling to traffic signs and signals as well as any 
uncharted stray utilities that may be uncovered; 

(ii) to have opened the remainder of Princes Street with the removal of 
all traffic management at the east end; and 

(iii) to have provided greater pedestrian cross flow access, reducing, 
where practical, the work site area in St Andrews Street up to 
Multrees Walk; 

(b) in December 2012, to have maximised the pedestrian cross flow, reducing, 
where practical, the work site area in Shandwick Place; 

(c) by February/March 2013, to have provided increased pedestrian access in 
Shandwick Place, with the main road/track works having been largely 
completed; 

(d) by summer 2013, to have provided a limited eastbound bus route through 
Shandwick Place and Coates Crescent; and 

(e) by early 2014, subject to favourable weather conditions and subject to being 
able to continue the present good rate of progress, to have reached a stage 
where it will be possible to undertake system testing runs between 
Edinburgh Airport and York Place. 

2.3.4 It should be noted that certain weather dependent activities are still to be 
completed. As a result, all targets within the Client Target Programme remain 
subject to weather conditions. 

2.3.5 The contractual completion date is July 2014. This completion date will be 
achieved. In the meantime, CEC and lnfraco have agreed a Memorandum of 
Understanding to re-affirm the commitment given at mediation to achieve the 
completion date through partnership working. 

2.3.6 Client changes through to completion will be carefully scrutinised and 
monitored to ensure that the project remains within the Client Target 
Programme and revised budget. 

2.3.7 It has been indicated previously that passenger revenue services will be ready 
for summer 2014. Every effort is being made to improve upon that. 
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2.3.8 A further update on the project will be provided to the Council meeting in early 
2013. 

2.4 Finance 

2.4.1 The tram project remains in line with the revised budget as approved by 
Council in September 2011 . 

2.4.2 The cost of work done ("COWD") on the project to the end of period 6 for the 
financial year 2012/13 was £669m. This is in line with the revised budget set 
by Council in September 2011. The table below shows the breakdown of cost 
across each element of the project: 

Revised COWDto 
Edinburgh Tram - financial summary budget date 

£m £m 

Edinburgh Tram Programme 742 669 
(excluding risk 
contingency of 

- £34m} 
-

lnfraco- off street 360 310 
lnfraco- on street 39 19 

lnfraco- other 3 2 
Utilities (post mediation and legacy) 3 14 

Tram vehicles 62 61 

Project management 263 256 

Preparing for operations 12 7 

2.4.3 The forecast outturn for the project remains in line with the revised budget of 
£776m. 

2.4.4 The sum drawn down against the risk budget of £34m for approved changes as 
at period 6 of financial year 2012/13 is £ 15. 1 m. 

2.4.5 The largest areas form ing part of the drawdown to date are as follows: 

(a) the biggest risk to the project in September 201 1 was in relation to utility 
diversions. £9.4m of the amount drawn down to date relates to the net 
effect of undertaking these diversions. While the majority of the 
diversions have now taken place, there still remains an element of risk 
associated with th is issue; and 
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(b) the second significant area of draw down relates to enabling works for 
Edinburgh Gateway at a cost of £3.4m. There will be a corresponding 
grant contribution from Transport Scotland and, subject to agreement of 
grant terms, it is anticipated that the work associated with this element of 
the project will be met by Transport Scotland. 

2.4.6 There still remain a number of events, including weather and further utility 
challenges that could require further drawdown from the risk allowance before 
project completion. Notwithstanding these issues, it is anticipated that the 
remaining balance of the risk allowance will be sufficient to see the project 
through to completion. 

2.4. 7 lnfraco, T& T and CEC are attending monthly payment application meetings to 
ensure that matters are agreed and recorded no later than the month after the 
period of application, in order to ensure an efficient delivery of the final financial 
settlement account at the end of the contract. This regime is also being 
followed in the CAF tram contract. 

2.4.8 It is the aim of the project team to agree the financial settlement accounts of the 
lnfraco and CAF contracts within three months of the completion date. 

2.5 Preparing for operations 

2.5.1 Lothian Buses continue to support CEC in preparing for tram operations. 

2.5.2 Significant progress has been made. This has included a considerable amount 
of effort to ensure that key health and safety procedures are in place and being 
adhered to during the construction phase of the project and in preparing for live 
operations. 

2.5.3 A considerable amount of resource and effort has been focussed on the 
training and recruitment of staff, including the appointment of the key post of 
General Manager. 

2.5.4 In addition, training plans for tram drivers and controllers continue to be 
reviewed to ensure there is continuous improvement of these safety critical 
activities. 

2.5.5 The recent operational focus has been on the programme for testing and 
commissioning the test track from Gogar depot to the Airport, with Lothian 
Buses fully engaged in the planning and preparations process which is being 
led by Siemens. A comprehensive and integrated operational plan which links 
with the tram construction programme is currently under development by 
Lothian Buses. 

2.5.6 Negotiations are continuing in relation to future passenger running operations. 
These discussions are proceeding constructively and agreed heads of terms 
are targeted for January 2013. 
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2.5.7 A further update on progress will be provided to the Council meeting in due 
course. 

3 Financial implications 

3.1 The projected financial implications remain as reported to and agreed by the 
Council in August and September 2011. 

4 Equalities impact 

4.1 Matters relating to this report will be included in the ongoing full equalities 
impact assessment that is being undertaken in relation to the Edinburgh Tram 
project. 

4.2 It should also be noted that due care has been taken with regard to 
accessibility issues arising as a result of the construction works in the city. 

5 Environmental impact 

5.1 The tram itself has no carbon emissions at the point of service delivery and has 
the potential to contribute to the city's strategy for low carbon growth as 
electricity generation in Scotland transitions from fossil fuels to renewable 
energy sources. 

6 Conclusions 

6.1 The project continues to make good progress and is on target against the 
revised budget and Programme, with the Client Target Programme indicating 
that open for revenue services will start by summer 2014. 

6.2 A further update on progress will be provided to the Council meeting in early 
2013. 

7 Recommendations 

7.1 Council is asked: 

(a) to note progress made on the project since the signing of the Settlement 
Agreement in September 2011; 

(b) to note that the project is in line with the Client Target Programme and 
revised budget; 

(c) to note the requirement to minimise further client changes to ensure the 
project stays within the Client Target Programme and revised budget; and 

(d) to note that a further update on progress will be provided to the Council 
meeting in early 2013. 
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Sue Bruce 
Chief Executive 

Appendices 1 Progress photographs 

Contact/tel/Email Alan Coyle/ a Ian. coyle@edinburghtram s. com 

Wards affected All 

Single Outcome National Outcomes: 
Agreement 

Background 
Papers 

• National Outcome 1 - We live in a Scotland that is the most 
attractive place for doing business in Europe 

• National Outcome 10 - We live in well-designed, sustainable 
places where we are able to access the amenities and services 
we need 

• National Outcome 12 - We value and enjoy our built and natural 
environment and protect it and enhance it for future generations 

• National Outcome 14 - We reduce the local and global impact of 
our consumption and production. 
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Appendix 2 

Client Target Programme for Tram Construction 

Description of works Traffic management measures are a series of works to realign the road layout to accommodate the work required 
to build this new tram network. This can include car parking changes, road management, changes to road markings, moving traffic lights 
and signage. 

Road and Track works are the works to lay and prepare track for the trams to operate on. This includes the finishing of the road surfacing 
and formation of track and rails to support the tram network. 

Overhead lines and electrification works (OLE and M&E) are the installation of cables and poles to install the power supply and electrical 
wiring for the electrification of the tram network. 

Public engagement and information The Overall Client Target Programme contains the estimated start and finish periods for each set 
of works. More detailed information will be made available on each element of the programme as work packages are finalised. These will 
form the basis of advance notification for businesses and residents to help them plan for the future during these works. 

The Council is committed to engaging with affected businesses and the public to keep them regularly informed and updated. 

Affected businesses and stakeholders have been informed and further discussions will be taking place in the New Year. Page 

Location Work Start Date Finish Date 
York Place All Q.3 2012 Q.1 2014 

Traffic Management Q.4 2012 Q.4 2013 
Road/Track Works Q.4 2012 Q.4 2013 
Overhead lines and electrification works Q.3 2013 Q.1 2014 

St Andrew Square All Q.1 2012 Q.1 2014 
Road Closure Q.1 2012 Q.4 2012 
Traffic Manaqement Q.1 2012 Q.4 2012 
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Princes Street 

Shandwick Place 

Haymarket 
Junction 

Haymarket to 
Roseburn Junction 

Roseburn Junction 
to Gogar 

Road/Track Works I Q.1 2012 Q.1 2014 
Overhead lines and electrification works I Q.4 2012 Q.1 2014 

All Q.4 2011 Q.1 2014 
Traffic Management Q.4 2011 Q.3 2012 
Road/Track Works Q.4 2011 Q.3 2012 
Overhead lines and electrification works Q.4 2011 Q.1 2014 

All Q.1 2012 Q.1 2014 
Road Closure Q.1 2012 Q.2 2013 
Traffic Management Q.1 2012 Q.3 2013 
Road/Track Works Q.1 2012 Q.3 2013 
Overhead lines and electrification works Q.2 2013 Q.1 2014 

All Q.4 2011 Q.1 2014 

Traffic Management Q.4 2011 Q.2 2013 
Road/Track Works Q.4 2011 Q.2 2013 
Overhead lines and electrification works Q.2 2013 Q.1 2014 

All Q.4 2011 Q.2 2013 

Road/Track Works Q.4 2011 Q.4 2012 
Overhead lines and electrification works Q.2 2012 Q.2 2013 

All Q.4 2011 Q.3 2013 

Road/Track Works Q.4 2011 Q.2 2013 
Overhead lines and electrification works Q.1 2013 Q.3 2013 
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Gogar Depot All Q.4 2011 Q.4 2011 
Road/Track Works Q.4 2011 Q.4 2011 
Overhead lines and electrification works Q.4 2011 Q.4 2011 

Gogar to All Q.4 2011 Q.1 2013 
Edinburgh Airport 

Road/Track Works Q.4 2011 Q.1 2013 
Overhead lines and electrification works Q.1 2012 Q.4 2012 

I Tram Deliveries I I Q.4 2011 I Q.4 2012 I 

Overall All Q.2 2013 Q.3 2014 
Commissioning 
and Running in 

Operational Control Centre Q.2 2013 Q.4 2013 
Commissioning and Open for revenue Q.4 2013 Q.3 2014 
services 
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Cost Summary for Edinburgh Trams as at 2012/13 Period 6 Ending 15 September 2012 

Cost prior to Budget post 

Settlement Settlement 

Cost headings Agreement Agreement 

f'm f 'm 

Project Costs 

On street infrastructure 

Bilfinger Berger 
£9.50 £38.80 

Siemens 

Other £0.00 £0.00 
TOTAL ON STREET £9.50 £38.80 

Off street infrastructure 

Bilfinger Berger 
£31.24 £130.71 

Siemens 

Other £18.53 £18.09 
TOTAL OFF STREET £49.77 £148.80 

Other lnfraco 

Bilfinger Berger £0.00 £0.00 
Siemens £0.27 £3.20 
Settlement of claims & contract de-r isk £49.00 £131.00 
System w ide £98.35 £98.35 

TOTAL £147.62 £232.55 

Utilities 

M UDFA £57.25 £57.25 
Post Settlement Agreement £0.00 £2.91 
Other £26.17 £27.43 

TOTAL £83.42 £87.59 

Vehicles 

Construction/Fabrication £23.45 
Vehicle design £2.75 
Manuals, special tools and spare parts £4.40 £62.40 
Delivery of trams £4.51 
Other £12.78 

TOTAL £47.90 £62.40 

1 
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Note (This column will include 

narrative on variances in future 

COWDto Date reports) 

f'm 

£28.49 

£0.18 
£28.67 

£68.54 

£18.60 
£87.14 

£0.00 
£0.66 

£131.00 
£98.35 

£230.01 

£57.25 
£2.9 1 

£25.55 
£85.71 

£23.45 
£2.75 
£4.40 
£4.5 1 

£25.71 
£60.83 
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Cost headings 

Project Management 

Management & Supervision 

Insurance 

Accommodation, And Support Costs 

TOTAL 

Land, Property & other costs 

Readiness for Oeerat ions 

Transdev and Edinburgh Trams staff 

Lothian Buses recharges and other costs 

Ticketing machines 

Others 

TOTAL 

Comms & Stakeholder 

External comms & media 

Stakeholder 

TOTAL 

Design 

Legal 

DLA 

Post Mediation 

Other 

TOTAL 

Contingencl£ 

TOTAL 

2 

Cost prior to Budget post Note (This column will include 

Settlement Settlement narrative on variances in future 

Agreement Agreement COWD to Date reports) 

f 'm f'm f'm 

£52.68 £60.96 £63.94 
£4.05 £4.84 £4.96 

£12.47 £17.31 £14.22 
£69.20 £83.11 £83.12 

£28.85 £36.05 £34.38 

£2.83 £3.81 
£2.43 

£12.07 
£2.67 

£0 .14 £0.15 
£0.09 £0.18 
£5.50 £12.07 £6.80 

£2.20 
£4.36 

£2.63 
£0.76 £0.80 
£2.96 £4.36 £3.43 

£27.18 £29.05 £26.69 

£3.50 £3.50 
£0.00 £7.22 £1.29 
£2.87 £2.41 
£6.37 £7.22 £7.2 1 

£0.00 £34.00 £15.10 

£478.27 £776.00 £669.09 



Appendix 4 

·EDINBVR.GH· 
THE CITY OF EDINBURGH COUNCIL 

Edinburgh Tram Project 

The City of Edinburgh Council 

2 September 2011 

Purpose of report 

Item no 3.1 
Report no CEC/41/11-12/CE 

1 On 25 August 2011 the Council authorised the Chief Executive, following 
consultation with Group Leaders, to enter into a new settlement agreement to 
build a tram route from the Airport to Haymarket as phase one of a longer term, 
strategic plan. This report seeks to update Council on critical developments 
following that decision that have had a material effect on the Haymarket option, 
and to make recommendations about the future delivery of the project. 

Main report 

2 At mediation in March 2011, the parties agreed that unless terms for settlement 
of the contractual dispute were agreed by 31 August 2011 and funding 
confirmed by 5.00 pm on 1 September 2011, the lnfraco contract would 
terminate automatically at that time. The costs of termination would require to 
be agreed with the lnfraco. As previously reported to Council, these costs are 
likely to be significant. At the time of writing this report, the lnfraco have agreed 
to a short extension of the deadline to 5.00 pm on 2 September 2011. 

3 Reference is made to the reports to Council dated 16 May, 30 June and 
25 August 2011, which are annexed in Appendix 3, setting out the background 
to and outcome of the mediation talks, and also to the confidential appendices 
to the reports. These appendices (a) summarised the terms of the proposed 
settlement agreement to amend the lnfraco contract on the basis of a truncated 
scope of works from the Airport to St. Andrew Square and the associated legal 
risks and (b) provided additional financial information regarding the options 
available to the Council. 

4 Appendix 1 of this report sets out the steps taken to implement the decision of 
Council to pursue the Haymarket option since 25 August 2011. On 30 August 
2011, the Council received a letter from Transport Scotland, which is shown at 
Appendix 2. 

5 This stated that: "In light of the Council's decision on 25 August 2011 to take 
the tram only to Haymarket, Ministers are now of the view that this represents a 
fundamental change to the basis on which the Scottish Government originally 
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agreed to contribute up to £500 million ... Ministers are not prepared to make 
any further payments to the project and will not extend the existing grant 
arrangements beyond 31 August 2011. If the Council wishes to make further 
proposals that are consistent with the basis of the original agreement given by 
Ministers, these will be considered on their merits". 

6 In light of this position, as the remaining balance of the Transport Scotland 
grant (£72m) would not be available, this capital shortfall would result in an 
additional revenue pressure of around £4.8m per annum for 30 years falling to 
the Council's revenue budget for the project to continue on the terms agreed at 
Council on 25 August 2011. 

Funding implications 

7 It is evident that there are significant funding risks to the delivery of a route to 
Haymarket. As outlined above, the remaining balance of the Transport 
Scotland grant (£72m) will not be made available. This will have a material 
impact on the Council's ability to finance the Haymarket option from revenue 
sources. 

Support for Business 

8 The Council will continue to work with the Tram Business Forum and other 
stakeholders on mitigation schemes to provide support through 'Open for 
Business', including support to individual businesses and the use of new media 
and marketing initiatives. A budget allowance of £210,000 per annum was 
proposed in the August Council Report, as part of the tram project budget for 
both 2011112 and 2012113 to provide additional support to businesses during 
tramworks beyond the £90,000 already committed. An additional contingency 
reserve is now proposed bringing the total support allowance of £445,000 per 
annum in 2011112 and 2012113. 

Governance 

9 Following consultation with Group Leaders, it is proposed to augment the 
governance arrangements outlined in the report of 25 August 2011 by 
establishing an All Parties Oversight Group. Whilst the report made reference 
to political oversight being delivered through the Council's Audit Committee, it 
is accepted that a group involving all the political parties would allow members 
to take an overview of project strategy. It is recommended that this group 
comprises political group leaders and their transport spokespersons. The 
general performance of the project will be reported to the Audit Committee in 
the usual way. 

Preparing for Operations 

10 As previously reported, the Council has sought to ensure that an integrated 
approach is taken to public transport in the city. In June 2011 it was reported to 
Council that preliminary discussions have been held with senior management 
of Lothian Buses on the future management of the trams. It remains the 
Council's stated preference that, subject to staff consultation, Edinburgh Trams 
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Limited (ETL) staff move across to Lothian Buses to continue the process of 
preparing for operations, ensuring a smooth transition. In the August Report it 
was reiterated that Lothian Buses would form part of the Joint Project Forum as 
the proposed future operator of the tram network. The Council as shareholder 
continues to welcome Lothian Buses preparing for this transfer at the earliest 
possible stage. 

Equalities Impact 

11 Reference is made to the reports of 16 May, 30 June and 25 August 2011. 

Environmental Impact 

12 Reference is made to the reports of 16 May, 30 June and 25 August 2011. 

Conclusions 

13 In light of the above, the option to complete the project to St Andrew Square is 
believed to yield the best prospect of a return on investment relative to the 
original aims of the project and to deliver Best Value for the city, the Council 
and the Edinburgh Tram Project. 

Recommendations 

14 It is recommended that Council: 

(i) agrees that the option to build from the Airport to St Andrew 
Square/York Place as set out in the 30 June 2011 Council report 
be pursued; 

(ii) agrees to fund the borrowing required out of current and future 
resources as set out in the funding proposals in the 25 August 
2011 Council report, but to allow the Council flexibility to adopt 
alternative sources if considered appropriate by the Chief 
Executive after consultation with Group Leaders; 

(iii) agrees that the Council's prudential funding limits be increased to 
take account of the funding proposals; 

(iv) authorises the Chief Executive to enter into a Settlement 
Agreement on an unconditional basis as to funding, but otherwise 
substantially on the terms of the settlement summary in the 
confidential appendix to the 30 June 2011 Council report, with 
such amendments as may be considered appropriate; 

(v) notes the risks referred to in the 25 August 2011 Council report; 

(vi) continues and accelerates preparations for tram operations in 
consultation with Lothian Buses; 

(vii) notes the appointment of Turner & Townsend as set out in the 
25 August 2011 Council report; 
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Appendices 

(viii) notes that the Council will continue dialogue with the Scottish 
Government on a further contribution to the tram project and 
policy changes which could provide additional revenue resources 
to the Council; 

(ix) notes the works to be undertaken as part of a refreshed 'Open for 
Business' programme and agrees to additional revenue funds 
being made avai lable, equivalent to £445,000 per annum for 
2011 /12 and 2012/13 to support this programme; 

(x) agrees the augmented governance arrangements set out in 
paragraph 9; and 

(xi) notes the traffic management and related logistical works that will 
be associated with the Princes Street Works. 

1. Implementation of the Haymarket option 
2. Transport Scotland Letter 

Sue Bruce 
Chief Executive 

3. May June and August 2011 Council Tram Reports 

Contact/tel/Email Dave Anderson dave. anderson@edinburgh.gov. uk 

Wards affected City Wide 

Single Outcome National Outcomes: 
Agreement 

• National Outcome 1 - We live in a Scotland that is the most 
attractive place for doing business in Europe 

• National Outcome 10 - We live in well-designed, sustainable 
places where we are able to access the amenities and services we 
need 

• National Outcome 12 - We value and enjoy our built and natural 
environment and protect it and enhance it for future generations 

• National Outcome 14 - We reduce the local and global impact of 
our consumption and production. 
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Background 
Papers 

• The City of Edinburgh Council Meeting, 25 August 2011 , Item 8.2: 
Edinburgh Tram Project 

• The City of Edinburgh Council Meeting, 30 June 2011, Item 8.2: 
Edinburgh Tram Project 

• The City of Edinburgh Council Meeting, 16 May 2011 , Item 2.1: 
Edinburgh Tram Update 

• The City of Edinburgh Council Meeting, 16 December 2010, Item 
8.2: Edinburgh Tram Project 

• The City of Edinburgh Council Meeting, 14 October 2010, Item 8.1 : 
Edinburgh Tram Update Report 

• The City of Edinburgh Council Meeting, 24 June 2010 Report, Item 
8.2: Edinburgh Tram Project - Update Report 
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APPENDIX 1 

IMPLEMENTATION OF THE HAYMARKET OPTION 

1.1 Following the decision made by Council at its meeting on 25 August 
2011 which instructed the Chief Executive to pursue a new settlement 
based on the Haymarket option, the Chief Executive met with senior 
representatives of consortium members Bilfinger Berger and Siemens 
on 29 August 2011. 

1.2 At that meeting, BBS expressed their willingness to discuss the 
delivery of a further truncated route from the Airport to Haymarket. At 
the meeting and in a subsequent letter to the Chief Executive dated 
30 August 2011, the lnfraco raised a number of issues in relation to the 
Council's decision to implement the further de-scoped option to 
Haymarket that will require to be addressed. These are discussed 
below. 

1.3 The lnfraco have also requested formal confirmation by the Council of 
funding approval for the Haymarket option by 5.00 pm on Friday 
2 September 2011. 

1.4 As a result of the Council's reversal of the 30 June 2011 decision, 
additional costs will be incurred, as follows: 

1.4.1 Following the decision of Council on 30 June 2011 to proceed to 
St Andrew Square, the lnfraco have mobilised their sub­
contractors to begin works on the on-street section of the route 
between Haymarket and St Andrew Square and have prepared 
to carry out remedial works on Princes Street. The lnfraco have 
advised that they will seek recovery of their demobilisation 
costs in relation to sub-contractors who were ready for a 
5 September 2011 start on the 'on street' section of the works. 

1.4.2 In addition, prolongation costs will be payable to the lnfraco. 
These are due in terms of the existing lnfraco contract and are a 
consequence of the delay in signing the settlement agreement 
following the Council decision on 25 August 2011. The effects 
on the programme have yet to be analysed by the lnfraco, and 
therefore the level of the costs is presently unclear. 

1.4.3 The lnfraco have indicated that they may seek appropriate 
compensation for their loss of profit in relation to the section of 
the works between Haymarket and St Andrew Square. The level 
of the compensation is, as yet, unclear. 

1.5 The costings set out in the report of 30 June 2011 were prepared on 
the basis of using the existing switch at Haymarket Yards. It should be 
noted that this was not designed as a regular turn back point but rather 
as a switch that could be used occasionally (e.g. in the event of a tram 
failure to allow access to the siding situated in Haymarket Yards). The 
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Independent Competent Person (ICP) who regulates safety matters for 
the tram would require to be satisfied that this could be used as a 
permanent solution. Clarification on the use of the Haymarket Yards 
switch as a regular and permanent turn back point is being sought from 
the ICP. There are a number of other options to provide a more 
permanent solution, but it should be noted that there would be 
additional costs in designing and executing those options. 

1.6 Further work will be needed from a technical perspective to redefine 
the Employer's Requirements in the lnfraco contract in order to reflect 
the amended scope to Haymarket. This will require addressing such 
matters as service patterns and running times, maintenance payments 
and the system performance regime. These issues will need to be 
bottomed out to the extent possible in the limited timescales available. 

1.7 Significant work has also been undertaken to ensure stakeholders 
remain aware of the current state of the project. A stakeholder briefing 
was issued on Friday 26 September 2011 by the Director of City 
Development and several meetings with relevant groups have been 
held. 

1.8 The Princes Street Remedial Works also had substantial stakeholder 
engagement arrangements associated with them in anticipation of new 
traffic management arrangements that were to be implemented over 
the weekend of the 3 and 4 September 2011 to allow for the beginning 
of the works. In light of the decision of Council this Remediation work 
has been put on hold and with it the traffic management arrangements. 
A consequence of this has been that the Council has required to put in 
place traffic management arrangements to allow for the Festival 
Fireworks on Sunday 4 September 2011. 

1.9 Officers in City Development and Services for Communities have, at 
short notice, put in place alternative arrangements to allow for the 
necessary street closures to allow the Festival Fireworks to progress 
unimpeded. 
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Transport Scotland Letter 
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Major Transport Infrastructure Projects 

Buchanan Housel 58 Port Dunda~ G4 OHF 
Direct Line: , Fax---
Ainslie.Mclaughlin@transportscolland.gsi.gov.uk 

Sue Bruce 
Chief Executive 
City of Edinburgh Council 
Waverley Court 
4 East Market Street 
Edinburgh 
EH88BG 

Dear Ms Bruce, 

C6MHDIIAIL 
Al '"lA -,., TRANSPORT 

SCOTLAND 

Date: 

30 August 2011 

GRANT OFFER TO CITY OF EDINBURGH COUNCIL FOR CONSTRUCTION OF PHASE 
1 OF THE EDINBURGH TRAM NETWORK 

I refer to my previous letter of 30 March 2011 intimating that the above grant agreement 
between The Scottish Ministers and The City of Edinburgh Council would expire on 31 
March 2011 and as such, Ministers' obligations to make payments in support of the tram 
project would cease from that date. 

Notwithstanding that, Ministers agreed on an interim basis to continue to make payments 
under the terms of the existing grant agreement to support the Council while negotiations 
were ongoing with the Bilfinger Berger, Siemens and CAF Consortium toward the resolution 
of the contractual dispute which would take the tram to St Andrew's Square. It was made 
clear that this was an interim arrangement which was entirely at Ministers' discretion and 
which could be withdrawn at any time and would not extend beyond 31 August 2011. 

In light of the Council's decision on 25 August 2011 to take the tram only to Haymarket, 
Ministers are now of the view that this represents a fundamental change to the basis on 
which the Scottish Government originally agreed to contribute up to £500 million. It will 
result in the tram requiring a significant ongoing public subsidy, which is damaging in public 
expenditure terms. In these circumstances, I have to advise you that Ministers are not 
prepared to make any further payments to the project and will not extend the existing grant 
arrangements beyond 31 August 2011. 

If the Council wishes to make further proposals that are consistent with the basis of the 
original agreement given by Ministers, these will be considered on their merits. 

www. transportscotland. gov. uk An agency of ~ The Scottish Government 
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APPENDIX 3 

Tram Reports to Council since Mediation 

1. The City of Edinburgh Council 
Meeting, 16 May 2011, Item 2.1: 
Edinburgh Tram Update 

2. The City of Edinburgh Council 
Meeting, 30 June 2011, Item 8.2: 
Edinburgh Tram Project 

3. The City of Edinburgh Council 
Meeting, 25 August 2011, Item 8.2: 
Edinburgh Tram Project 
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The City of Edinburgh Council Meeting, 16 
May 2011, Item 2.1: Edinburgh Tram Update 
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·EDINBVR.GH· 
THE CITY OF EDINBURGH COUNCIL 

Edinburgh Tram Update 

The City of Edinburgh Council 

16 May 2011 

1 Purpose of report 

Item no 2.1 
Report no CEC/103/10-11 /CD 

1.1 This report updates the Council on the key outcomes arising from the mediation 
of the tram dispute in relation to the contract ("lnfraco Contract") between tie 
and the Bilfinger Berger/Siemens/GAF consortium (BSC). Council is asked to 
note these outcomes, pending the detailed design and costing work that will be 
needed to provide a more complete picture of the full costs and revised 
programme for the Edinburgh Tram Project. 

1.2 The report also deals with plans for rectifying the road surface cracking 
problems which have emerged on Princes Street since the tram tracks were 
laid in 2009. 

2 Summary 

2.1 Mediation talks were held from 8 - 12 March 2011 involving the main parties to 
the tram dispute. Good progress was made in resolving the issues at the heart 
of the dispute. Short-term actions are underway with work recommencing in 
priority locations along the route of tram line 1 a, pending the resolution of 
detailed design and costing work on the first phase of the route, from the 
Airport to St Andrew Square (with a turn back point in York Place), in 
accordance with the agreement reached by the parties during mediation. 

2.2 Council is also asked to note the proposals made by lnfraco to rectify the 
surface cracking problems that have arisen on Princes Street. It is proposed 
that this will be done through a programme of remedial work from July 2011 to 
spring 2012, with an embargo over the Christmas/New Year shopping season. 
Consultation has already commenced with City Centre stakeholders about 
these proposals. 

3 Main report 

3.1 On 16 December 2010, the Council received a report on several tram related 
issues including: the refreshed Business Case; progress on the Emergency 
Council Motion of 18 November 201 O; future project governance arrangements; 
and powers for land acquisition. The Council was asked to note that steps had 
been taken to initiate mediation of the dispute between tie and BSC, the 
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consortium responsible for the delivery of the tram infrastructure, in accordance 
with the Emergency Motion. 

3.2 The Council's incoming Chief Executive, Sue Bruce, made early contact with 
the consortium and tie to agree the timing and terms of reference for mediation 
of the dispute. An independent mediator, Mr Michael Shane, was subsequently 
appointed, on a mutually agreed basis. Mr Shane has a track record of 
successful mediation of Civil Engineering projects worldwide. Intensive 
mediation meetings took place from 8-12 March 2011 with all relevant parties 
represented, including Transport Scotland and, since March, positive dialogue 
has been maintained between the parties. 

3.3 The parties involved in mediation agree that good progress has been made in 
identifying the key issues at the heart of the tram dispute, and a measure of 
goodwill has been re-established, that has enabled work to progress on priority 
sections of tram line 1 a whilst detailed planning, design and costing work is 
undertaken to provide greater cost certainty for the first phase of the route from 
the Airport to St Andrew Square/York Place. 

3.4 One specific outcome of the mediation is that it is proposed the contract with 
the provider of the tram vehicles - CAF - should be novated back to tie Ltd, 
thus separating their role, as supplier of the trams and the provider of 
maintenance and technical support for the vehicles, from the parties involved in 
infrastructure construction - Bilfinger Berger (Civil Engineering) and Siemens 
(Power Systems and Equipment) - BBS. 

3.5 Full details of revised plans for the incremental delivery of phase one of line 1 a 
will be reported to Council later this summer, as soon as there is sufficient 
certainty on price, scope and programme, following the conclusion of the 
outstanding design consents and related matters, discussed during and 
subsequent to mediation. An independent review of the Business Case will 
also be included, as requested in at the December 2010 Council meeting. 

3.6 In the meantime, Council is asked to note a number of short term actions that 
are required to restore momentum to the construction of tram infrastructure in 
priority sections of line 1 a. These will be managed through a Minute of 
Variation to the contract, 'Priority Works Minute of Variation', reference here 
after as MoV4, which deals with the immediate priority issues that were 
resolved through mediation. The main provisions of MoV4 are summarised in 
appendix 1. MoV4 will be superseded by a subsequent Minute (MoV5), 
reflecting the full terms of any agreement reached between the parties to deal 
with the completion of the revised programme, scope and budget for the Airport 
to St Andrew Square phase of line 1 a. A report will be brought to Council this 
summer for a decision on the terms of this more substantive minute of variation 
to the tram contract. 

Priority Works Programme 

3. 7 During the mediation process, Council officers stressed the need for an urgent 
re-commencement of work along tram route 1 a in a number of locations of 
particular importance to the city and to the tram project timetable. An 
immediate outcome of the mediation is that Bilfinger Berger Civil UK and 
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Siemens have started to re-mobilise staff to complete infrastructure works in 
the following priority locations: 

• Haymarket Yards; 

• Tram Depot, including Depot access route, and a section of track 
towards the airport; 

• A8 Underpass. 

3.8 Work re-commenced at these locations in early May 2011. As part of the 
priority works programme, some auxiliary works will also be carried out to 
progress detailed site investigations, clearance and demolition at several other 
locations along the tram route. Agreement has also been reached under MoV4 
for all materials held by Siemens, including overhead power lines, track and 
associated equipment to transfer to the ownership of the Council. The costs 
associated with the re-commencement of work, the transfer of materials to 
Council ownership and related matters has been subject to independent 
verification by an external Chartered Quantity Surveyor and cleared with 
Transport Scotland officials. These costs, added to those already incurred, 
take the cumulative expenditure on the tram project up to 6 May 2011 to a total 
of £440M. 

3.9 All of the above have been subject to past dispute and uncertainty and it is 
clearly now more prudent to complete these works on an agreed basis rather 
than to suffer further time delays and associated costs. 

Princes Street Remedial Works 

3.10 A further outcome of mediation is that the infrastructure consortium has agreed 
to carry out a rectification plan to repair the deficient sections of Princes Street 
where there has been a failure of the mastic bond between the flexible road 
surface and rigid tram track. This problem has led to deformation of the road 
material, resulting in cracks and holes in the road surface. This has given rise 
to health and safety issues which accelerate over time and the work is 
therefore time critical. Bilfinger Berger Civil UK/Siemens (BBS) propose to carry 
out the Princes Street remedial work in two stages commencing from 1 July -
26 November 2011, and then from January - May 2012. This will be done at 
no additional cost to public funds. 

3.11 The agreed technical solution to the cracks that have appeared in the road 
surface will involve reinforcing the area around the tram rails with concrete to a 
depth of approximately 25 cm (9.8 inches). The concrete will be dyed black to 
blend with the road surface. 

3.12 In addition, BBS will complete other necessary work on Princes Street, 
including the installation of the foundation pits for poles carrying overhead line 
equipment, tram stop furniture and all remaining infrastructure work, except 
hooking up the overhead catenary, power lines and cables. 

3.13 The Council's previous experience of managing tram works on Princes Street 
has highlighted the importance of careful project management, well planned 
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stakeholder communications, and effective traffic management. BBS will 
remedy the surface cracking problems which have emerged in Princes Street, 
and will take the lead role in managing the remedial works, within the 
rectification plan. 

3.14 The remedial work on Princes Street will be managed and paid for by BBS. 
However, the Council will have a key role to play in ensuring that this is 
completed in such a way as to minimise any detrimental impact on businesses, 
residents and visitors. 

3.15 The target date, for remedial work to begin on Princes Street, is 2 July 2011. 
Over the next two months there will be detailed consultation with the City 
Centre business community and other stakeholders to plan the necessary 
arrangements for traffic diversions, delivery of goods to shops, offices and 
restaurants, waste collection, pedestrian routes, bus services, health and safety 
management, and signage. The plans for Princes Street remedial work will 
build upon the lessons learned from the previous closure of the street as 
approved by the Council on 12 March and 30 April 2009, and the traffic 
diversion arrangements will be broadly similar, with buses diverted to George 
Street. The details of the Princes Street rectification work are set out in 
Appendix 2. 

3.16 The nature of the proposed remedial work is not expected to be as complex 
and intrusive as the original track laying operations. However, parts of Princes 
Street will require to be closed, in two stages, for a total period of up to ten 
months to ensure that the work can be progressed in line with the expected 
programme for delivery of the first phase of line 1 a from the Airport to St 
Andrew Square. Detailed proposals for managing the period(s) of closure of 
Princes Street to bus and taxi traffic will be disseminated, following consultation 
with City Centre stakeholders. The consortium has accepted that there should 
be no work on Princes Street over the course of the peak Christmas and New 
Year shopping season. The proposals also seek to mitigate the impact of Tram 
works during the Edinburgh summer festival period. 

Future Project Management and Governance Arrangements 

3.17 The mediation process has resulted in a significant change to the joint working 
relationship amongst the Council, tie and the infrastructure contractor, reverting 
more to the project partnering ethos of mutual cooperation set out in the main 
body of the original contract. In future this will mean closer working 
relationships across the key parties. There will be a requirement for the 
infrastructure contractor - Bilfinger Berger Civil UK and Siemens - to deliver 
tram infrastructure to meet the employer's requirements. 

3.18 This approach will provide opportunities for savings to be made in project 
management costs. Proposals for revised project management arrangements 
and appropriate changes to the governance structure will be brought to Council 
for consideration this summer. 

3.19 In the meantime, it is essential that project management costs are kept to an 
appropriate level, and that overheads are minimised as far as possible. During 
the period until detailed post-mediation design changes and scope revisions 
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have been concluded, tie/TEL has therefore been instructed to review its 
overhead costs and achieve savings wherever possible. A letter has been 
issued to tie to enable it to progress the priority works identified in MoV4. tie 
has been asked to focus its efforts on these key elements of the programme. 
Members should note that elements of this cost have been expended within the 
£440M cumulative costs to date. 

Surplus Tram Vehicles 

3.20 One consequence of the move to incremental delivery of tram line 1 a is that 
there will be between 6-10 trams that will no longer be required for operational 
service, for a period of several years. 

3.21 The Council has been exploring the opportunity to lease a number of surplus 
tram vehicles to Transport for London for use on the Croydon Tram Network. 
This potentially offers the opportunity to mitigate sunk investment costs and 
reduce the need for storage, security and maintenance costs for these vehicles, 
whilst attracting a short term rental income or a capital receipt, should the sale 
of surplus vehicles prove to be the better option. 

3.22 With the support of tie, the Council has expressed interest in a Transport for 
London tender call for tram supply. The Council has the option to withdraw 
from this process without penalty at any stage until the formal award of the 
contract, currently scheduled for July 2011. In advance of potential selection 
as the preferred bidder, for the supply of leased tram vehicles, a business case 
will be brought to the Council. The agreement of Transport Scotland and 
Scottish Government will also be required. 

4 Financial Implications 

4.1 As a result of the mediation process agreement has been reached amongst the 
parties in dispute that has enabled work to progress on priority sections of line 
1 a, whilst detailed design and costing work is carried out on the full extent and 
budget for the first phase of Line 1 a, from the Airport to St Andrew Square. 

4.2 The Priority Works Minute of Variation (MoV4) will enable the Council to 
acquire the Siemens materials and equipment needed to complete line 1 a. The 
valuation certificates for these payments have been verified, elements of which 
are included in the cumulative programme costs to date of £440M. 

5 Environmental Impact 

5.1 The Edinburgh Tram Project will make a positive environmental contribution to 
the city's future growth by mitigating the forecast increase of 1 million vehicle 
kilometres per day, anticipated by 2020. The tram will also help the city to cope 
with the increased demand for public transport connections into the city by 
airport users (forecast to rise from 9m to 13m at Edinburgh Airport by 2020) 
and from the 40% forecast rise in rail passenger volumes, that is anticipated 
from the enhanced capacity on central Scotland rail routes and the opening of 
the Gogar lntermodal station. The tram will have no on-street pollution 
emissions and will offer a quiet mode of transport, enabling Scotland's capital 
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city to provide a positive, modern, reliable public transport service to residents, 
commuters and visitors to Edinburgh. 

6 Conclusions 

6.1 Positive progress has been achieved as a result of the formal mediation of the 
tram dispute. The parties involved have agreed to a priority works programme 
that will allow progress to be made on key sections of line 1 a under the Priority 
Works Minute of Variation (MoV4) to the contract, pending detailed work to 
complete fully designed and costed proposals for the incremental delivery of 
the first phase of line 1 a from the Airport to St Andrew Square/York Place. 
These proposals will be brought to Council in the summer, once sufficient 
certainty has been achieved on total project costs for the first phase of line 1 a. 

6.2 Works is progressing on the completion of a subsequent Minute of Variation 
(MoV5) which will give legal expression to the key issues resolved at mitigation, 
in relation to the full extent of the first phase of Line 1 a (Airport to St Andrew 
Square/York Place). As stated in paragraph 3.6, a report will be brought to 
Council this summer for a decision on the terms of this more substantive 
minute of variation to the tram contract. 

7 Recommendations 

7.1 Council is asked to approve the following recommendations: 

a) To note the outcomes of the mediation process to date; 

b) To note the consultation arrangements for remedial work on the Princes 
Street road surface; 

c) To note that a further detailed report will be brought to the Council in the 
summer of this year. 

Dave Anderson 
Director of City Development 

Appendices 1. 
1A. 
2. 

Minute of Variation Summary; 
Priority Works Programme 
Princes Street Rectification Plan. 

Contact/tel/Email Alan Coyle 
Nick Smith 
Ritchie Somervill ov.uk 
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Wards affected All 

Single Outcome National Outcome 1 - We live in a Scotland that is the most attractive 
Agreement place for doing business in Europe. 

Background 
Papers 

National Outcome 14 - We reduce the local and global impact of our 
consumption and production. 
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Appendix 1 

PRIORITY WORKS MINUTE OF VARIATION - SUMMARY OF KEY TERMS 

This appendix summarises the key provisions of the Priority Works Minute of Variation 
between tie and the lnfraco. The Minute of Variation deals with the following: 

1. The Siemens materials and equipment and certain other works 

Scope 

The Council will take ownership of certain Siemens materials and equipment needed to 
complete line 1 a. In addition, payments are to be made in for costs in respect of: 

(a) progress of the design; 
(b) procurement of sub-contractors and suppliers and instruction of site 

clearance works; 
(c) works carried out at the Depot; and 
(d) works carried out to execute changes. 

Payment 

Payments will be issued in the amounts certified by an independent certifier who will 
have a duty of care to the Council, tie and the lnfraco. 

Timetable 

Payments of the valued and certified amounts are due on agreed dates from May to 
August 2011. 

2. Priority works 

Scope 

The scope of the priority works is as set out in paragraph 3. 7 of the Report. 

Payment 

Monthly payments will be made to the lnfraco based on works completed or delivered in 
that month, as valued and certified by the independent certifier. 

Timetable 

There is an agreed timetable set out in Minute of Variation. This is set out at appendix 
1A. 

3. Agreement for incremental delivery - effect on the lnfraco Contract 

As set out in the Report, detailed discussions between the parties are continuing in 
order to agree fully designed and costed proposals for the incremental delivery of the 
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first phase from the Airport to St Andrew Square. It is proposed that if agreement is 
reached this will be set out in a further minute of variation to the lnfraco Contract 
("Incremental Delivery Minute of Variation ") which will be brought to the Council for 
consideration as soon as it is available. 

In the event that the parties fail to agree a deal for incremental delivery of the project, or 
CEC/tie fail to obtain funding for the proposed incremental delivery plan within an 
agreed timescale, this will have consequences for the existing lnfraco Contract as 
follows:-

1. Where the Incremental Delivery Minute of Variation has not been entered into: 

(a) on an unconditional basis because tie and/or CEC do not have 
sufficient funding to meet tie's obligations under the lnfraco Contract; or 

(b) on a conditional basis subject to funding being available, 

the following provisions apply: 

• lnfraco is required to continue to carry out and receive payment for 
the priority works, but there is no requirement on the lnfraco to 
carry out any other works under the lnfraco Contract; 

• The lnfraco Contract will automatically terminate; 

• Parties are to discuss separation terms; and 

• The lnfraco will continue to transfer ownership of and receive 
payment for the Siemens materials and equipment to the Council. 

2. Where the Parties have not entered into the Incremental Delivery Minute of Variation 
for reasons other than lack of availability of funding the following provisions apply: 

• lnfraco's obligation to perform the priority works ceases; 

• lnfraco works under the existing lnfraco Contract are to recommence; 

• The lnfraco will continue to transfer ownership of and receive payment for the 
Siemens materials and equipment to the Council. 

4. Cessation of hostilities 

There is a ceasefire in respect of existing disputes and claims under the lnfraco 
Contract during the currency of the Priority Works Minute of Variation. 
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Appendix 1A 

Programme of Priority Works 

All works to commence in May 2011 , following the agreement of the Priority 
Works Minute of Variation. 

The Priority Works identified for progress under the Priority Works Minute of 
Variation are set out below. All works to commence in May subject to the 
signing of the Priority Works Minute of Variation. The current planned 
completion dates are also detailed. 

Priority Work 

Princes Street Rectification: 

Haymarket Viaduct 

Depot Access Bridge 

The Depot 

Mini Test Track 

A8 Underpass 

Auxiliary Items 

Planned completion dates 

July 2011 to April 2012, See 
Appendix 2. 

Phases 1 and 2 - 22 Nov 2011 . 

May 2011. 

16 Dec 2011 ( excluding Operation 
Control Centre). 

2 December 2011 . 

Phases 1,2 & 4: 27 September 2011. 

N/A. 
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Appendix 2 

Princes Street Rectification Plan: 
Proposed Works Programme 

(For Consultation) 

The following Works Programme has been prepared to manage the 
rectification of Princes Street. The drawings, noted below, show the layout of 
Princes Street for the various periods of the Works Programme and show the 
proposed traffic diversion arrangements, and include a proposed layout for 
the weekend of the Festival Fireworks. 

Period 1 3 July 2011: Works will commence on the tram tracks on the south 
side of Princes Street, involving planing to a depth of 25cm 
(approximately 10 inches) along the entirety of the street with 
planing machines working from both ends. Work will subsequently 
be carried out to infill the area around the tram rails with reinforced 
concrete. The north side road lanes, during this time will remain 
open to pedestrians and delivery vehicles, up until the end of the 
festival period. The south side footpath will remain open 
throughout the remedial works. See drawings: 

• BSC-TM-1C-6-1001, 'Princes Street Remedials 2011 Site 
Layout Pre-Festival' and; 

• BSC-TM-1C-6-1002, 'Princes Street Remedials 2011 Site 
Layout for Fireworks'-

Period 2 5 September 2011: Work will also commence to plane the north 
side lanes of Princes Street, and infill the area around the tram rails 
with concrete. See drawing: 
• BSC-TM-1C-6-1003, 'Princes Street Remedials 2011 

Principal Layout'. 

Period 3 26 November 2011: All work on Princes Street will cease for the 
duration of the Christmas/New Year shopping season and the site 
compound will be removed. Princes Street will remain 
pedestrianised. See drawing: 
• BSC-TM-1C-6-1004 Rev B, 'Princes Street Remedials 2011 

Christmas Embargo Layout'. 

Period 4 16 January 2012: Work will recommence on Princes Street to 
complete the reinforcement of the outstanding section of tram track 
and carry out ancillary work, erecting overhead line poles, 
associated equipment and to install the street furniture at the tram 
stop. 

Period 5 2ih April 2012: Target completion date for all remedial works. This 
is subject to the assumption that there is no slippage due to 
adverse or severe weather. Princes Street will re-open to bus, taxi 
and bicycle traffic from 30 April 2012. 
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The City of Edinburgh Council Meeting, 25 
August 2011, Item 8.2: Edinburgh Tram 
Project 
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·EDINBVR.GH· 
THE CITY OF EDINBURGH COUNCIL 

Edinburgh Tram Project 

The City of Edinburgh Council 

25 August 2011 

1 Purpose of report 

Item no 8.2 
Report no CEC/39/11-12/CD 

1.1 Further to the report to Council on 30 June 2011 on the Edinburgh Tram 
Project this report advises of progress made on the Council's instructions over 
the summer period and makes recommendations on the future funding options 
and governance arrangements. 

2 Summary 

2.1 In agreeing the Edinburgh Tram Report to Council on 30 June 2011, the 
decision of Council set out a number of actions for Council officers. The Chief 
Executive and Director of City Development were to report on the funding 
arrangements, and to report in detail on the risks being incurred, particularly in 
relation: to utilities in the Haymarket to St. Andrew Square section; the risks 
surrounding the potential sale or lease of tram vehicles; and, the method and 
manner in which the Haymarket to St. Andrew Square section has been de­
risked. 

2.2 A funding proposal has subsequently been prepared which would allow the 
Council to revenue fund the necessary borrowing, in a manner that would allow 
for refinancing options to continue to be pursued, whilst allowing the project to 
progress. 

2.3 A detailed review of the key project risks has been carried out, validated by 
Faithful and Gould, construction cost management consultants, to ensure that 
appropriate risk management procedures are in place. 

2.4 This report also sets out further detail on revised governance arrangements; 
the refresh of the 'Open for Business' programme; and updates Council on 
certain other Tram related matters. 

3 Main report 

3.1 At the Council meeting of the 30 June 2011 a report was presented on the 
Edinburgh Tram project. Following consideration of that report, the Council 
instructed the Chief Executive and the Director of City Development to prepare 
a further report to address how funding was to be provided for the Project going 
forward. The Council also sought a detailed explanation of project risk and how 
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it is to be managed; revised governance arrangements; and a refresh of the 
previous 'Open for Business' programme. 

3.2 In addition, the Council instructed the procurement of road, pavement and 
public realm improvements for the Picardy Place to Newhaven section of Tram 
Line 1A, utilising funds set aside in the Council's capital programme for that 
purpose. 

Progress since June Report 

3.3 Since the June report significant progress has been made by the parties on the 
commercial terms of the Settlement Agreement. In addition, there has been 
good progress towards the completion of agreed priority works at Haymarket 
Yards, the A8 underpass the Tram Depot and test track. 

Risk 

3.4 In June the Council asked for greater clarity about the risks being underwritten 
by the Council in relation to the project, to enable a fully informed decision to be 
taken as to the acceptability of any new funding commitment. 

3.5 A further full review has been carried out of the key project risks against the 
proposed budget. This review has been validated by Faithful and Gould. The 
review considered the robustness of the financial assessment as presented to 
Council on 30 June 2011. This has been updated as new information has 
become available. 

3.6 Faithful and Gould have both tested and validated the figures and the 
underpinning assumptions. A revised budget has subsequently been produced 
and is summarised later in this report. 

Legal risks 

3.7 In addition, a confidential schedule summarising the key legal risks in relation 
to the project has been prepared and will be shared on a confidential basis with 
Elected Members. 

Utilities 

3.8 Since June further investigations have been instructed on key sections of the 
on-street works between Haymarket and York Place, in particular to identify 
conflicts arising as a result of the finalised design, including the locations for 
Overhead Line Poles. 

3.9 Trial bore holes have been opened up in known utility areas supplemented by 
radar scanning, which is ongoing, across the entire route covering both the 
immediate tram movement corridor and the adjacent locations of bases for 
overhead line equipment poles. These further investigations have identified 
circa 550 potential utility conflicts although it is not believe that all of these lie 
on the critical path. 

3.10 The Utilities diversions have had a significant effect on the project, both in 
terms of programme delay and direct costs. The Faithful and Gould review of 
this area has considered lessons learned from the past and aimed to anticipate 
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how such difficulties might better be overcome as we move forward. In light of 
this an appropriate risk allowance has been included in the project budget to 
cover clashes between utilities and the infrastructure. 

Funding 

3.11 The report to Council on 30 June set out the requirement to identify additional 
funding for the project up to a value of £772m, being a base budget allowance 
of £695m plus a £77m risk provision. The current approved budget for the 
project is £545m, comprising Transport Scotland funding of £500m and £45m 
from the Council. 

Scale of Funding Requirement 

3.12 In the period since the Council meeting on the 30 June, Council officers have 
been seeking to validate the programme budget and provide further assurance 
on the project costs and required risk allowance. 

3.13 The review of the budget has validated the base budget allowance for the 
project to York Place at £742m. The quantified risk allowance for the project 
has been validated at £34m, giving a total budget requirement of £776m. The 
review has also confirmed that the funding required for completion of the 
project to York Place is £231 m in addition to the previous budget sum of 
£545m. Table 1 shows the resultant shift from the previous risk and 
contingency allowance into the current base cost and consequential reduction 
in risk requirement. 

3.14 Every effort has been, and will continue to be, made in relation to finalising an 
outturn cost for the project. It is not possible to guarantee a fixed or maximum 
cost as the works, particularly the on-street section, carry inherent risks as 
highlighted above. However, Council can be assured that all reasonable steps 
have been taken to quantify the risks and make provision for these based on an 
assessment of their probability and impact, as reflected in the revised budget. 
This reflects best practice in project risk management. 

3.15 The shift from the previous contingency sum to the base budget has resulted 
from greater certainty being achieved in relation to the cost of on-street 
infrastructure, greater knowledge of the utilities issues and further design 
completion. This has resulted in a move from the high level broad assessment 
of risk that was made in June 2011, to a more granular and detailed 
assessment of specified risk. 
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Budget Summary Estimated Budget Validated Budget 

As at 30/6/2011 (£m) As at 25/8/2011 (£m) 

Base Budget 695 742 

Risk and Contingency 77 34 

Current Programmed Budget 772 776 

Table 1: Movement in Budget Figure following Review and Validation 

3.16 In order to achieve the most robust possible cost estimates Faithful and Gould 
have worked with Council Officers to validate the base budget for the works 
from Airport to York Place and have also completed thorough testing and 
validation of the proposed risk allowance. A confidential schedule summarising 
of the findings of Faithful and Gould Review has been prepared and will be 
shared on a confidential basis with Elected Members. 

3.17 The validation exercise has involved a comprehensive review of the most up­
to-date and relevant financial, legal and commercial information, to enable a 
detailed budget for the project to be produced. 

3.18 In addition, Faithful and Gould have facilitated workshops with all relevant 
officers to assess the robustness of the project risk allowance on the basis of 
current available information. Bilfinger Berger Civil (UK) and Siemens pie 
provided information to assist with this assessment. The findings of this work 
have informed the quantified risk allowance for the remainder of the project. 

Options Appraisal 

3.19 The Council report of the 30 June estimated the costs of separation from the 
infrastructure contract unilaterally and resolving matters through the courts. 
This estimate was based upon detailed work conducted on behalf of the 
Council by legal advisors McGrigors LLP and validated by Faithful and Gould. 

3.20 The specific agreement reached at mediation was that each of the Consortium 
members would prepare sealed envelope estimates of their costs for walking 
away from the contract in the event that the Council was unable to secure the 
necessary funding to complete the project. Further discussions now indicate, in 
the event that the Council is unable to secure approval of the funding to 
complete to St. Andrew Square, termination of the contract by this mechanism, 
resolving all related liabilities, as at the 25 August, i.e. some £80m below the 
costs of unilateral separation as previously calculated. However, it should be 
noted that this is currently not legally binding. 
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3.21 This option is only available if the Council is unable to approve funding to 
complete to St. Andrew Square/York Place. It is important that it is 
remembered that project cancellation would leave the Council with only a 
partial tram asset, and no tram operational revenue, and a significant revenue 
exposure for the balance of any termination in the year of cancellation. 

3.22 In order to assess other avenues of funding discussions have been held with 
the Scottish Futures Trust. lnverleith Capital was also commissioned to 
appraise potential financing routes. Their analysis examined the pros and cons 
of options such as private sector equity I debt models, franchising, and Council 
prudential borrowing. 

3.23 lnverleith Capital have concluded that, at this time, taking due account of 
criteria including deliverability and cost, the most immediately deliverable option 
is to use borrowing via the prudential framework to finance the remainder of the 
project. A 30-year repayment period has been assumed for the proposed 
borrowing with an interest rate of 5.1 %. It should be noted that current rates 
are less than the 5.1 %. The ratio of principal to annual debt servicing costs, at 
these interest rates, is estimated at 15: 1. The Council's Long Term Financial 
Plan (L TFP) has been examined to identify potential revenue streams that 
could be used to meet the costs of prudential borrowing at this level. 

3.24 The Council's L TFP makes specific provision for loan charges associated with 
Council borrowing. Additional borrowing will therefore have a direct impact on 
the plan. However, there remains scope to accommodate some additional 
borrowing within the existing limits of the L TFP. Table 2, below, identifies 
options for financing additional borrowing. In reviewing loan charge 
assumptions within the L TFP it has been identified that the following provision 
could be allocated to the Trams project: It should also be noted that changes 
to the national grant system is expected to benefit Edinburgh, these changes 
are highlighted below. 

• Pro-active Treasury Management of the loans portfolio, together with 
current lower interest rates, has identified loans charges headroom of 
£3.9m per annum; 

• Unallocated revenue sums of £2m per annum have been provided to 
meet costs of infrastructure investments. 

3.25 These items in addition to revenue from the TEL Business Plan and income 
from leasing of tram assets to the operator would leave a balance of £4.8m. 
This balancing item would represent a pressure on the Council's Revenue 
Budget, equivalent to approximately 0.34% of the Gross Revenue Budget. 
There may be further Treasury Management opportunities given the profile of 
current maturing debt to derive savings that would reduce this exposure. 
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Revenue 
Capital 

Cumulative Notes 
Impact Funding 

£m £m £m 

Previously Identified in 
TEL Business Plan 2.0 30.0 30.0 Council's contingency 

planning 

Infrastructure 
Previously Identified in 

Provision in Budget 
2.0 30.0 60.0 Council's contingency 

planning 

Loans Charges 
3.9 58.5 118.5 

Headroom 

Income from Leasing 
of Tram assets to 2.7 40.5 159.0 
operator 

Additional CEC 
Revenue 

4.8 72.0 231.0 
(Unbudgeted 
pressure) 

Table 2: Long Term Financial Plan (LTFP) potential revenue streams 

3.26 In addition to the above revenue streams when the Council's Capital 
Investment Programme (GIP) 2011 /15 was constructed prudent assumptions 
were made about resources available from capital grants. Once the spending 
review is announced later this year, there may be an opportunity to apply 
resources within the GIP, which would ease impact on the revenue budget. 

3.27 The Council's gross expenditure in 2011 /12 is £1.4bn. The annual revenue 
costs of the additional borrowing required by the Tram project is estimated at 
£15.3m, approximately 1 % of the Council's gross budget. On this basis, the 
additional borrowing could certainly be sustained by the Council, albeit that it 
would place some additional pressures on the Council's budget. 

3.28 To enable the Council to meet the £231 m funding requirement the Council's 
prudential funding limits will need to be increased by this amount with the on­
going borrowings costs met by revenue streams identified above. 

Phasing of Funding Requirement 

3.29 The Council will need to manage the cashflow for the project over several 
years. The funds in question will build up over a period of four financial years 
and the finance required will be managed within the context of the Council's 
treasury management strategy. The phasing of the project cashflow is 
highlighted in table 3 below. 
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Remaining 

Financial Year 
Estimated Grant from Funding 

Revenue Impact 
Cash flow Transport Required 

Scotland 
£m £m £m £m 

2011/12* 157.01 12.00 145.01 3.738 

2012/13 84.72 25.00 59.72 11.160 

2013/14 25.72 25.00 0.72 13.600 

2014/15 35.55 10.00 25.55 14.286 

Risk assessment (remaining) 15.323 

Full Year Annual Cost 303.00 72.00 231.00 

Notes: * Part year from full construction re-start 

Table 3: Phasing of the funding requirement 

3.30 The annual revenue charge of £15.3m does not take account of the time value 
of money. The UK government's discount rate of 3.5% at Net Present Value 
(NPV) would reduce the cumulative revenue charge from £459m to £291 m. 
The discount rate is used to convert all costs and benefits to 'present values' so 
that proper comparison of time related cash flows can be made. Calculating 
the present value of differences between the stream of costs and benefits 
provides the NPV of an option. 

3.31 In normal practice, the benefits of an investment would also be applied against 
the cash outflows. It is worth remembering that there are significant revenues 
derived from the tram project that would offset the costs of the project. 

3.32 The allocation of the above revenue streams for the Tram project, whilst 
placing no immediate pressure on other Council services, represents an 
opportunity cost for the Council and will therefore reduce the options available 
to meet future service pressures in the context of demographic changes, price 
inflation and reduced government funding. However, even with the proposed 
additional borrowing, all the Council's existing capital commitments will be 
honoured. 

3.33 However in the event of project cancellation, there would be a one year 
revenue impact of over £161 m 1• The impact on Council Tax levels to 
finance this magnitude of revenue would be equivalent to a one year 
increase of 80%. The Council's current reserves, including earmarked 
reserves, would not provide the level of revenue required. This assumes 
that the Transport Scotland Grant to date would not have to be repaid. 

3.34 The reputational damage to Edinburgh and to Scotland of failing to complete 
the project would also be significant and could harm the City's future 
investment prospects. Failure to complete would also have significant 
environmental consequences, as explained in the 30 June Council Report. 

1 Amended (Wednesday, 24 August 2011) from the previously reported £180m. 
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3.35 As explained in the 30 June report, the proposed Edinburgh Gateway Station 
will facilitate the interchange of passengers from the central Scotland and Fife 
and North East Scotland (including Perth, Dundee and Aberdeen) rail networks 
to the tram, and onward to destinations across Edinburgh. Edinburgh Gateway 
is a Network Rail Scotland project funded by Transport Scotland, on behalf of 
the Scottish Government, and will be project managed by Network Rail 
Scotland, the ultimate client. It is a significant national project where integration 
of train and tram services will allow easy public transport access to Edinburgh 
Airport. 

3.36 In recognition of the impact that allocating these funds for the Tram would have 
on future Council services, the Council's Chief Executive continues to seek 
dialogue with the Scottish Government on policy changes which could provide 
additional revenue resources to the Council. Topics for discussion with the 
Scottish Government would include: 

• the SNP's manifesto commitment that no council should receive less 
government funding than 85% of the Scottish per capita average. It is 
estimated that an increase in Edinburgh's funding to the 85% level would 
provide additional resources for Edinburgh; 

• the dialogue between Scottish Government and COSLA about a Non­
Domestic Rates lncentivisation Scheme. Variants of such a scheme, 
recognising Edinburgh's substantial annual NOR leakage, may provide 
an additional funding stream that could assist the Tram project. 

3.37 It is important to note that there is no guarantee that this dialogue will produce 
additional revenue support, nor a clear timescale for their conclusion. Council 
officers believe, however, that there is a strong rationale for the Scottish 
Government to provide additional revenue support. Whilst recognising the 
political stance taken by the government, the tram is a Scottish project; the 
government have provided additional support to other capital projects. There is 
a strong possibility of progress on the initiatives in the bullet points above, 
notwithstanding any further discussions with the government on the tram 
project. 

Alternative Borrowing Options 

3.38 The increase in the Public Works Loans Board (PWLB) margin over Gilts to 1 % 
announced in the UK Government's 11/12 Comprehensive Spending Review, 
opens up an opportunity to consider a Bond issue as an alternative to PWLB 
borrowing. The Greater London Authority recently issued a bond with an 
average maturity of just over 20 years at 5.017%, a discount of about 0.2% to 
the relevant PWLB rate at the time. A bond issue could be a cost effective 
option for raising the required borrowing. It is therefore proposed that the 
Council puts in place some of the pre-requisites for a bond issue such as 
gaining a credit rating for the authority and examining the appropriate risk 
management measures. 
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Future Options 

3.39 Whilst, at this time, borrowing through the prudential framework appears to be 
the best means for the Council to provide the funds for the project there will be 
opportunities to re-finance the project in the future to ensure completion to 
Newhaven. Several companies have approached the Council about sale and 
lease back proposals and similar variants. 

3.40 Council Officers will therefore continue to explore longer term options for re­
financing that will enable the project objectives to be realised. This work will 
examine options for both re-paying the borrowing costs and also completing 
construction to Newhaven. 

3.41 The 30 June report referred to the bid made by the Council and CAF to lease 
vehicles to Transport for London for the Croydon Tram link. This bid was 
unfortunately unsuccessful. In light of this an assessment has been made as to 
the risk around the demand for any surplus tram vehicles elsewhere. 

3.42 Firstly, an assessment has been made as to the likely demand for excess tram 
vehicles from Rolling Stock Operating Companies (ROSCO's). This is where 
the ROSCO's would take the surplus tram vehicles and lease on to another 
provider. Based on current knowledge and understanding of the market, 
demand from ROSCO's is unlikely, for the following reasons: 

• ROSCOs were set up to own and lease passenger rolling stock. 
Although they have also financed freight locomotives and vehicles, none 
of them have financed tram vehicles in a manner which involves the 
assumption of residual value risk. 

• Even if, in principle, the ROSCOs were willing to take residual value risk 
on tram vehicles, without a creditworthy lessee who had committed to 
lease the vehicles for a reasonable term, purchase of the Edinburgh 
trams would in effect be speculative. While the ROSCOs have entered 
into speculative transactions in the past, these were for rolling stock that 
could be operated on a number of routes or for which there was a clear, 
albeit uncommitted demand. The ROSCOs current ownership structure 
makes a speculative purchase unlikely and we are not aware of any 
such purchases which have been made recently. 

3.43 An assessment has also been made of the potential demand from Other Tram 
Systems: 

• Abbey Line - UK: There is a project under evaluation by the 
Department for Transport on the Abbey Line (Watford - St Albans). The 
project is still live but moving slowly at present. A number of 
organisations have been short-listed to bid to operate the service. The 
original plan was for the operator to procure the trams, although 
Hertfordshire County Council may take responsibility for this. The 
procurement is for approximately 4 second hand trams from Europe. 
There may be an opportunity here, not in the short term, and there is as 
yet no committed funding for this project at this time. This opportunity 
would present Low Technical Risk but potentially high financial benefit, 
however as noted above, funding is uncertain. 
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• Sheffield - UK: South Yorkshire Passenger Transport Executive (South 
Yorkshire PTE) is holding a market consultation over the intention to 
purchase approximately 4 new trams to supplement the present 
Sheffield Supertram fleet. The new trams should be able to operate 
safely and efficiently on the existing tramway infrastructure. South 
Yorkshire PTE has not yet secured funding for this fleet extension. This 
opportunity would present a high technical risk due to the demanding 
gradients on some of the lines and the platform length on the 
infrastructure would require modifications to be made to Edinburgh's 
surplus trams. There is a potentially high financial benefit as looking for 
purchase or possible long term lease, however funding is currently 
uncertain. 

• Turkey: There have been quite a number of developments with Light 
Rail in Turkey recently. However the opportunities are unknown at 
present. 

• Oslo: Oslo's tram system has been suffering from temperature related 
unreliability problems with their fleet purchased during the last 5 years. 
Their requirement is relatively short-term, to cover a modification 
programme of around 2 to 3 years and the infrastructure is not well 
suited for Edinburgh trams without extensive works to each. 

3.44 As demand is cyclical Council officers will continue to look for ways to obtain 
value from surplus tram vehicles as other cities expand their networks and 
replace their tram fleets. 

Governance Proposals 

3.45 The current governance arrangements for the Tram project are set out in the 
Operating Agreement and Memorandum of Understanding among TEL, tie Ltd 
and the Council. The scope of services originally assigned to tie ltd and the 
current governance structure are reproduced in Appendix 1 to this report. 

3.46 Audit Scotland in its interim report on the Edinburgh Tram Project of February 
2011 made observations on governance matters, comments on shortcomings 
and complexity are reproduced in summary at Appendix 2. 

3.47 The existing governance arrangements for the Tram project are complex have 
not been effective. 

3.48 The governance arrangements for the delivery of the Tram project additionally 
have had to take account of the complexity of the arms-length bodies that were 
proposed to deliver an integrated transport service once trams become 
operational. 

3.49 The Council report of 30 June proposed that the governance arrangements for 
the management of the tram project should be revised. In practice, there is a 
need to revise the overall arrangements to ensure effectiveness, accountability, 
probity and integrity going forward. 

3.50 The Office of Government Commerce promotes a best practice model known 
as PRinCE2 (PRojects IN Controlled Environments) which is a process-based 
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method for effective project management. The PRinCE2 standard is used 
extensively by the UK Government and is widely recognised and used in the 
private sector, both in the UK and internationally, as a model of project 
governance. The key features of PRinCE2 are: 

• Its focus on business justification; 

• A defined organisation structure for the project management team ; 

• Its product-based planning approach; 

• Its emphasis on dividing the project into manageable and controllable 
stages; and, 

• Its flexibility to be applied at a level appropriate to individual projects. 

3.51 The PRinCE2 methodology identifies a number of key roles for successful 
project management2

: 

• Executive/ Project Sponsor: the key investment decision maker 
responsible for overall control of the project. 

• Project Board: responsible for overseeing project progress and deciding 
upon key issues that require to be escalated for resolution. 

• Project Manager: dealing with the acceptance, execution and delivery of 
project work ensuring that work is authorised and agreed, team 
members and suppliers are clear as to what is to be produced in terms of 
costs, timescales and quality and that timely, accurate reports on 
progress are prepared and stakeholder expectations are managed. 

3.52 In refreshing the project governance to fulfil the above roles, it is proposed that 
the Council's Chief Executive will become the Executive sponsor for the project 
chairing the Project Board and the current chair of tie Ltd will become Vice 
Chair. This Board will be constituted as a Joint Project Forum involving the 
Council , the main parties to the infrastructure contract - Bilfinger Berger Civil 
(UK), Siemens pie and CAF - and the proposed future operator of the tram 
network, Lothian Buses. The Joint Project Forum would meet bi-monthly and 
take high level management oversight of the tram programme, ensuring 
mitigation of key risks to the programme timetable and budget (see Appendix 
3). Transport Scotland would also have a standing invitation to these meetings. 

3.53 The Director of City Development would be the Senior Responsible Officer 
(SRO) acting for the Chief Executive in managing the operational delivery of 
the project, working with the Vice Chair and the Project Delivery Group into 
which the Project Manager and individual team managers would report. It is 
proposed that the Council's Traffic and Engineering Manager will fulfil the role 
of Project Manager, on a full time basis. 

2 Also of relevance is the OGC Achieving Excellence in Construction guidance: 
http://www.ogc.gov.uk/ppm documents construction.asp 
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3.54 It is proposed that the current chair of tie Ltd should chair the Project Delivery 
Group and become the Vice Chair of the Project Board. This would provide 
both continuity and resilience within the governance structure. 

3.55 These new governance arrangements are intended to reflect the principles of 
project partnering and collaborative problem solving that were envisaged when 
the contract was first awarded. These arrangements will require a commitment 
by all parties to the contract to adopt different behaviours to those that have 
caused difficulties to date. Under the terms of the Settlement Agreement the 
infrastructure contractor will be obliged to continue to deliver work to a standard 
that meets the employer's requirements. A key change will be the introduction 
of an independent certifier to help ensure a speedier resolution of construction­
related disputes. 

3.56 An important question that has arisen since mediation is whether there is, any 
longer, a legitimate role that can be played by tie Ltd as an arms length 
company that could not be met by the Council itself. 

3.57 The number of staff employed by tie ltd has already been reviewed by the 
Director of City Development in consultation with the tie Chair and senior tie 
personnel. As a result a number of staff will leave tie Ltd over the next two 
months under a programme of voluntary redundancies which will reduce the 
staff headcount by over 50%. Staff taking up the voluntary redundancy option 
will receive their contractual period of notice plus one month for each year of 
service (most tie staff have between 3-4 years of service). The estimated cost 
of this is £1.3m. 

3.58 In recognition of anticipated changes to the role of tie Ltd and TEL the 
independent non-Executive Directors of tie ltd and TEL, with the exception of 
the Chairman, recently stood down from their positions. tie Ltd's Chief 
Executive has also left the company. Audit Scotland also expressed its views 
about the potential conflicts of interest faced by elected members who served 
on the Boards of tie Ltd and TEL and two elected members have also stood 
down as non-Executive Directors. 

3.59 In order to ensure continuing corporate governance the Council's Director of 
City Development and Acting Director of Finance were recently co-opted as 
non-Executive Directors to the Board of tie Ltd to ensure additional scrutiny 
following the departure of the independent Directors and elected members. 

3.60 To ensure effective oversight and delivery of the project going forwards the 
Council is in the process of engaging Turner and Townsend as project 
managers. They have previously been involved in advising on the project and 
have considerable experience of light rail projects. Indeed, they are presently 
project managing the delivery of the Nottingham Rapid Transit Project, the 
development of the Dublin Tram System and have previously overseen the 
Croydon Tramlink and others. 

3.61 Turner and Townsend are in the process of being formally appointed to provide 
project management support to the project under a Government Procurement 
Service Framework. They are presently working with tie staff to look at how 
best to deliver the project in the future. Once a final organisational structure 
has been agreed it is proposed that any remaining staff of tie Ltd will be 

12 

CEC01891529 0062 



managed in the appropriate manner, taking into account all necessary legal 
and human resource issues. 

3.62 Plans are also in place to close the tie Ltd office at City point with the remaining 
staff relocating to Lochside at Edinburgh Park. Thereafter, the project would be 
directly governed by the Council with assistance from Turner and Townsend as 
external project management support. It is anticipated that the revised 
arrangements will deliver value in future years, once the one-off costs of 
restructuring tie Ltd have been paid. The Council will continue to retain 
services of Hg Consulting as Independent Certifier with a duty of care to the 
Council. 

3.63 The importance of effective future arrangements for political scrutiny of the 
Tram Project is clear, and elected members need to have the opportunity to 
question the arrangements for managing the project and accounting for public 
funds. At the 30 June Council meeting it was proposed that a new Tram Project 
Audit Committee should be set up, chaired by the Leader of the Council and 
attended by Transport Scotland and elected members from each party group 
on the Council. 

3.64 Having further reviewed the potential arrangements it is now recommended 
that the Council's existing Audit Committee should fulfil this role, given it 
already audits all other works of the Council. Transport Scotland would be 
invited to attend these review sessions, in an expert witness role, as well as 
involvement, as appropriate, with the Project Board. 

3.65 The Project would additionally utilise a Stakeholder Forum to ensure that key 
business and community interests are kept fully informed of the project's 
progress. 

'Open For Business' Review and Programme 

3.66 At its meeting on 30 June the Council agreed that the 'Open for Business' 
programme should be reviewed and refreshed to improve the focus on support 
for small and medium sized businesses. Appendix 4 provides a summary of 
the evolution of the previous scheme and includes some examples of the 
successes during the period it was active. 

3.67 Refreshing the 'Open for Business' programme will help give confidence to 
businesses affected by the works, and encourage footfall into the city centre. 
Work on this has already begun with a communications plan being 
implemented to promote the City while works take place in Princes Street. 
There have also been a number of meetings with city stakeholders and 
logistical support for issues such as access, deliveries and signage is planned 
to support business during the works. 

3.68 It is proposed that a budget allowance of £210,000 be made in the tram project 
budget for both 2011 /12 and 2012/13 to provide further support to businesses 
during tramworks this financial year. This would include direct funding for the 
three Town Centre Coordinators covering the City Centre, Leith Walk and the 
West End, supplemented by funding for the winter festivals and additional 
events during times when there are gaps in the City's existing events calendar. 
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3.69 There are opportunities to work with partners to maximise the promotion of the 
city centre generally during the period of tram works and beyond, and it is 
recommended that a cross-agency working set up for this purpose having 
where appropriate to Marketing Edinburgh. 

3. 70 Discussions have also been held with the Regional Assessor on the subject of 
possible business rates relief. The Assessor has confirmed that businesses 
affected by the tram works will again be entitled to apply for a revaluation of 
their business rates to gain a temporary reduction in rateable value, if they can 
demonstrate the rateable value of their property has been directly affected by 
the works programme. 

Princes Street 

3.71 As referenced in the May and June Council Reports, following the initial tram 
works on Princes Street, movement defects have appeared at the interface 
between the rails and the road. Detail of how the street closure will be 
managed is provided in Appendix 5. 

3.72 In summary: 

• A new design solution has been developed. The surface finish will be 
black coloured concrete with a brushed finish to match the asphalt on 
either side of the track; 

• The construction works will require the majority of Princes Street to be a 
construction site for the duration of the works. Access for loading will be 
permitted in the evenings for shops and premises (as currently exists) in 
the eastbound direction on Princes Street. Emergency access will be 
provided at all times and both footways will remain unoccupied during 
the works. 

• Detailed planning has been undertaken with key stakeholders to ensure 
the traffic diversion minimises the disruption to the City. The traffic 
diversion scheme is that previously used when the original tram works 
were carried out. This will be implemented over the weekend of 3 
September 2011; 

• Enabling works on Charlotte Square, George Street and St Andrew 
Square have largely been completed, with a further programme of works, 
mostly of carriageway markings, being carried out from 20 August 2011; 

• Construction works will be suspended for the festive break and the road 
will be temporarily reinstated by 24 November 2011 to allow for the 
switch on of the Christmas lights. Princes Street will remain 
pedestrianised until 4 January 2012 when works will recommence. The 
traffic diversions and access arrangements for loading will remain in 
place; 

• A full logistics plan has been developed. This includes support to 
determine requirements for deliveries and access, refuse collections and 
loading requirements; 
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• Coordination with other developers carrying out works on buildings on 
Princes Street and on the local diversion routes has been carried out to 
ensure their needs are met, where practicable; 

• A full communications plan has been implemented to inform those 
travelling in the City of the traffic diversion associated with the work 
programme; and, 

• Throughout the construction works requests for events to take place on 
or around the tram construction work or diversion routes will be required 
to find alternate locations. 

Road, pavement and public realm improvements 

3.73 Following the instruction of Council, that road and pavement reinstatement 
work and public realm improvements should be carried out in the Picardy Place 
to Newhaven section of tram line 1 a, the Director of City Development and 
Director of Services for Communities have met to agree a rectification plan. 
This will see work carried out to reinstate temporary surfaces in affected 
locations along Leith Walk and Constitution Street, co-ordinating Council led 
work with residual reinstatement work under the tram contract. 

3.74 The Directors of City Development and Services for Communities have also 
discussed how public realm improvements can best be achieved along the 
route of tram line 1 a in the city centre and Leith Walk. In addition to the 
planned improvements at St Andrew Square, both Princes Street and Leith 
Walk have been identified as priority locations for public realm upgrading work. 
Detailed design work will be carried out on public realm proposals and 
considered in the first instance by the Council's Corporate Asset Management 
Group and subject, thereafter, to appropriate consultation. 

4 Financial Implications 

4.1 Following further due diligence on the programme, budget and risk allowance it 
is now calculated that the overall programme budget should be adjusted to 
£776m, being comprised of a firmed up base budget of £742m and a risk 
allowance of £34m. The budget represents a figure of £231 m above the 
currently approved budget of £545m. 

4.2 It is proposed that the additional £231 m would be funded by prudential 
borrowing, which would represent an annual revenue cost of £15.3m over a 30 
year period. Table 2 earlier in this report identifies the proposed sources of 
revenue support to be used for repayment of the prudential loan. 

4.3 The phasing of the borrowing requirement is such that the Council can continue 
to explore alternative funding arrangements as well as future options for re­
financing the project once complete. 

4.4 The Princes Street works are being carried out at no cost to the Council, but 
there will be a loss of parking income on George Street which is estimated at 
£730K, which will be managed through the Council's Revenue Monitoring 
process. 
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4.5 Mitigation measures, in the form of parking spaces on the Mound (when the 
Mound is closed) are being proposed. The required Traffic Regulation Order 
will take several months to promote, but work has begun on this and it may be 
possible to recover up to £1 OOK from these parking spaces during the works. 

4.6 However as noted earlier in the report, in the event of project cancellation there 
would be a one year revenue impact of over £161m 3

. The impact on Council 
Tax levels to finance this magnitude of revenue would be equivalent to a one 
year increase of 80%. The Council's current reserves, including earmarked 
reserves, would not provide the level of revenue required. This assumes that 
the Transport Scotland Grant to date would not have to be repaid. 

5 Equalities Impact 

5.1 The proposals and recommendations described in this report could contribute 
to the public sector general equality duty to: (i) advance equality of opportunity. 
There is no distinct relevance in respect of the general duties to; (ii) eliminate 
unlawful discrimination, harassment and victimisation, or; (iii) foster good 
relations. 

5.2 The relevance score for the specific proposals and recommendations described 
in this report is: (i) one for relevance to equalities legal duties; (ii) three for level 
of public concern expressed by equalities groups, and; (iii) one for relevance to 
significant negative impact on the quality of life of equalities groups. 

5.3 Consequently, matters relating to this report will be included in the ongoing full 
equalities impact assessment that is being undertaken of the Edinburgh Tram 
project. 

5.4 It should also be noted that due care has been taken with regard to 
accessibility issues arising out of the proposed Princes Street works. In this 
regard, an Equalities Statement and Accessibility Statement has been 
published on the Council's website and distributed to relevant partner 
organisations. 

6 Environmental Impact 

6.1 As reported to Council previously, The Council's local transport strategy (2007-
2012) emphasised the important role that a modern transport system would 
play in supporting the economic, environmental and social development of the 
city and the key contribution of the tram network to the city's future. 

6.2 A full Scottish Transport Appraisal Guidance (STAG) review was undertaken at 
the Parliamentary Approvals Stage in 2003; this demonstrated how the Council, 
as promoter of the tram, had satisfied government objectives in terms of 
environmental, safety, integration, accessibility and economic concerns. 

6.3 An updated STAG report, in 2006, concluded that despite the predicted 
increase in the city's population and traffic growth to 2026, there would be a net 
improvement in air quality across the City as a whole, as a result of the 
introduction of the tram. 

3 Amended (Wednesday, 24 August 2011) from the previously reported £180m. 
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6.4 The STAG report acknowledged that within this overall net improvement there 
would be areas where air quality would deteriorate as a result of the 
displacement of traffic from the tram routes. 

6.5 The Council remains committed to ensuring that any such air quality issues are 
properly monitored and addressed. 

6.6 As a result of concerns expressed by residents of the Moray Feu, following the 
temporary diversion of traffic during the MUDFA utility works, additional air 
quality monitoring has been carried out on Great Stuart Street since July 2009 
and, following the Tram Sub Committee meeting of 28 February 2011, 
additional air quality checks have been introduced in this area to include 
monitoring on building facades and at basement level. 

6. 7 The data from the existing and additional air quality monitoring levels in this 
neighbourhood will become available in the first quarter of 2012. 

6.8 Monitoring of nitrogen dioxide levels in air is carried out on a monthly basis, in 
accordance with guidelines published by the Department of Environment, Food 
and Rural Affairs (DEFRA). Monitoring is carried out to determine the annual 
average concentration of this pollutant. Owing to the inherent variability of the 
test method, it is not suitable for determining monthly nitrogen dioxide values, 
or for establishing monthly trend data from individual monthly samples. The 
Council's monitoring procedures have been endorsed by DEFRA, Scottish 
Government and by Professor Laxen, an independent expert advisor on air 
quality to DEFRA 

6.9 The tram itself has no carbon emissions at the point of service delivery and has 
the potential to contribute to the City's strategy for low carbon growth as 
electricity generation in Scotland transitions from fossil fuels to renewable 
energy sources. 

6.10 As part of a broader sustainable transport strategy within the city the tram will, 
therefore, make a positive overall contribution to the environment by 
encouraging modal shift from private vehicles to public transport and mitigating 
the impacts of population growth and commuter and visitor generated traffic. 

6.11 Air quality, especially in neighbourhoods which may receive traffic displaced 
from the tram route as a result of traffic regulation orders, is being carefully 
monitored and analysed so that any issues can be dealt with and properly 
mitigated. 

7 Conclusions 

7.1 As noted above, the decision of Council on the 30 June set a number of actions 
for Council officers. This report has responded in detail on the options 
available at this time and the current optimum funding arrangement to meet the 
requirements to take the project forward 

7.2 In providing this, the report has also explained the risks that the project retains 
particularly in relation to utilities in the Haymarket to St. Andrew Square section 
and, the risk mitigation that has been possible since June. A detailed review of 
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the key project budget risks has been carried out, and validated by Faithful and 
Gould, to ensure that appropriate risk management procedures are in place. 

7.3 In reviewing the governance of the project a revised and simplified model is 
now proposed with the project directly governed by the Council and managed 
with Turner and Townsend as external project management support. 

7.4 The refresh of the 'Open for Business' programme and the operational 
approach to be used for the management of Princes Street have also been 
explained. 

8 Recommendations 

8.1 That Council: 

a) Agree the funding proposals as set out in the report; 

b) Agree that the Council's prudential funding limits be increased to take 
account of the funding proposals. 

c) Note the risks highlighted in the report; 

d) Agree the governance arrangements as set out in the report; 

e) Note the appointment of Turner & Townsend; 

f) Note that the Council will continue dialogue with the Scottish 
Government on a further contribution to the tram project and policy 
changes which could provide additional revenue resources to the 
Council; and 

g) Note the works to be undertaken as part of a refreshed 'Open for 
Business' programme, and the traffic management and related logistical 
works associated with the Princes Street Works. 

Appendices 

Dave Anderson 
Director of City Development 

1. tie Ltd Operating Agreement and Memorandum of Understanding 

2. Audit Scotland February 2011 Report - Extract 

3. Indicative Governance Diagram 

4. Open for Business Re-fresh 

5. Princes Street 
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Contact/tel/Email 

Wards affected All 

Single Outcome National Outcomes: 
Agreement 

Background 
Papers 

• National Outcome 1 - We live in a Scotland that is the most 
attractive place for doing business in Europe 

• National Outcome 10 - We live in well-designed, sustainable 
places where we are able to access the amenities and services we 
need 

• National Outcome 12 - We value and enjoy our built and natural 
environment and protect it and enhance it for future generations 

• National Outcome 14 - We reduce the local and global impact of 
our consumption and production. 

• The City of Edinburgh Council Meeting, 30 June 2011 , Item 8.2: 
Edinburgh Tram Project 

• The City of Edinburgh Council Meeting, 16 May 2011 , Item 2.1: 
Edinburgh Tram Update 

• The City of Edinburgh Council Meeting, 16 December 2010, Item 
8.2: Edinburgh Tram Project 

• The City of Edinburgh Council Meeting, 14 October 2010, Item 8.1: 
Edinburgh Tram Update Report 

• The City of Edinburgh Council Meeting, 24 June 2010 Report, Item 
8.2: Edinburgh Tram Project - Update Report 
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Append ix 1 

SCHEDULE 1 

Scope of Services 

1. Procurement and contract award of all contracts required to deliver the tram 
project, including the Council' s obligations 

2. Provide accurate and current information to Tram Project Board, Transport 
Edinburgh Limited and the Council for appropriate decision making and 
approvals 

3. Provide efficient and effective project management services for the Project 
including cost, financial prosn-amme, 1isk, contract and change management 

4. Provide traffic management expertise to effectively implement and manage 
both temporary and permanent traffic management alterations, including the 
Traffic Regulation Order process 

5. Comply with Health and Safety requirements and act as the Construction 
Design Management Regulations co-ordinator, provide Health, Safety, Quality 
and Environmental management and expertise to ensure effective approvals 
through the The Railways and Other Guided Transpo1t Systems (Safety) 
Regulations process. This should include protecting the Council's interests 

6. Ensure the design is assured, and provide the necessary quality of design for 
technical and prior approvals in a timeous manner 

7. Develop and agree a communication strategy with the Council and provide 
effective communications, consistent with this strategy 

8. Provide and demonstrate to the Council that appropriate site management 
services are in place to ensure quality is delivered 

9. Ensure a continued focus on value engineering and deliver any agreed 
initiatives 

10. Manage the interface with TEL in order to deliver a smooth handover for 
operations 

11. Manage project land in accordance with the tie/CBC licence 
12. Ensure and demonstrate to the Council that all contracting paities meet their 

obligations (including protocols, traffic management, contract conditions, 
employers requirements, site supervision and testing etc) 

13. Manage all third-patty agreements in an effective manner and demonstrate that 
they are in the Council's interest 

14. Carry out other duties as instructed by the Council in relation to the Project 
15. Act on efficiently and effectively all fonnal instructions issued by the Council 

in relation to the tram project 
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Appendix 2 

Edinburgh trams - Interim report by Audit Scotland Prepared for the 
Auditor General for Scotland and the Accounts Commission: 

February 2011 

Audit Scotland in its interim report on the Edinburgh Tram Project of February 
2011 made the following observations on governance matters: 

• Elected members of the current ruling coalition at CEC hold differing views of the 
Edinburgh trams project and considerable debate is generated at council meetings 
when the subject is discussed. This has made it more difficult for CEC as a whole to 
present a unified commitment to the project. 

• CEC's governance arrangements for the project are complex and are intended to allow 
the work of tie to be subject to scrutiny while keeping all elected members informed 
of the project's progress. 

• Some members of the project's main governance body, the Tram Project Board, are 
also members of tie's own board. CEC's Director of Finance and Director of City 
Development also exercise a number of different oversight roles in the project. 

• Transport Scotland considers its need to be represented on the Tram Project Board 
ended in June 2007 when, following a Scottish Parliament debate and vote, Ministers 
announced that the Scottish Government's contribution should be capped at £500 
million. Transport Scotland does not consider that it has the same oversight role for 
the trams project as it has for other Scottish Government transport projects because it 
is neither the promoter of the project or has a contractual relationship with any of the 
private sector bodies engaged in the project's construction and delivery. Transport 
Scotland does, however, hold quarterly meetings with CEC where the project's 
progress is reviewed. 

• tie makes regular reports on the project's progress to the Tram Project Board and CEC 
also provides regular reports to elected members at full Council meetings. The 
commercially sensitive nature of the dispute with BBS and future financial projections, 
however, has meant that information presented to full Council meetings has been 
limited. Given the high profile of the project, the lack of detail which has been made 
available to some councillors on, for example, the project's likely costs has caused 
frustrations. 

Table 1: Audit Scotland in its interim report February 2011- Extract 

The full report is available at: 
http://www.audit-scotland.qov.uk/media/article.php?id=162 
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Appendix 3 

Indicative Future Governance Structure 
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Appendix 4 

PROPOSAL FOR A BUSINESS SUPPORT PACKAGE FOR AREAS AFFECTED 
BY TRAM WORKS - AUGUST 2011 

INTRODUCTION 

From September 2011 the Edinburgh Tram project will resume the programme of on-
street works to build the first phase of the tra m line fro m Edinburgh Airport to St 
Andrew Square in the heart of the city centre. 

Integral to ensuring this programme is successful is th eon-going support fo r 
stakeholders whilst works are underway. This will maintain and enhance confiden ce 
in the city as an attractive place to shop, visit and do business and that the 
construction works will lead to a dynamic, publ ic transport system for the city in the 
coming years. 

BACKGROUND 

The City Council is planning ahead for future population growth and as part of that a 
progressive, integrated public tra nsport solu tion is req uired. Serving two of 
Edinburgh's key growth areas, the west and centre of the city, the introduction of a 
tram line will help ensure the city can manage the projected population growth. 

Trams show that a city is a modern and well-co nnected place to do business, which 
can lead to more investment, new jobs, regeneration and greater prosperity. 

Trams are able to carry large volu mes of passengers, quickly along their route and 
are not hampered by ge neral traffic, they also create a clea ner environment for the 
future as they are electrically powered, so there are no vehicle emissions. 

Construction of the Edinburgh Trams Project has now been underway since 200 7. A 
well documented contractual dispute and additional utility works have meant that the 
programme has been extended beyond that which was originally planned. 

Funding issues have meant that the original route from Edinburg h Airport to 
Newhaven will now be delivered in phas es. The first phase, cu rrently unde r 
construction, will be from the Airport to St And rew Square in the h eart of the city 
centre. 

During the initial pha se of work, support packages were put in place to ai d 
businesses who were adversely affected by works. A small business support scheme 
was in place 

There was also a Business Rates Relief sch eme imple mented by the Lothian s 
Assessor which was carried out. I t is anti cipated that the first scheme will not b e 
replicated a s it was carried out only for the lifespan of the utiliti es diversio n 
programme. However the Lothian Assessor wi II still loo k at applicatio ns for rates 
relief as this was for the life of the project. 

A successf ul communications and marketing campaign was also u ndertaken t o 
promote areas where work was taking plac e. Open for Business ran for three years 
and developed over the course of that time from providi ng city wide marketing 
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campaigns to more loca lised versions and finally providing one-to-one support an d 
advice to businesses in locations along the tram route. 

Some examples of the type of activity undertaken through Open for Business include: 

• Funding and creation of the I Love Leith and West End village promotions to 
strengthen the brand identity of the areas 

• Dine Around - encouraging customers to Leith restaurants 
• Audit and dressing of empty shop units 
• Creation of the award winning Business Hub within McDonald Road library in 

connection with Business Gateway to deliver free workshops for businesses 
• Shoppers p romotions, branding op portunities, website development, media 

promotions 

This covers just some of the activity specifically undertaken by the original Business 
Co-ordinator for Leith Walk/West En d who was in post from April 2009, with support 
from an e xternal public relations contractor. As part of the evolution of Open for 
Business, it was agreed that the t ram project would cont ribute funding to emplo y 
three Town Centre Co-Ordinators to provid e ongoing one-to-one support for 
businesses in the three main affected areas of on-street works (Leith, City Centre 
and the West End) 

These co-ordinators are based within the Council's Economi c Development unit and 
they also provide support for other town centre areas in the city. Funding is 
committed up until the end of the next financial year. 

AIMS AND OBJECTIVES 

In accordance with the accepted Motion to Council fro m 30 June, the Open for 
Business programme should be refreshed in order to improve the focus on supper t 
for small and medium sized businesses. 

The aims and objectives will be: 

• To give co nfidence to businesses affected by tram works that they have 
support during the period of construction 

• To find new and inno vative ways of supporting small and medium sized 
businesses in affected areas 

• To illustrate to shopper s, commuters and visit ors that Edi nburgh is still a 
vibrant shopping, business and leisure destination during the tram works and 
encourage footfall 

• To work with partner organisations to promote areas affected by works 
• To promote the benefits of the coming tram line 

PROPOSAL 

To meet these aims and objectives it is proposed that any additional funding from the 
Tram Project to support business during construction sho uld be distributed in the 
following way: 

Town Centre Co-ordinators (TCC) 
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Currently th e three TCCs are supporting businesse s along the tram route & 
delivering high profile, low cost projects. The TCCs have worked hard to estab lish 
one-to-one relationships with businesses in each area. 

To ensure that the Council continues to deliver what communities & S ME's require, 
the largest survey of town centres in UK was organised by the Physical Development 
Team, working in partnership with SfC's Neig hbourhood Partnership s & extern al 
partners (every business was visite d & on street surveys & survey monkey - 2,0 00 
responses). This exercise provided powerful data to inform individual action plans for 
each of the nine town centres which are now being implemented. 

It is proposed that to maxi mise the relationships that are already in place that th e 
tram project provides further financial support t o the TCCs to undertake activity in 
areas where works are taking place. This w ould be managed under the current 
arrangement and there is capacity for additional workload. Regular meetings with the 
Tram Communications Manager will take place to understand how bu dget is bein g 
spent and to allow feedback to the Tram Animation Group. 

Events Strategy 

Events are widely recognised to increase footfall in and around the areas where they 
are held. There are already a nu mber of events due to beheld within the city centre 
and it is proposed that a matrix of all of those within the city centre is collated (Karen 
Stevenson has already begun this process b ut continue d input from Marketing 
Edinburgh and Essential Edinburgh as well as the Council's Events team is crucial). 

To supplement the existing events it is proposed that a series of additional events be 
undertaken to ensure that there are no significant periods of times where events are 
not taking place somewhere within the city centre. 

This can be managed in one of two ways, firstly thro ugh agreement with t he 
Council's E vents Unit to allow them to procure services of existing events 
contractors. Alternatively there could be an agreement put in place to procure events 
through Essential Edinburgh's contract with Unique Events. 

PR Strategy 

While not essential, this activity could be supplemented by a Public Relatio ns 
contractor who is fully focussed o n promoting the activity of the Town Centre Co­
ordinators working to secure lo cal and region al broadcast, newspaper and online 
coverage. 

It is not felt that the Tram Co mmunications Team could fully focus on achieving this 
type of coverage given the rationa lisation of the team and up-coming workload 
associated with the upcoming work programme. 

If required then this contractor would have to be employed through a procurement 
process. 

COSTS AND FEES 

It is proposed that the costs for this additional work be split in the following way: 

CEC01891529 0076 



Additional activity funds for town ce ntre co-ordinators to cover the work programme 
in Leith, City Centre, West End/Haymarket - £20,000 for each area per year. 

Annual events strategy of £50,000 per annum 

One year only additio nal support for Edinb urgh's Christmas and Edinburgh's 
Hogmanay programmes of £70,000 to ma ximise the empty space available on 
Princes Street during the winter roadworks embargo period. 

Costs for PR support have to be confirm ed but would not be expected to exceed 
£30,000 per annum. 

This would require a budget of circa £21 0,000 for 2011/2012 with a similar 
commitment the following year. T his is in ad dition to th e annual contribution of 
£90,000 for the Town Centre Co-ordinators which is a lready coming from the Tra m 
budget bringing the total to £300,000 annually for business support. 
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Appendix 5 

Edinburgh Tram - Princes Street Remedial Works 

Introduction 

This appendix provides the Council Management Team with an update on the planned 
tram remedial works to be carried out on Princes Street. 

Revised Design 

Following the initial tram works on Princes Street, movement defects have appeared 
at the interface between the rails and the road. The contractor has claimed quality 
control, including adverse weather conditions and detailed design issues as the 
contributing factors and has agreed to carry out repair works at no cost to the Council. 

The detailed design has been reviewed by the Contractor and a new design solution 
has been developed. In an effort to ensure consistent results the Contractor has 
carried out several trial panels of the proposed new design to develop a new working 
method that will improve the quality of construction including weather protection. 
These trial panels will allow new procedures to be developed prior to the remedial 
works being carried out and will allow the Contractor to finalise the new design 
submission that will be presented to the Council officials for approval by 19 August 
2011. 

The construction works to be carried out, whilst not as intensive as the initial works, 
will require the majority of Princes Street to be used as a construction site for the 
duration of the works. The surface finish for the new design will be black coloured 
concrete with a brushed finish to match the asphalt on either side of the trackform. 
Consultation has already been carried out with Historic Scotland and Edinburgh World 
Heritage to ensure that the completed finish meets with the Planning requirements. 

Traffic Management and Logistics 

Access for loading will be permitted in the evenings to allow loading for shops and 
premises (as currently exists) in the eastbound direction on Princes Street. 
Emergency access will also be provided at all times and both footways will remain 
unoccupied during the works. 

Several months of detailed planning, with the assistance of Lothian Buses and Lothian 
& Borders Police, has been carried out to ensure the diversion minimises the 
disruption to stakeholders. The traffic diversion had previously worked well when the 
original tram works were carried out and a similar diversion will again be used. 

The traffic diversion will be implemented over the weekend of 3 September 2011. As 
previously carried out, enabling works are required to be undertaken on Charlotte 
Square, George Street and St Andrew Square to allow buses to transfer onto the 
diversion route. The enabling works include the installation of traffic signals, the 
removal of parking bays, new bus shelters and bus tracker equipment and the 
relocation of loading bays to adjacent side streets. A copy of the bus diversion route 
and site extents is shown in Appendix 1 . 

The majority of the enabling works are complete, with a further programme of works, 
comprising mostly of carriageway markings, being carried out from 20 August 2011. 

A full logistics plan has been developed to ensure that the work programme causes 
minimal disruption to businesses and residents throughout the worksite area and also 
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the diversion route. This includes support to determine requirements for deliveries and 
access, refuse collections and loading requirements. 

There has also been coordination with other developers who are carrying out works 
on buildings on Princes Street and on the local diversion routes to ensure their needs 
are met, where practicable. 

Traffic will be diverted from Princes Street from 4 September 2011 until July 2012. A 
construction phasing diagram is attached as Appendix 2. In summary, the works will 
commence at both ends of Princes Street and work towards the middle at the Mound. 
The extent of the track work required will not be known until the rail is exposed and 
testing on stray current is completed (which will be one of the early operations carried 
out). The programme developed by the Contractor is based upon the assumption that 
200m of the rail is required to be lifted out and remedial works carried out on the rail. 
Until the actual condition of the rail is determined it is not possible to confirm the 
Contractors programme. 

Winter Festival Period 

Construction works will be suspended for the festive break and the road will be 
temporarily reinstated by 24 November 2011 which aligns with the switch on of the 
Christmas lights. Princes Street will then be pedestrian only until 4 January 2012 
when works will recommence. During the period, the bus diversion will remain on 
George Street and the Mound will remain closed. Access for loading will remain 
permitted at night. 

Communications 

A full communications plan has been implemented to inform those travelling in the city 
of the traffic diversion associated with the work programme. This includes newspaper, 
radio and online advertising, use of Twitter and variable messaging signs. A diversion 
map will be handed out on-street, in shops and other key locations. Directional 
signage will also be provided around worksites. 

A wider communications initiative to ensure footfall in the city centre remains buoyant 
while works are underway has also commenced. This follows on from a stakeholder 
workshop held on 27 May 2011 which saw around 50 key city stakeholders come 
together. One of the key outcomes was to ensure the city is promoted during the 
works programme and a Tram Animation Group has been set up, chaired by the Head 
of Transport, to determine how this can be achieved. 

Throughout the construction works there will likely be many requests for city events to 
take place on or around the tram construction work or diversion routes and serious 
consideration should be given to them before approval is given by the Council. Any 
delays to the tram project caused by events would have a serious financial implication 
for the Council. 

Appendices 

1. Diversion Route Diagram 

2. Construction Programme Diagram 
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Appendix 5 

·EDINBVRGH· Item no 

THE CITY OF EDINBURGH COUNCIL 

Committee Minutes 

The City of Edinburgh Council 

Meeting 4 - Thursday, 2 September 2011 

Year 2011/2012 

Edinburgh, 2 September 2011 - At a special meeting of The City of Edinburgh Council. 

Present:-

LORD PROVOST 

The Right Honourable George Grubb 

COUNCILLORS 

Elaine Aitken 
Ewan Aitken 
Robert C Aldridge 
Jeremy R Balfour 
Eric Barry 
Angela Blacklock 
Mike Bridgman 
Deidre Brock 
Tom Buchanan 
Steve Burgess 
Andrew Burns 
Ronald Cairns 
Steve Cardownie 
Maggie Chapman 
Maureen M Child 
Joanna Coleman 
Bill Cook 
Jennifer A Dawe 
Cammy Day 
Charles Dundas 
Paul G Edie 
Nick Elliott-Cannon 
Paul Godzik 
Norma Hart 
Ricky Henderson 
Lesley Hinds 
Allan G Jackson 

Alison Johnstone 
Colin Keir 
Louise Lang 
Jim Lowrie 
Gordon Mackenzie 
Marilyne A Maclaren 
Mark Mcinnes 
Stuart Roy Mcivor 
Tim McKay 
Eric Milligan 
Elaine Morris 
Joanna Mowat 
Rob Munn 
Gordon J Munro 
Alastair Paisley 
Gary Peacock 
Ian Perry 
Alasdair Rankin 
Cameron Rose 
Jason G Rust 
Conor Snowden 
Marjorie Thomas 
Stefan Tymkewycz 
Phil Wheeler 
lain Whyte 
Donald Wi Ison 
Norrie Work 
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The City of Edinburgh Council 
2 September 2011 

1 Edinburgh Tram Project 

A Special Meeting of the Council had been called by the Lord Provost under 
Standing Order 6 to consider this item of business. 

The Lord Provost ruled, in terms of Standing Order 22, that there had been a 
material change of circumstances since the Council had last considered the 
Edinburgh Tram Project on 25 August 2011. This related to further information 
about the financial implications for the Council of terminating the tram line at 
Haymarket. Notice of the proposed change had been given in the summons to 
the meeting. 

The Lord Provost ruled that the following item, notice of which had been given 
at the start of the meeting, be considered as a matter of urgency in order that it 
be considered timeously. 

(a) Deputations 

The Council agreed to hear the following deputations: 

Moray Feu Residents' Association - The deputation said that main 
arterial traffic routes in Edinburgh had not changed for over 100 years. 
However, from 1990 onwards traffic had been displaced through 
residential areas through the introduction of traffic management schemes. 
The Council's decision today on the tram route would cause further traffic 
displacement into residential streets. A study in 2003 had concluded that 
the air quality for over 130,000 households would be worse as a result of 
the tram scheme. Environmental impacts had not been re-appraised since 
then. 

The deputation said that the best data on air quality should be made 
available now and urged the Council: 

• to think again about the design of the tram 
• to carry out a re-appraisal of the environmental impact of traffic 

displacement caused by the proposed tram route 
• to ensure that the impact of pollution on city residents was factored 

into any decision on the route. 

(Reference - e-mail dated 30 August 2011, submitted.) 

Unite the Union - The deputation referred to the Council's decision on 
25 August 2011 to end the tram line at Haymarket and the events which 
had led to today's meeting. They said there were no good options for the 
people of Edinburgh and Lothian Buses. They were concerned about the 
threat of privatisation to the company should the Council extend the route 
to St Andrew Square. They urged the Council to consider the disruption 
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The City of Edinburgh Council 
2 September 2011 

this would cause to the city and the potential damage and cost to Lothian 
Buses when making their decision. 

(Reference - e-mail dated 31 August 2011, submitted.) 

(b) Report by the Chief Executive 

An update was provided on critical developments relating to the Edinburgh 
Tram Project which would have a material effect on the Council's decision 
of 25 August 2011 to build the tram route from the airport to Haymarket as 
phase one of a longer term, strategic plan. Recommendations were made 
about the future delivery of the project. 

The Chief Executive's recommendations were detailed in paragraph 14(i)­
(xi) of her report, as follows: 

"14 That Council: 

(i) agrees that the option to build from the Airport to St Andrew 
Square/York Place as set out in the 30 June 2011 Council 
report be pursued; 

(ii) agrees to fund the borrowing required out of current and future 
resources as set out in the funding proposals in the 25 August 
2011 Council report, but to allow the Council flexibility to adopt 
alternative sources if considered appropriate by the Chief 
Executive after consultation with Group Leaders; 

(iii) agrees that the Council's prudential funding limits be increased 
to take account of the funding proposals; 

(iv) authorises the Chief Executive to enter into a Settlement 
Agreement on an unconditional basis as to funding, but 
otherwise substantially on the terms of the settlement summary 
in the confidential appendix to the 30 June 2011 Council report, 
with such amendments as may be considered appropriate; 

(v) notes the risks referred to in the 25 August 2011 Council report; 

(vi) continues and accelerates preparations for tram operations in 
consultation with Lothian Buses; 

(vii) notes the appointment of Turner & Townsend as set out in the 
25 August 2011 Council report; 
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The City of Edinburgh Council 
2 September 2011 

(viii) notes that the Council will continue dialogue with the Scottish 
Government on a further contribution to the tram project and 
policy changes which could provide additional revenue 
resources to the Council; 

(ix) notes the works to be undertaken as part of a refreshed 'Open 
for Business' programme and agrees to additional revenue 
funds being made available, equivalent to £445,000 per annum 
for 2011/12 and 2012/13 to support this programme; 

(x) agrees the augmented governance arrangements set out in 
paragraph 9 of the report; and 

(xi) notes the traffic management and related logistical works that 
will be associated with the Princes Street Works." 

Motion 

1) To agree that the report by the Chief Executive presented for 
decision today contained material changes of circumstances to the 
Tram Project since the decision of the Council meeting of 25 August 
2011. 

2) Council was pleased to be able to provide additional revenue funds 
equivalent to £445k per annum from 2011 to 2013 for the Open for 
Business Programme. 

3) To agree the recommendations by the Chief Executive, taking trams 
to St Andrew Square in the first instance, subject to: 

• the insertion of the following at the end of recommendation 14(v): 

"and instructs the Chief Executive to continue to pursue further 
mitigation of risk prior to settlement and beyond." 

• the insertion of the following at the end of recommendation 14(vi): 

"and ensure that these are consistent with commitments 
previously given in respect of service provision and fares." 

• the insertion of the following additional recommendation: 

"14(xii) ratifies Dave Anderson, Director of City Development, 
and Karen Kelly, Acting Director of Finance and Chief 
Finance Officer, as Directors of tie." 

- moved by Councillor Gordon Mackenzie, seconded by Councillor Dawe 
(on behalf of the Liberal Democrat Group). 
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The City of Edinburgh Council 
2 September 2011 

1) To agree that the report by the Chief Executive presented for 
decision today contained a material change of circumstances since 
the 25 August 2011 Tram Report. 

2) To note that following the 2007 vote in the Scottish Parliament in 
support of the Tram Project, the SNP Government instructed 
Transport Scotland to cease involvement with the then Tram Project 
Board. A project which at that point had incurred expenditure of just 
£44m and had received the backing of Audit Scotland, who described 
the project as having "clearly defined project management and 
organisation" with "sound financial management and reporting". 

3) Therefore, to express surprise but to welcome the SNP Scottish 
Government's apparent belated commitment - via Transport 
Scotland - to support Edinburgh's Tram project. 

4) To further note however the Scottish Government's decision to 
withhold the final project grant payment and to regard this as a 
belated and aggressive tactic which forced the Council into an 
intolerable level of risk and financial commitment. 

5) To accept, though. that to reject this thinly veiled ultimatum, to take 
the trams to St Andrew Square, would be likely to lead to the 
cancellation of the project. 

6) To also note that to agree to the SNP Scottish Government's thinly 
veiled ultimatum, to take the trams to St Andrew Square, meant the 
Council would need to borrow at least £231 million. This would 
increase current Council debt to an unprecedented level of some 
£1.5billion, with a specific cost to the revenue budget of at least 
£15.3million every year for 30 years. 

7) Further, to note that the report to the last Council meeting stated 
that the final cost of building the tram line from Airport to St Andrew 
Square could not be guaranteed, and that there was therefore 
considerable concern about the potential impact on Lothian Buses' 
budgetary position and their ability to maintain existing service levels. 

8) Thus to remain greatly concerned that the actions proposed by the 
SNP Government would be likely to further increase the Council's 
overall debt and lead to an ongoing reduction in services. 
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The City of Edinburgh Council 
2 September 2011 

9) Therefore to agree: 

• to accept the Scottish Government's ultimatum to go to St Andrew 
Square; 

• that if the Scottish Government wanted the City of Edinburgh 
Council to take the tram line to St Andrew Square, it should 
provide the additionally required funding; 

• to use prudential borrowing to fund any currently required 
expenditure, but to further investigate alternative funding models, 
which could alleviate the pressure on the Council budget, and 
report such back to the Council before the completion of the initial 
Airport to Haymarket section; 

• to request that the Council officers responsible for overseeing the 
delivery of the trams, along with representatives of the 
contractors, routinely attend the "All Parties Oversight Group" and 
the "Audit Committee" to report on overall project progress (thus 
accepting recommendation 14(x) on page 4 of the Chief 
Executive's report). 

10) Finally to note that there were ongoing and significant concerns 
within Edinburgh's business community about the specific issues of: 
rates relief; general business support; and potential compensation. 

11) Thus finally to instruct the Chief Executive to bring a separate 
report on the issues referred to in paragraph 10 above to the next 
meeting of the Policy and Strategy Committee on 4 October 2011. 

- moved by Councillor Hinds, seconded by Councillor Burns (on behalf of 
the Labour Group). 

Amendment 2 

1) To note that the SNP has on several occasions tabled amendments 
calling for the Tram Project to be scrapped and one calling for a city­
wide referendum all of which were defeated by the other groups on 
the Council. 

2) To note that the cost of cancellation notified to the Council is £161 m 
which would entail massive budget cuts which would have a dramatic 
effect on the citizens of Edinburgh. 

3) That the option of terminating the line at Haymarket is fundamentally 
flawed as the information provided details that this line would incur an 
operating loss of between £3.1 m and £4m per annum. 
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The City of Edinburgh Council 
2 September 2011 

4) To note the action of the Labour and Conservative Groups in 
supporting an amendment which called for such termination at 
Haymarket and recognises the politicking which led to this 
unsatisfactory decision. 

5) To note that the people of this city have had to endure years of 
disruption and at least deserve a tram line that reaches the city 
centre. 

6) To note that all major parties in the Scottish Parliament stated during 
their respective 2011 Election campaign that they would not provide 
any additional monies for this project. 

7) To accept that the safest method of protecting the long term financial 
future of Lothian Buses is to extend the line beyond Haymarket 
thereby reducing the risk of annual subsidy having to be provided for 
the tram line. 

8) To note the abject failure of the Non-Executive Directors appointed to 
TIE to provide stringent governance to this project. 

9) Taking all the above circumstances into account, to agree that the 
Haymarket option is not financially viable and has been roundly 
ridiculed in the media after the Council decision of last week. 

10) Given all the circumstances detailed above, to agree that the people 
of this city at least deserve a tram line from the Airport beyond 
Haymarket to St Andrew Square. 

11) To accept all of the report's recommendations, with the addition at 
the end of recommendation 14(ii) "and subject to ratification by the 
Finance and Resources Committee". 

- moved by Councillor Cardownie, seconded by Councillor Elliott-Cannon 
(on behalf of the SNP Group). 

Amendment 3 

1) To note as a matter of public record that the Conservative Group had 
consistently sought to ensure best value for the taxpayer by 
requesting greater public scrutiny of the financial aspects of this 
project and more robust governance arrangements through the 
Council. 

2) To note with concern the increased contribution anticipated from the 
Tram operator and its implication for Lothian Buses' future viability. 
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2 September 2011 

3) To note that the many uncertainties identified in the report included 
the Scottish Government's position on the extension of 
concessionary travel to the Edinburgh Tram Project. 

4) Accordingly, to instruct the Chief Executive: 

a) to negotiate a binding cost for termination of the existing 
contractual arrangements; and 

b) to conclude negotiations with the Scottish Government over 
application of the concessionary travel scheme and other 
government related funding mechanisms referenced in the 
report; and 

c) to develop an alternative funding package for any future tram 
line construction following termination of the current contractual 
arrangements. 

5) To note that the roles within the proposed new governance structure 
were not described in detail and to agree neither the new structure 
nor the appointment of Turner & Townsend until that detail had been 
reported and agreed. 

6) To note the works proposed within the refreshed 'Open for Business' 
programme. 

- moved by Councillor Balfour, seconded by Councillor Jackson (on behalf 
of the Conservative Group). 

Amendment 4 

1) To reaffirm support for a fully integrated, publicly owned public 
transport system for the capital city of Scotland. 

2) To understand that, although the decision of a majority of councillors 
on 25 August was for a tram line from Airport to Haymarket only, a 
letter from Transport Scotland refusing further payment for this line 
was a material change in circumstances and effectively made this 
decision financially unviable. 

3) To understand that cancellation of the tram project was likely to cost 
at least £161 m in compensation to contractors over a short period, 
which was likely to devastate Council finances requiring very large 
increases in Council tax and/or sale of council assets and/or 
significant withdrawal of Council services and redundancies. 
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4) To understand that in contrast to cancellation, continuing with a line 
from Airport to St Andrew Square could be financed through 
prudential borrowing which would require payments of up to £15m 
over 30 years, however to regret the possible impact on delivery of 
other Council services in future. 

5) To recognise that utility diversions had been a main cause of 
escalating cost and to recognise previous calls by Green Councillors 
for further work to reduce risk and uncertainty of cost; however also 
to note the likelihood of punitive legal action by contractors should 
scope and funding not be in place by today, 2 September. 

6) To express concern that there were still risks and no maximum cost 
for the line to St. Andrew Square and furthermore a lack of 
contingency in case the project went even further over budget than 
current risk estimates allowed; however to conclude that there was 
presently no prudent alternative other than to authorise proceeding 
with the line to St Andrew Square and therefore to agree 
recommendations 14(i)-(iv) by the Chief Executive on the 
understanding that approval was for funding of up to £776m and to 
notes recommendations 14(v)-(xi). 

7) To request the Chief Executive to actively investigate alternative 
funding mechanisms to contribute towards payment for the project 
including a tourist 'bed-tax' as operated in other cities and to actively 
pursue actions to drive down costs in order to keep the project within 
the proposed new budget and report on these to Council. 

8) To welcome the extension of funding to support businesses along the 
tram route but to call for a further report, within two cycles, exploring 
the role of the planned redevelopment of Princes Street and other 
potential incentive schemes and initiatives to support the city centre's 
business and residential communities. 

9) To acknowledge the concerns of various groups about air quality 
issues in different areas of the city and to agree to monitor and take 
action to mitigate the negative impacts of increasing traffic and report 
on these regularly to the Transport, Infrastructure and Environment 
Committee. 

10) To restate the call for a public inquiry, in line with the Green 
amendment of 30 June 2011, into what caused cost overrun and 
delays in delivering the project. 

- moved by Councillor Burgess, seconded by Councillor Johnstone (on 
behalf of the Green Group). 
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In terms of Standing Order 31 (1 ), the vote was taken by calling the roll. 

First Vote 

In a first vote between the motion and the amendments, the voting was as 
follows: 

For the motion: 

Lord Provost Grubb; Councillors Aldridge, Coleman, Dawe, Dundas, Edie, 
Lang, Lowrie, Gordon Mackenzie, Maclaren, McKay, Peacock, Snowden, 
Thomas and Wheeler - 15 votes 

For amendment 1: 

Councillors Ewan Aitken, Barry, Blacklock, Burns, Child, Cook, Day, 
Godzik, Hart, Henderson, Hinds, Milligan, Munro, Perry and Wilson - 15 
votes 

For amendment 2: 

Councillors Bridgman, Brock, Buchanan, Cairns, Cardownie, Elliott­
Cannon, Keir, Mcivor, Morris, Munn, Rankin, Tymkewycz and Work - 13 
votes 

For amendment 3: 

Councillors Elaine Aitken, Balfour, Jackson, Mcinnes, Mowat, Paisley, 
Rose, Rust and Whyte - 9 votes 

For amendment 4: 

Councillors Burgess, Chapman and Johnstone - 3 votes 

Second Vote 

As there was no overall majority, amendment 4 which had received the 
fewest votes fell and, in a second vote, the voting between the motion and 
amendments 1, 2 and 3 was as follows: 

For the motion: 

Lord Provost Grubb; Councillors Aldridge, Coleman, Dawe, Dundas, Edie, 
Lang, Lowrie, Gordon Mackenzie, Maclaren, McKay, Peacock, Snowden, 
Thomas and Wheeler - 15 votes 
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For amendment 1: 

Councillors Ewan Aitken, Barry, Blacklock, Burns, Child, Cook, Day, 
Godzik, Hart, Henderson, Hinds, Milligan, Munro, Perry and Wilson - 15 
votes 

For amendment 2: 

Councillors Bridgman, Brock, Buchanan, Cairns, Cardownie, Elliott­
Cannon, Keir, Mcivor, Morris, Munn, Rankin, Tymkewycz and Work - 13 
votes 

For amendment 3: 

Councillors Elaine Aitken, Balfour, Jackson, Mcinnes, Mowat, Paisley, 
Rose, Rust and Whyte - 9 votes 

Not voting - Councillors Burgess, Chapman and Johnstone - 3 

Third Vote 

As there was no overall majority, amendment 3 which had received the 
fewest votes fell and, in a third vote, the voting between the motion and 
amendments 1 and 2 was as follows: 

For the motion: 

Lord Provost Grubb, Councillors Aldridge, Coleman, Dawe, Dundas, Edie, 
Lang, Lowrie, Gordon Mackenzie, Maclaren, McKay, Peacock, Snowden, 
Thomas and Wheeler - 15 votes 

For amendment 1: 

Councillors Ewan Aitken, Barry, Blacklock, Burns, Child, Cook, Day, 
Godzik, Hart, Henderson, Hinds, Milligan, Munro, Perry and Wilson - 15 
votes 

For amendment 2: 

Councillors Bridgman, Brock, Buchanan, Cairns, Cardownie, Elliott­
Cannon, Keir, Mcivor, Morris, Munn, Rankin, Tymkewycz and Work - 13 
votes 

Not voting - Councillors Elaine Aitken, Balfour, Burgess, Chapman, 
Jackson, Johnstone, Mcinnes, Mowat, Paisley, Rose, Rust and Whyte -
12 
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Fourth Vote 
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As there was no overall majority, amendment 2 which had received the 
fewest votes fell and, in a fourth vote, the voting between the motion and 
amendment 1 was as follows: 

For the motion: 

Lord Provost Grubb; Councillors Aldridge, Bridgman, Brock, Buchanan, 
Cairns, Cardownie, Coleman, Dawe, Dundas, Edie, Elliott-Cannon, Keir, 
Lang, Lowrie, Gordon Mackenzie, Maclaren, Mcivor, McKay, Morris, 
Munn, Peacock, Rankin, Snowden, Thomas, Tymkewycz, Wheeler and 
Work - 28 votes 

For amendment 1: 

Councillors Ewan Aitken, Barry, Blacklock, Burns, Child, Cook, Day, 
Godzik, Hart, Henderson, Hinds, Milligan, Munro, Perry and Wilson - 15 
votes 

Not voting - Councillors Elaine Aitken, Balfour, Burgess, Chapman, 
Jackson, Johnstone, Mcinnes, Mowat, Paisley, Rose, Rust and Whyte -
12 

Decision 

To approve the motion by Councillor Gordon Mackenzie. 

(References - Act of Council No 3 of 25 August 2011; report no 
CEC/41 /11-12/CE by the Chief Executive, submitted.) 

Declaration of Interests 

Councillors Gordon Mackenzie and Wheeler declared a non-financial 
interest in the above item as Board members of tie and TEL. 

2 Appointment of Director of Corporate Governance. 

The Lord Provost ruled that the following item, notice of which had been given 
at the start of the meeting, be considered as a matter of urgency in order that it 
be considered timeously. 
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Decision 
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The City of Edinburgh Council 
2 September 2011 

To appoint Alastair Maclean to the post of Director of Corporate Governance, 
subject to any necessary pre-employment checks relevant to the post. 

(References - Act of Council No 2 of 30 June 2011; report no CEC/42/11-12/CE 
by the Chief Executive, submitted.) 
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·EDINBVR.GH· 
THE CITY OF EDINBURGH COUNCIL 

Edinburgh Tram Project 

The City of Edinburgh Council 

30 June 2011 

1 Purpose of report 

Appendix 6 

Item no 8.2 
Report no CEC/22/11-12/CD 

1.1 This report sets out options for the future of the Edinburgh Tram project. The 
report makes recommendations about the governance, financing and 
programming of the project and proposes a revised scope and timetable for the 
first phase of line 1 a. Subject to funding approval, this could be completed 
from Edinburgh Airport to St. Andrew Square/York Place by 2013 with revenue 
services beginning from the spring of 2014. The costs of completing the project 
to St. Andrew Square/York Place are compared with the other options available 
to the Council, within the constraints of the contract between tie Ltd and the 
infrastructure contractor - Bilfinger Berger Civil (UK), Siemens pie and CAF -
(BSC). 

2 Summary 

2.1 The strategic rationale and business case for the tram project has been subject 
to further external review and validation. The costs of terminating the project, 
or continuing under the terms of the existing contract, have also been 
examined in detail. Neither option is likely to be materially less expensive than 
completing the first phase of Line 1 a. Accordingly, it is recommended that the 
Council should pursue the completion of the first phase of Line 1 a to St. 
Andrew Square/York Place, subject to identification and confirmation of 
funding. A diagram of the route is shown in appendix 1. 

2.2 It has been the intention throughout this process to be open and transparent, 
but in light of the continuing negotiations, and the commercial sensitivity of the 
financial information, all the figures cannot be made public at this stage. 
Arrangements have been made to brief all members and share this information 
on a confidential basis until final legal settlement is reached. 

Contribution to Outcomes 

2.3 The Edinburgh Tram project will contribute to several of the National Outcomes 
in the Council's Single Outcome Agreement with the Scottish Government. It 
will make Edinburgh a more attractive place in which to do business; contribute 
to sustainable place making; help protect and enhance the city's built and 
natural environment; reduce the local and global impact of the city's 
consumption and production; contribute to the lowering the carbon impact of 
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travel; and provide a public transport option that need not be dependent on 
fossil fuels. It is clear from recent economic impact studies, and experience 
elsewhere, that the Tram Project will act as a major catalyst for economic 
development along the length of the route, particularly in West Edinburgh. 

3 Main report 

3.1 Edinburgh is a growing city, with a population of around 486,600, forecast to 
rise to 543,325 by 2030. The city is an economic success story. Edinburgh has 
15,735 private enterprises and supports over 315,000 private sector jobs. The 
city's role as an economic driver and employment hub attracts over 100,000 
daily inbound commuters. Edinburgh's rail stations handle 22.9m passengers 
every year, with Waverley (19.3m) and Haymarket (1.8m) accounting for most 
of these. 

3.2 Glasgow benefits from around 49.5m rail passenger journeys per annum on the 
Strathclyde Partnership for Transport network (SPT), plus a further 6m on its 
subway system. However, Edinburgh has had a smaller level of historic 
investment in heavy rail. The tram will help to address Edinburgh's 
infrastructure deficit and facilitate the city's economic growth. 

3.3 The Scottish Government is currently supporting a programme of railway 
improvements across Scotland's Central Belt, including 350 km of rail 
electrification and over 20 complex rail projects. By 2016, the aim is to have 13 
trains per hour running between Glasgow and Edinburgh with journey times 
reduced to 37 minutes on the fastest services. 

3.4 The completion of the planned rail/tram interchange at Gogar (Edinburgh 
Gateway) will be pivotal to the success of the current Edinburgh-Glasgow 
Improvement Programme. Edinburgh Gateway will link passengers from the 
Fife line and North East Scotland to the airport within 5 minutes and, following 
completion of the Dalmeny Chord, will also link travellers from the Central Belt 
and Glasgow to the Airport. 

3.5 Edinburgh Gateway will enhance rail/air transport integration and reduce the 
need for journeys by private car to the airport. It will also improve commuting 
options into the city, by serving the major employment centres at the Gyle, 
Edinburgh Park and RBS Gogarburn. 

3.6 As Edinburgh has grown, the city's demand for public transport has increased. 
Annual passenger numbers at Waverley Station have risen from 14.2m in 
2004/05 to the current level of 19.3m. A further increase of 40% is forecast by 
2020. 

3.7 In addition to commuter traffic, Edinburgh is the second most frequently visited 
UK city by overseas tourists. The city generated 3.52m visits from UK and 
overseas visitors in 2009/10, 23.5% of the Scottish total. Air passenger 
numbers at Edinburgh Airport were around 9m in 2010 and are forecast to rise 
to almost 13m by 2020. 

3.8 As pressures on the city's transport network grow it is clear that low-carbon, 
rapid mass transit solutions will be required. The vast majority of European 
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capitals have tram, light rail or underground systems. Edinburgh, Valletta 
(Malta) and Belfast are amongst the few exceptions. 

3.9 Trams provide a fast, quiet, safe and reliable system of public transport, with no 
pollution emissions at the point of use. Daily car/private vehicle trips in 
Edinburgh are forecast to rise from around 160,000 at present to 180,000 
vehicles by 2016, adding to congestion and air quality concerns. 

3.10 Experience of tram usage in other cities has shown that a notable percentage 
of new patronage occurs as a result of modal shift from cars and other private 
vehicles. This will be an important consideration for Line 1 a, with modal shift 
from cars using the lngliston Park and Ride facility forecast to take a significant 
volume of cars off the city's road network daily. 

3.11 Edinburgh has an excellent bus network. Lothian Buses has a fleet of over 600 
buses with an average age of 4.9 years and carried 109m passengers in 2010. 
The integration of bus and tram services in Edinburgh will provide the 
opportunity for seamless connections across the key modes of public transport 
in the city. 

3.12 Trams are popular in other European cities, from long established systems 
such as Vienna which carries over 200m passengers each year, to modern 
systems such as the Manchester Metrolink which has recently expanded from 
32 to 80 trams vehicles. In Dublin, a 2010 residents' survey showed an 
overwhelming 98% level of public support for and satisfaction with their tram 
network - known as LUAS. 

3.13 There is clear evidence to support the view that rail based transport systems 
enhance the value of adjacent properties. 

3.14 A review of evidence by AECOM in 2011 identified four general rules relating to 
the relationship between rail-based transport systems and property values: 

• Rail-based transport systems can positively affect property values; 

• Properties within walking distance of stations experience the largest 
uplift in value; 

• Property value uplifts increase as transport systems mature; and, 

• Properties in densely-populated areas experience the largest uplift in 
value. 

3.15 Research into the impact of light rail upon property values in various European 
cities, by Buck Consultants International, identified further positive 
relationships: 

• Light rail has the greatest impact upon the property values of lower­
priced residential properties. 

• The greatest rises in the property values of commercial properties were 
found in peripheral areas with no alternative public transport. 
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3.16 In addition to improving accessibility, rail-based transport systems can indirectly 
impact on property values by enhancing the image of areas and making them 
more attractive locations. 

3.17 The findings of a number of studies into the relationship between rail-based 
transport stations and property values are summarised below: 

• The value of residential properties along the DART light rail line in 
Dallas, USA increased by an average of 32.1 % between 1994 and 1998, 
while the value of commercial properties increased by an average of 
24.7%. 

• The value of residential properties in the catchment areas of the Naples 
Metro system in Italy increased by an average of 37.8% between 2001 
and 2005. The value of commercial properties rose by an average of 
57.7%, while the value of retail properties rose by an average of 31.1 %. 

• Property values along the Hiawatha light rail line in Minneapolis in the 
United States increased by an average of 83% between 2000 and 2004, 
compared to 61 % for the city as a whole. 

• The value of properties within 500 to 2,000 metres of a LUAS light rail 
system station in Dublin in Ireland is on average between 7% and 17% 
higher than properties in other areas. The value of properties close to 
stations rose by an average of 54% between 2002 and 2005. 

• The value of residential properties located close to commuter rail 
stations in the Netherlands is on average 25% higher than the value of 
properties located 15 kilometres or more from a station. 

3.18 The environmental case for trams is also important. Trams carry around 3 
times as many passengers as buses and, according to DEFRA, have around 
one third the greenhouse gas emissions, per passenger, of cars. Scotland has 
set the most ambitious carbon reduction commitments anywhere in the world -
42% by 2020. As part of a wider programme of sustainable transport, trams 
can help Edinburgh reduce its carbon emissions. 

3.19 Trams can also help unlock economic regeneration. Economic Infrastructure 
drives competitiveness and supports growth by increasing productivity, 
reducing business costs, diversifying means of production and creating jobs. 
Dublin's experience was of a 25% increase in footfall around Grafton Street 
and a 15% increase in city centre retail spend. The key development zones in 
the West Edinburgh corridor will be reliant upon tram line 1 a to unlock new 
investment and create jobs to fill a growing employment gap in the city. 

3.20 West Edinburgh is home to some of Scotland's most productive businesses 
and supports over 43,000 jobs, including major employers such as BT, Diageo, 
Aegon, JP Morgan, HSBC, the Miller Group, Logica, AstraZeneca and RBS. 
Economic analysis undertaken by Biggar Economics indicates that West 
Edinburgh has the potential to create an additional £4.4bn in Gross Value 
Added (GVA) for Scotland's economy by 2030 and 3,600 new jobs. Early 
investment in enabling infrastructure, including the tram, will be critical to 
unlocking the investment potential of West Edinburgh and the associated 
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development benefits. Tram line 1 a can also help to bring forward the 
development of the southern end of Edinburgh Park, as well as protecting 
around 1,400 full time jobs in businesses in Edinburgh Park with lease expiry 
dates occurring over the next eight years. 

3.21 The development of the Tram network will be complemented by other 
sustainable transport measures including the expansion of park and ride sites; 
the promotion of active transport (walking and cycling); moves towards low 
emission and electric vehicles; and the use of intelligent transport management 
systems to aid personalised journey planning. Without such measures, the city 
will experience serious congestion difficulties as it grows. Trams, developed as 
part of a broader sustainable transport policy, can therefore provide major 
benefits to Edinburgh from an economic, social and environmental viewpoint, 
whilst enhancing the city's image, reputation and quality of life. 

Contractual Issues 

3.22 The award of preferred bidder status for the main infrastructure contract for the 
Edinburgh Tram network was made, in June 2007, to Bilfinger Berger Civil (UK) 
and Siemens pie. A period of almost 12 months elapsed between preferred 
bidder stage and financial close. During this period, there were significant 
negotiations about commercial matters including the management of risks 
arising from incomplete design work. 

3.23 Utility diversions also remained incomplete at financial close, presenting 
additional risk. In the spring of 2008, tie Ltd agreed that responsibility for 
completion of design work should be novated to Bilfinger Berger Civil (UK) and 
Siemens pie (BBS). 

3.24 The Spanish manufacturer of the tram vehicles - CAF - also had its contract 
with tie Ltd novated to BBS at this time, with the result that tie Ltd subsequently 
entered into one major contract for all infrastructure related construction, with 
BSC. 

3.25 The Council gave its formal approval for the Edinburgh Tram Project on 13 May 
2008. BSC immediately commenced the mobilisation of sub-contractors to 
begin the infrastructure construction programme. Claim related disputes were 
evident from an early stage, testing the respective parties' understanding of the 
terms of the contract. Difficulties were exacerbated by delays with utility 
diversion works; slow progress in clearing design related activities; and 
problems with sub-ground conditions during utility diversion works. 

3.26 These problems culminated in a stand off between the parties with regard to 
infrastructure works on Princes Street; this was resolved, following difficult 
negotiations, by an agreement for work to be done on the basis of tie Ltd 
meeting demonstrable costs for the works. 

3.27 The current status of the project is that cumulative expenditure of £461 m had 
been incurred as of 21st May 2011. The key expenditure headings and project 
deliverables are as follows: 
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Areas of Expenditure £ 

Infrastructure 198,226,898 

Tram Vehicles 47,899,805 

Utilities 70,425,728 

Land 4,807,286 

Project management 79,577,755 

Other resources 24,784,593 

Design 33,057,471 

Traffic management 2,655,447 

Total 461,434,982 

3.28 From early 2009, tie Ltd began to test key principles within the contract by 
referring claims to adjudication using the agreed dispute resolution process. 
Subject matter experts in areas of construction law and civil engineering 
adjudicated on individual disputes. Whilst this process enabled tie Ltd to 
achieve a reduction on some claims originally submitted by BSC, it became 
clear that resolving disputes through external adjudication would not be easy or 
straightforward. 

3.29 During 2010, tie Ltd pursued a twin track approach of asserting its legal 
position through the contract, whilst progressing discussions aimed at securing 
a guaranteed price for project completion. The failure to achieve a successful 
resolution through either approach led, ultimately, to the Council's emergency 
motion of 18 November 2010, which instructed the Council's Chief Executive to 
initiate mediation talks amongst the parties to the contract. 

3.30 Mediation talks were held from 8-12 March 2011 at Mar Hall Hotel, 
Renfrewshire, and the terms of a framework, timetable and process for 
commercial settlement of the disputes and differences between the parties 
were agreed in outline. If the settlement fails due to lack of funding the existing 
contract will automatically terminate. 

Option Appraisal 

3.31 There appear to be three main options available to the Council and tie Ltd at 
this stage. These are: 

(i) to continue to attempt to secure the completion of the project under the 
existing contract; 

(ii) to separate from the current contract and pursue matters either through 
the courts or by agreeing a commercial settlement with BSC, outside of 
the courts (this option would require decisions to be made subsequently 
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about whether the project should be cancelled entirely or re-procured, 
either immediately, or at some point in the future); or, 

(iii) to complete the project as far as St. Andrew Square/York Place on the 
basis of the terms outlined during the mediation talks, with a sub-option 
to complete only to Haymarket at this stage. 

Option (i): Status Quo 

3.32 The option to persevere with the existing contract and continue to completion is 
likely to be fraught with practical difficulties including the prolongation of claims 
disputes and change related issues. The main risks would include: 

• a lack of certainty on timescales for completion and eventual cost; 

• the possibility that tie Ltd could lose key points of contractual principle 
through the dispute resolution process; 

• extra expenditure on project management and legal costs, which could 
otherwise be avoided; and, 

• a prolonged period of disruption and uncertainty for the city, with no 
guarantee of a positive outcome. 

3.33 The costs of this type of attrition are difficult to estimate. Experience suggests 
that there would be a high likelihood of continuing contractual disputes and 
extension of time claims, if this route were to be taken. The Council has worked 
with McGrigors to assess the key costs likely to be incurred and information on 
this is included in the confidential appendix. 

Option (ii): Separation 

3.34 The option to separate from the current contract, either by mutual agreement 
and settlement of costs, or by unilateral termination of the contract on specific 
grounds provides no guarantee that there will ever be a return for the sunk 
investment of £461 m incurred to date. 

3.35 However, the potential benefits of a mutually agreed separation are: 

• the likelihood that a final cost could be agreed to settle with the BSC; 
and, 

• the ability either to re-procure immediately, to mothball and re-procure at 
a later stage, or to cancel the project entirely, reinstating land and 
removing redundant structures, where required. 

3.36 Whilst this option could provide certainty in the short term and would offer 
future flexibility, the costs of settlement would produce no value for the city and 
in the event that the project were cancelled there could be no certainty that a 
fresh procurement exercise would proceed. Separation by unilateral 
termination of the contract by tie Ltd could lead to a protracted legal dispute 
that could be very costly and with no clear outcome, creating uncertainty for 
Council finances and unquantifiable contingent liabilities. In the case of project 
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termination liabilities will have a direct impact on the Council's revenue budget 
and could not be supported by borrowing or alternative methods of private 
finance. 

3.37 tie Ltd asked McGrigors, legal advisors during the mediation, to assess the 
costs of separation, taking account of advice prepared for tie Ltd by Cyril 
Sweett. This assessment has been externally checked and validated by 
construction, project and cost management consultants, Faithful and Gould. 
Information on these costs are included in the confidential appendix. 

Option (iii): Progress to St. Andrew Square (York Place) 

3.38 The completion of the first phase of line 1 a from the Airport to St. Andrew 
Square/York Place is the only option that will, with a strong degree of certainty, 
produce a tram line for Edinburgh, as the first building block of a future network. 

3.39 Under this option all existing claims would be settled by means of a settlement 
agreement. This agreement would also seek to amend the terms of the existing 
contract in order to reduce its scope and re-adjust the risk profile. Its terms are 
being carefully negotiated with the assistance of Ashurst; London based legal 
specialists on tram and light rail projects. A summary of the proposed terms 
and current state of negotiations is contained in the confidential appendix. 

3.40 Whilst negotiations (both between the Council and lnfraco and also within 
lnfraco itself) are not yet complete the intended commercial position has been 
set. If the Council is minded to proceed with this option the proposal is for the 
settlement agreement, once finalised, to be entered into subject to funding. To 
facilitate this it may be necessary to extend the timescales for MoV4, referred 
to in the May Council report, which deals with priority works at key locations, to 
give time for the negotiations to be finalised. 

3.41 The costs for the Airport to Haymarket section are now established, following 
the completion of the 'off street' design, and have been incorporated into the 
calculation of a lump sum price for this section, as agreed during mediation 
talks. 

3.42 The costs for the incomplete sections between Haymarket and St. Andrew 
Square have been identified and an 'on-street' contract price agreed, plus a 
substantial risk allowance to cover variable elements, such as utilities and 
ground conditions. This is based upon a worst case scenario informed by the 
previous experience of sub ground conditions, in Princes Street. This element 
of the price is variable and a proposed pricing mechanism has been defined. 
Details of this are in the confidential appendix, but total costs are estimated as 
between £725m and £773m, dependent on the risk allowance. 

3.43 Work is underway to map potential utility and other sub-ground obstructions in 
the Haymarket to York Place section and prepare appropriate design solutions; 
this process will increase price certainty, and reduce the size of the required 
risk allowance prior to contractual close. 

3.44 The benefits of option (iii) include: 
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• the completion of a working tram line connecting the Airport to the city 
centre and the realisation of the £461 m investment already made in the 
project; 

• the potential for major improvements in public transport access to West 
Edinburgh via the Edinburgh Gateway inter-modal station at Gogar; 

• a significant reduction in car journeys into Edinburgh and a 
consequential reduction in carbon emissions, relative to what would 
otherwise be likely to happen; 

• the protection of around 500 jobs directly associated with the Tram 
construction and further minimum 147 jobs from Tram operations and 
the ability to unlock major investment and development in West 
Edinburgh with the potential to create 3,600 jobs and contribute up to 
£4.48 in Gross Value Added (GVA) to the Scottish economy by 2030; 

• the opportunity to provide a modern, green, efficient transport 
connection from Scotland's principal tourism gateway - Edinburgh 
Airport - into the heart of Scotland's capital city on a basis comparable to 
other top ranking European cities which are competing with Edinburgh 
for investment, trade and tourism revenue; 

• the opportunity to have the first trams running on the test track near the 
depot before the end of 2011 and a full open for revenue service by 
2014. 

3.45 The main risks of this option are: 

• the opportunity cost for the public purse of the extra capital that the 
Council will need to source and commit to complete to St. Andrew 
Square/York Place (although costs will also be incurred for attrition or 
separation of a similar amount); 

• the possibility, post mediation, that the infrastructure contractor could fail 
to deliver: although this risk exists in every infrastructure project; 

• the risk that the disruption to the city during the 'on-street works' 
between Haymarket and St. Andrew Square/York Place would further 
alienate business and public opinion. 

Option (iii): Sub Option Progress to Haymarket only 

3.46 In addition, a sub-option to complete Line 1 a only as far as Haymarket has 
been examined. This service, whilst costing less in capital terms to complete, 
(estimated costs of £700m) would be loss making and would require a 
substantial subsidy year-on-year going forward. It would also fail to deliver a 
tram into the city centre, compromise tram/bus integration in the city and would 
not provide the same scale of tram/rail integration to the national rail network. 

3.47 In conclusion, the option to complete the project to St. Andrew Square is 
believed to yield the best prospect of a return on investment, relative to the 
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original aims of the project. The cost of this option exceeds the available 
budget. Contingency plans have been drawn up to finance a portion of the 
necessary funding. Not all of this contingency would be available for the option 
to Haymarket. However, in both cases the Council will need additional help to 
bridge the gap, either from the Scottish Government, or from other external 
sources. 

Funding Proposals 

3.48 As evidenced in the appraisal of the main options, there is no option that will 
avoid the need for additional expenditure on the tram project. The legal 
position is such that significant additional funds will be required to be paid out, 
either in the event of separation followed by cancellation, separation followed 
by re-procurement or by continuing with the existing contract. 

3.49 The Council's original commitment to the project was for £45m. This was to be 
funded, primarily, through a mix of developer's contributions and capital 
receipts. The current position with regard to the original funding commitment is 
highlighted in the table below; 

CEC Contribution Planned Achieved 
Breakdown Contribution Contribution 

£m £m 

Council Cash 2.5 2.5 
Council Land 6.2 6.2 
Developer 26.6 6.9 
Contributions -
Cash 

Capital Receipts 2.8 0.0 
(Development 
Gains) 

Capital Receipts 6.9 2.0 
Total 45.0 17.6 

3.50 Certain contributions were anticipated from the section of the route to the north 
and east of York Place. Although development projections have changed, the 
total developer contributions anticipated over the life of the project remain 
achievable. Council has previously determined to fund interim shortfalls 
through prudential borrowing and this issue can now be closed out on the basis 
that forthcoming contributions will be used to offset borrowing costs, wherever 
possible. 

3.51 The capital costs for the completion of the project, under the Settlement 
Agreement, have now been established. Included within these costs is an 
element of sunk investment for developing revenue services beyond St. 
Andrew Square. 

3.52 It has previously been reported to Council that contingency planning had been 
undertaken to identify further finance for the project up to £600m. The 
additional increase in project cost will require the Council to secure funding 
beyond the previous contingency planning arrangements: from surpluses in the 
business plan and headroom in the Council's Long Term Financial Plan. There 
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would be no surpluses under the Haymarket sub-option and the headroom 
would be needed to part fund the required subsidy. 

3.53 Counci l officers have reviewed options for securing additional funding for the 
project. The main fund ing routes available to the Council are: 

• the use of prudential borrowing funded from surpluses on operations and 
financial headroom in loan charges in the Council's Long Term Financial 
Plan; 

• additional grant fund ing from the Scottish Government/Transport 
Scotland; and, 

• Alternative private fund ing sources: although this would be almost 
certainly be more expensive than public funding and would not 
necessarily deliver the integrated public transport solution that is 
fundamental to the business case. 

3.54 Future capital allocations from the Scottish Government are, at this stage, 
uncertain and may not be known in advance of the September spending 
review. This review will determine Council specific allocations to be made in 
December 2011. 

3.55 In any event, the allocation of additional funding for the tram would incur 
'opportunity costs' for the Council which will become more significant as 
funding requirements increase. 

3.56 Given the current decision making timetable, further engagement will be 
needed with the Scottish Government before a funding package for the project 
can be concluded. As part of this process it has been agreed to further 
investigate all funding options and it is proposed to carry this work out in 
consultation with Transport Scotland and the Scottish Futures Trust. The 
Scottish Government's current position is that they remain committed to a grant 
of up to £500m. Once clarity on funding is established, the proposed solution 
will be brought back to Council. 

Business Case 

3.57 Some of the underlying assumptions behind the business case for tram line 1 a 
have changed since the project was first conceived. Following the Council's 
approval of the project in May 2008, the collapse of global financial markets, 
precipitated by inflated asset prices, based on easy access to credit, has 
created a situation in which assumptions about the pace of development of 
Edinburgh's Waterfront require to be reviewed. Land values on the Waterfront 
have fallen by up to 80% since 2007 and prospects for recovery in the short 
term are poor. The number of new housing starts in the city fell from 2,529 per 
year in 2006/07 to 1,557 in 2009/101

. Whilst the underlying demand for 
housing, on the back of continuing population growth, remains strong, the 

1 . . 
New housing starts for 2006/07 (2nd quarter 2006 to 1st quarter 2007) was 2,529. New housing starts for 2009/10 (2nd quarter 

2009 to 1st quarter 2010) was 1,557. source: Housing Statistics for Scotland - all sector new build (Scottish Government): 
http:!/www.scotland.qov.uk/Topics/Statistics/Browse/Housing-Regeneration/HSfS/NewBuildAIISector. Data on private and local 
authority new building are provided by quarterly returns from councils (NB1 and NB2) and data on new housing provided by 
housing associations are drawn by the Scottish Government from data on the administration of housing support grants. 
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supply side is expected to be constrained for the next few years due to 
continuing liquidity constraints as banks repair their capital reserves. 

3.58 A significant part of the business case for tram line 1 a was based upon the 
forecast population growth from new communities on Edinburgh's Waterfront. 
It is clear that this growth is likely to be slower than forecast. As a result, it is 
appropriate that the business case for line 1 a should be thoroughly and 
independently reviewed. 

3.59 Council officers instructed the consulting firm, Atkins, to review the tram 
business case to test the impact on operating revenue forecasts arising from 
the need to deliver line 1 a in incremental phases, with a first phase to St. 
Andrew Square/York Place. The project costs and patronage forecasts have 
also been reviewed for a subsidiary option from the Airport to Haymarket. 
Estimates have also been prepared for passenger revenues and the extra 
capital construction costs for tram service options terminating at the foot of 
Leith Walk, or at Ocean Terminal or Newhaven. 

Location Section Length 
Cumulative 

Length 

Airport to Haymarket 11.26km 11.26m 

Airport to St Andrew Square 2.14km 13.40km 

Airport to Foot of the Walk 2.40km 15.79km 

Airport to Newhaven 2.69km 18.48km 

3.60 Atkins reviewed the modelling tools used in the original business case to test 
their fitness for purpose. They have also tested the key assumptions made in 
the business case, as refreshed in 2010, and looked at the outputs from the 
modelling work undertaken on passenger number forecasts, and the 
associated benefits across the wider road user network. Members will recall 
that independent consultants, senior staff at Lothian Buses and Council 
Officers were all involved in the production of this refreshed business case. 
Lothian Buses senior staff remain supportive of the option to build to St. 
Andrew Square/York Place, but have expressed concerns about the operation 
of a subsidised route finishing at Haymarket. 

3.61 All costs were expressed on a basis comparable to the original business case, 
and take account of the impact of inflation. The headline conclusions are that: 

• building tram line 1 a from the Airport to Haymarket would deliver a line 
with an annual operating loss initially of £4m, getting no better than a 
£3.1 m annual loss over the life of the project, requiring ongoing subsidy 
and therefore providing no capacity to contribute to the capital shortfall; 

• completing tram line 1 a from the Airport to St. Andrew Square/York 
Place would deliver a line which can make a positive contribution (on 
average £2m annually after the initial ramp up period) to the combined 
tram and bus business. Both Department of Transport and Transport 
Scotland recommend discarding sunk investment costs when assessing 
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Benefit Cost Ratios (BCR) for infrastructure projects. On this basis the 
BCR to St. Andrew Square/York Place is 2.2:1; 

• the additional capital cost of completing tram infrastructure to the foot of 
Leith Walk is currently estimated at £1 OOm and, to Newhaven, £160m, 
based on a bill of quantities priced against a schedule of rates and a risk 
allowance of 100%. Please note that these figures differ to the capital 
figures in the Atkins Summary, Appendix 3, as additional allowance has 
been made for risk. Intrusive studies would be required to achieve a 
more precise estimate. By way of comparison the recent 4km extension 
to the LUAS in Dublin cost €150m. Any decision on further investment 
beyond St. Andrew Square/York Place ought to be based on a new 
business case and market conditions at the time. 

3.62 Each of these incremental stage options would drive increases in tram 
patronage, strengthening fare box revenues and operational profitability. 

3.63 However, it is likely to be several years before a case could realistically be 
made to extend tram line 1 a beyond St. Andrew Square/York Place and it 
would, therefore, be prudent to prepare a fresh business case for each 
incremental phase of line 1 a that might be considered in future years. Given, 
also, the need to build public confidence in the project, and the likely timescale 
to extend the line, it may also be prudent to explore other ways of funding these 
sections of the route. It would also be necessary to establish a detailed risk 
management plan for any works east of York Place, in light of previous on­
street experience. 

Princes Street Remedial Works 

3.64 As reported to Council on 16 May, a specific outcome of the mediation process 
was an agreement by the infrastructure contractor to carry out, at its expense, a 
rectification plan to repair the deficient sections of Princes Street, as explained 
in the May 2011 Council Report. 

3.65 It was initially proposed that this work would commence in July 2011, subject to 
consultation with the city centre business community and other stakeholders. 

3.66 As a result of feedback received in the course of stakeholder consultation, and 
discussions with political Group Leaders, a decision was taken to postpone the 
start of the remedial work on Princes Street until September, immediately 
following the conclusion of Edinburgh's summer festivals. 

3.67 The infrastructure contractor has written to the Council asserting its right to 
commence the work in September to remediate defective areas that represent 
a potential safety risk. In the meantime, temporary patch repairs will continue 
to be carried out, where required. 

3.68 The revised programme for Princes Street will see remedial works take place 
from September until the end of November 2011, starting again in early 
January 2012 until the summer. The infrastructure contractor has indicated 
that if the work were to be postponed further it would impact the overall 
completion date and give rise to potential claims for prolongation of work. It is 
important that it is understood that the Infrastructure contractor has a right of 
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access to Princes Street, under the terms of the contract, to carry out the above 
works, irrespective of a decision on any of the options noted in this report. 

3.69 Further details of the proposed Princes Street programme will be 
communicated to elected members once the detailed work programme has 
been agreed. Close consultation will be maintained with city centre 
stakeholders about necessary mitigation actions to ensure that access routes 
and deliveries to shops, offices, hotels and restaurants can be maintained and 
the public can be kept fully informed about how to move around the city centre 
during the works. 

3.70 A detailed plan will also be drawn up for the Winter Festivals period when the 
infrastructure contractor will move off site leaving Princes Street as a 
pedestrianised area throughout December. 

3.71 There are no plans to provide compensation for businesses affected by tram 
construction works. Businesses directly affected by a fall in property values 
may be able to seek temporary rates relief, and Council Officers have brought 
this matter to the attention of the Rates Assessor. Every effort will be made to 
promote the message that Edinburgh remains 'open for business'. 

Picardy Place to Newhaven Reinstatement Work 

3. 72 One consequence of building Line 1 a in phases, with the first phase terminating 
at St. Andrew Square/York Place, is that temporary road and pavement 
reinstatement works, carried out in the section of Line 1 a from Picardy Place to 
Newhaven, notably in areas such as Constitution Street, Leith will need to be 
properly rectified. The temporary repairs were only designed to last for the 
duration of the Traffic Regulation Orders, put in place for the tram works. 

3. 73 The delayed completion of tram infrastructure in this section of Line 1 a, means 
that work will need to be done to repair temporary reinstatements, and address 
specific defects and drainage repairs arising from the Multi-Utilities Diversion 
Framework Agreement (MUDFA) works, as well as removing and replacing 
temporary traffic management measures, including traffic signals. 

3. 7 4 This work will need to be funded primarily by re-prioritising the Capital Roads 
Maintenance Programme. 

3.75 The total cost of reinstatement and repair works in the Picardy Place -
Newhaven section is estimated to be between £2.3m - £3.4m, subject to 
decisions on the scope of works and proposed finishes. 

3. 76 The proposals for dealing with repair and reinstatement works for the Leith 
Walk section will be reported to the Council's Transport Infrastructure and 
Environment Committee later this summer. 

Edinburgh Gateway Station 

3. 77 The completion of Edinburgh Gateway lntermodal Station will be critical to the 
successful future integration of train and tram services, in particular, for 
travellers using Edinburgh Airport and commuters to places of employment in 
West Edinburgh. 
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3.78 The proposed Edinburgh Gateway Station will facilitate the interchange of 
passengers from the central Scotland and Fife and North East Scotland 
(including Perth, Dundee and Aberdeen) rail networks to the tram, and onward 
to destinations across Edinburgh. Edinburgh Gateway is a Network Rail 
Scotland project funded by Transport Scotland, on behalf of the Scottish 
Government, and will be project managed by Network Rail Scotland, the 
ultimate client. 

3. 79 It had been intended that the completion of Edinburgh Gateway would be 
synchronised with the tram infrastructure programme. However, the current 
intention of Transport Scotland is to commence work on the station once the 
tram infrastructure at Gogar has been completed. This approach will ensure 
that interface risks which may have arisen from two, simultaneous construction 
projects can be avoided. 

3.80 The current expectation is that the Edinburgh gateway project will go out to 
competitive tender via the Official Journal of the European Union (OJEU) in 
2012. 

Future Governance Arrangements 

3.81 In light of the difficulties experienced in managing the delivery of the tram 
project through tie Ltd, as an arms length, Council-owned company, it is 
proposed that the governance arrangements for the management of the tram 
project should be revised. 

3.82 The proposed changes respond to the findings of the interim report on the 
Edinburgh Tram Project by Audit Scotland in March 2010. They also deal with 
issues that emerged during the mediation talks about improving behaviours of 
the parties and ways in which project governance can made simpler, and more 
streamlined. This is also intended to reduce project management costs for the 
project. 

3.83 The revised governance model proposed is shown at Appendix 2; this also 
shows how the key project workstreams will report into a new unified 
organisational structure. Under these arrangements, the Council would 
become firmly established as the owner of the project, and its principal 
sponsor. 

3.84 The proposed arrangements reflect the best practice guidance issued by the 
Office of Government Commerce and will follow PRinCE2 project management 
principles. 

3.85 Under the proposals, a Joint Project Forum will be established. This Forum will 
bring together the principal representatives of all the key parties involved in the 
delivery of the project. The Forum will be chaired by the Council's Chief 
Executive, who will fulfil the role of Investment Decision Maker on behalf of the 
Council, as client. 

3.86 The Joint Project Forum will include the key decision makers from the 
infrastructure suppliers - Bilfinger Berger Civil (UK), Siemens pie and CAF. 
Lothian Buses, as the proposed end user and operator of the tram, will also be 
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represented, as will Transport Scotland as the main funder on behalf of the 
Scottish Government. 

3.87 Once the new arrangements have bedded down, the Joint Project Forum would 
meet every three months. In effect, this represents a return to the project 
partnering, collaborative approach to managing the project, which was intended 
when the contract was originally let. 

3.88 The Forum will provide clear strategic leadership and direction to the project 
and will be supported operationally by a Joint Project Delivery Group, drawn 
from the Council's Transport service, tie Ltd, Lothian Buses and the 
infrastructure contractor. 

3.89 The Joint Project Delivery Group will be tasked with managing the operational 
delivery of the project and reporting on progress against programme and 
budget. Major issues requiring consideration at a strategic level would be 
escalated to the Joint Project Forum. 

3.90 The importance of effective arrangements for political scrutiny of the Tram 
Project is clear, and elected members need to have the opportunity to question 
the arrangements for managing the project and accounting for public funds. To 
this end, it is proposed that an Audit Committee should be set up, chaired by 
the Leader of the Council, and attended by Transport Scotland, and by elected 
members from each party group on the Council. 

3.91 The final part of the revised governance model would be the establishment of a 
Stakeholder Forum, through which the Council, as Project Sponsor, together 
with the contractors can manage key relationships with stakeholders directly 
impacted by the tram project, including organisations such as BAA Edinburgh 
Airport, Henderson Global Investors (St James Centre), Forth Ports and other 
groups such as the Edinburgh Business Forum, Essential Edinburgh, the 
Federation of Small Businesses (Scotland) and the Edinburgh Chamber of 
Commerce, as well as representatives of local communities in areas impacted 
by the tram. Future arrangements for the day to day stakeholder liaison along 
the construction route are yet to be finalised between the Council and the 
infrastructure contractor. 

3.92 The revised governance arrangements proposed will have implications for the 
existing relationship between the Council, TEL and tie Ltd. Following 
agreement at Mar Hall, major progress has been made in clearing the vast 
majority of design consents for the project. The infrastructure contractor has 
also agreed a self certification regime that will deliver the completed work to 
meet the employer's requirements. 

3.93 To support this new approach, an independent Certifier has been appointed. 
This role was identified to assist project control. The role provides services in 
an independent, fair and impartial manner, although the Certifier carries a duty 
of care to the Council. 

3.94 Key to this service has been identifying a realistic programme and financial 
profile introduced within the mediation process. Project control is executed 
through a managed process, chaired in an impartial, consensual style of site 
management. 
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3.95 The key project drivers of design, consents, programme, risk, construction and 
commercial are dealt with at weekly project control site meetings. The 
meetings resolve matters of project management in a tightly managed way. 
This process is an integral component of the operational project governance 
arrangements. Where required, any unresolved issues will be referred to the 
Joint Project Forum for consideration. 

3.96 In light of the new approach, the role of the Tram Monitoring Officer will also 
change. The role will be more closely aligned to that of the Independent 
Certifier, and have a more active organisational role on the Joint Project 
Delivery Group. This role will now be undertaken by the Council's Traffic and 
Engineering Manager. 

3.97 The method of measurement and payment for the construction works has also 
been simplified. A significant consequence of these developments is that there 
will be a reduction in the level of staffing resources required within tie Ltd. To 
that end, tie Ltd has initiated consultation with its staff about a programme of 
voluntary redundancies. 

3.98 As a result of the changes above, and if the Council agrees to proceed with 
completion to York Place, the current operating agreements will need to be 
amended to: reflect the new governance arrangements and allow commitments 
to be incurred in line with the new budget estimates, once funding is secured. 
This will require further detailed work once the Council has determined which 
option is to be pursued. However, it will not be permitted for expenditure to 
exceed the currently approved budget before a further report is considered by 
Council. 

3.99 In parallel with the above proposal, discussions are ongoing with senior 
management of Lothian Buses on the future management of the trams. 
Subject to the staff consultation, it is proposed that Edinburgh Trams Limited 
(ETL) staff should move across to Lothian Buses to continue the process of 
preparing for operations, ensuring a smooth transition. The Council as 
shareholder would welcome tie Ltd and Lothian Buses preparing for this 
transfer at the earliest possible stage. 

4 Financial Implications 

4.1 As previously reported to Council, there have been contingency plans prepared 
for up to £55m above the current committed funding. These plans would be 
funded through a combination of the surpluses from the business plan and the 
Council's long term financial plan. The increase in capital costs would clearly 
require the funding envelope to be pushed further, resulting in additional 
opportunity costs and/or revenue costs to support further borrowing. 

4.2 The proposal to have a service to St. Andrew Square will result in a surplus of 
up to 10 trams, until further phases are eventually delivered. These would 
have a potential value through sale or leasing of £25m. 

4.3 Based on the recommendations of this report, the estimated further funding gap 
on the project will be between £100m - £148m, with revenue consequences to 
support borrowing potentially between £7.1 m - £10.6m. The funding gap 
includes a risk provision within the overall cost forecast of £77m. For the 
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Haymarket sub-option the funding gap appears less, but the loss of 
contingency funding and the need for revenue subsidy means the potential 
overall revenue consequences are increased. 

4.4 Should the project be terminated separation and cancellation costs will 
create a significant funding gap to be met from revenue, with a potentially 
higher risk to the sums for grant support already received from Transport 
Scotland. 

4.5 Discussions with Scottish Government have taken place. It has been agreed to 
further investigate all funding options and it is proposed to carry this work out in 
consultation with Transport Scotland and the Scottish Futures Trust. The 
Scottish Government's current position is that they remain committed to a grant 
up to £500m. 

5 Equalities Impact 

5.1 The proposals and recommendations described in this report could contribute 
to the public sector general equality duty to: (i) advance equality of opportunity. 
There is no distinct relevance in respect of the general duties to; (ii) eliminate 
unlawful discrimination, harassment and victimisation, or; (iii) foster good 
relations. 

5.2 The relevance score for the specific proposals and recommendations described 
in this report is: (i) one for relevance to equalities legal duties; (ii) three for level 
of public concern expressed by equalities groups, and; (iii) one for relevance to 
significant negative impact on the quality of life of equalities groups. 

5.3 Consequently, matters relating to this report will be included in the ongoing full 
equalities impact assessment that is being undertaken of the Edinburgh Tram 
project. 

5.4 It should also be noted that due care has been taken with regard to 
accessibility issues arising out of the proposed Princes Street works. In this 
regard, an Equalities Statement and Accessibility Statement has been 
published on the Council's website and distributed to relevant partner 
organisations. 

6 Environmental Impact 

6.1 The Council's local transport strategy (2007-2012) emphasised the important 
role that a modern transport system would play in supporting the economic, 
environmental and social development of the city and the key contribution of 
the tram network to the city's future. 

6.2 A full Scottish Transport Appraisal Guidance (STAG) review was undertaken at 
the Parliamentary Approvals Stage in 2003; this demonstrated how the Council, 
as promoter of the tram, had satisfied government objectives in terms of 
environmental, safety, integration, accessibility and economic concerns. 

6.3 An updated STAG report, in 2006, concluded that despite the predicted 
increase in the city's population and traffic growth to 2026, there would be a 
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small, net improvement in air quality across the city as a whole, as a result of 
the introduction of the tram. 

6.4 The STAG report acknowledged that within this overall net improvement there 
would be areas where air quality would deteriorate as a result of the 
displacement of traffic from the tram routes. 

6.5 The Council remains committed to ensuring that any such air quality issues are 
properly monitored and addressed. 

6.6 As a result of concerns expressed by residents of the Moray Feu, following the 
temporary diversion of traffic during the MUDFA utility works, additional air 
quality monitoring has been carried out on Great Stuart Street since July 2009 
and, following the Tram Sub Committee meeting of 28 February 2011, 
additional air quality checks have been introduced in this area to include 
monitoring on building facades and at basement level. 

6.7 The data from the existing and additional air quality monitoring levels in this 
neighbourhood will become available in the first quarter of 2012. 

6.8 The tram itself has no carbon emissions at the point of service delivery and has 
the potential to contribute to the city's strategy for low carbon growth as 
electricity generation in Scotland transitions from fossil fuels to renewable 
energy sources. 

6.9 As part of a broader sustainable transport strategy within the city the tram will, 
therefore, make a positive overall contribution to the environment by 
encouraging modal shift from private vehicles to public transport and mitigating 
the impacts of population growth and commuter and visitor generated traffic. 

6.10 Air quality, especially in neighbourhoods which may receive traffic displaced 
from the tram route as a result of traffic regulation orders, will need to be 
carefully monitored and managed so that any issues can be dealt with and 
properly mitigated. 

7 Conclusions 

7.1 As the options set out above illustrate, the incremental delivery options for 
tramline 1a have been examined, in accordance with the guidance of the 
decision of Council from 24 June 2010. 

7.2 The June 2010 report highlighted to Council that the Project had run into 
contractual difficulties and that issues of cost, programme and scope had 
emerged as risks to the successful delivery of the Project, made clear by the 
stalemate that developed in the autumn which led to the call for mediation. It is 
from this base that the current efforts to seek a solution have been undertaken. 

7.3 As agreed by Council on the 18 November 2010 Motion (item 23), mediation 
has been undertaken to resolve the dispute that emerged in the Project and to 
work towards delivery of the Council's stated goal of a Tram line that runs from 
the Airport to Newhaven. 
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7.4 As a result of the mediation process, three options have become better defined: 
attrition, separation, or settlement. In the simplest terms: attrition would leave 
the Council at significant exposure to risk on a final cost; separation would still 
leave the Council with a situation where additional cost would be incurred and 
project completion could not be guaranteed. The recommended settlement 
would also incur additional cost, but with the benefit of delivering an asset for 
the city, concluding the current contractual difficulties, providing a revenue 
generating service, and enabling those works currently in the ground to be 
concluded. 

7.5 In providing Council with an understanding of the available options and a 
recommendation on how to progress, a guiding principle has been how to 
secure Best Value from this point in this project. In that context, it is significant 
that both Department of Transport and Transport Scotland advice recommends 
discarding sunk investment costs when assessing Benefit Cost Ratios (BCR) 
for infrastructure projects. The BCR for completion to St. Andrew Square, 
computed on this basis is 2.2. 

7.6 Consideration of Best Value is a difficult balancing act which has included 
consideration of contractual matters that are commercially sensitive, and 
needed to be looked at from the perspective of what is best for the City, the 
Council and the Project. The revised project management arrangements will 
reassert the Council's role as client and sponsor of the Project, as explained in 
paragraphs 3.81 to 3.99. 

7.7 The scale and complexity of the current situation requires direct, assertive 
action, as was recognised by Council in November. Following the work 
undertaken by officers, a clear course of action has now been established. 
Agreement to pursue Option (iii) (Airport to St. Andrew Square/York Place) 
would allow the Council to pursue to conclusion the Settlement Agreement with 
BSC. It is proposed that the terms of the settlement should be delegated to the 
Chief Executive to take forward, following consultation with political group 
leaders. 

7.8 In the period before a full settlement agreement can be concluded, TEL/tie Ltd 
will need to continue to operate with the authority to progress the priority works, 
in accordance with MoV4, and to incur expenditure accordingly, until the end of 
August 2011. 

7.9 To ensure that Council has full confidence in the proposed new governance 
arrangements, a detailed explanation of those arrangements will be brought 
back to Council in the autumn. 

7 .10 All of the above is, of course, conditional on funding being available. A detailed 
explanation of the position regarding revised funding will, therefore, also be 
brought back to Council in the autumn. 
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8 Recommendations 

8.1 That Council: 

Appendices 

a) Agree that of the options available, and subject to funding, Option (i ii) 
(Airport to St. Andrew Square/York Place) should be pursued to provide 
a revenue generating service and real isation of the investment to date; 

b) Authorise the Chief Executive to enter into the Settlement Agreement 
which is conditional on funding, substantively on the terms set out in the 
Settlement summary contain in the confidential appendix, with such 
amendments as may be considered appropriate; 

c) Authorise tie Ltd to progress on the priority works, in accordance with 
MoV4, and incur expenditure within the limits of the project budget of 
£545m, unti l the end of August 2011 ; 

d) Instruct the Director of City Development to report back to Council in the 
autumn with a detailed explanation of: 

1. the revised governance arrangements; and, 

ii. the funding, once this has been finalised. 

e) As shareholder, ask Lothian Buses to assist in preparing for operations, 
by accepting transfer of ETL, subject to staff consultation, as soon as 
possible. 

1. Tram Route 1 a Diagram 

2. Revised Governance Model 

Dave Anderson 
Director of City Development 

3. Atkins Independent Review of the Business Case (Summary) 

Contact/tel/Email 

Wards affected All 
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Single Outcome 
Agreement 

Background 
Papers 

National Outcomes: 

• National Outcome 1 - We live in a Scotland that is the most 
attractive place for doing business in Europe 

• National Outcome 10 - We live in well-designed, sustainable 
places where we are able to access the amenities and services we 
need 

• National Outcome 12 - We value and enjoy our built and natural 
environment and protect it and enhance it for future generations 

• National Outcome 14 - We reduce the local and global impact of 
our consumption and production. 

• The City of Edinburgh Council Meeting, 16 May 2010, Item 2.1: 
Edinburgh Tram Update 

• The City of Edinburgh Council Meeting, 16 December 2010, Item 
8.2: Edinburgh Tram Project 

• The City of Edinburgh Council Meeting, 14 October 2010, Item 8.1 : 
Edinburgh Tram Update Report 

• The City of Edinburgh Council Meeting, 24 June 2010 Report, Item 
8.2: Edinburgh Tram Project - Update Report 
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Addendum to paragraph 3.61, bullet point 2 and paragraph 7.5 

In finalising the production of the Atkins report, there has been an 
adjustment in the treatment of sunk costs, and their relationship to 
remaining infrastructure costs for the St Andrew Square appraisal, as 
reference on page 2 of appendix 3. As a result the BCR for St. Andrew 
Square should be 1.85. 
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Appendix 2 

Revised Project Governance Structure 
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Appendix 3 

Atkins Independent Review of the Business Case (Summary) 
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Edinburgh Tram - Business Case Audit 

June 2011 

Executive Summary 

Notice 

This report was produced by Atkins Ltd for City of Edinburgh Council for the specific purpose of the Edinburgh Tram -
Business Case Audit. 

This proposal may not be used by any person other than City of Edinburgh Council without Atkins Ltd's express 
permission. In any event, Atkins accepts no liability for any costs, liabilities, or losses arising as a result of the use of 
or reliance upon the contents of this report by any person other than City of Edinburgh Council. 
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Executive Summary 

Edinburgh Tram Business Case Audit 
Atkins is the UKs largest engineering and design consultancy and has extensive experience in the 
planning, design, and delivering of mass rapid transit projects in the UK and overseas. 

We were commissioned by the City of Edinburgh Council (CEC) in April 2011 to undertake an 
independent review of the Edinburgh Tram Business Case. The audit's principal focus has been 
reviewing the work which the Joint Revenue Commission (JRC) has been undertaking in assessing the 
benefits that could be gained from the introduction of the proposed tram system in Edinburgh. 

Key inputs to the audit have included: Edinburgh Tram Network Final Business Case Version 2 (2007), 
Edinburgh Tram - Business Case Update (2010) , recent analysis on three route options undertaken by 
JRC in parallel to the audit, historic revenue and risk reports, and the current financial models for the tram. 

Options Tested 
The JRC was commissioned by the City of Edinburgh Council in April 2011 to provide updated TEE 
analysis 1 for the following three tram routes options: 

• The full Phase1 a, Edinburgh Airport to Newhaven; 

• Truncated Phase 1 a, Edinburgh Airport to St Andrews Square; and 

• Truncated Phase 1a, Edinburgh Airport to Foot of the Walk. 

Business Case Components 
Our business case audit has focussed on the updated TEE analysis that has been provided by the JRC 
during June 2011 . In addition to quantifying the benefits and costs to Government via the TEE analysis 
STAG2 requires that other relative benefits from a transport scheme are presented within the context of 
the following parameters: 

• Environment; 

• Safety and Security; 

• Accessibility and Social Inclusion; 

• Transport and Land Use Integration; 

• Economic Regeneration ; and 

• Economic Activity and Locational Impacts (EAU). 

The Edinburgh Tram Network Final Business Case Version 2 (2007), and Edinburgh Tram - Business 
Case Update (2010) provide evidence of the relative benefits within each of these parameters; while these 
elements have not been updated by the JRC team, or reviewed in detail as part of this audit, we have 
drawn our overall conclusions acknowledging this wider context for the scheme. 

The scheme's capital and revenue costs are a key input to the TEE analysis. The updated capital costs 
used by the JRC are presented in the table on the next page. These have been an important input to our 

1 Transport Economic Efficiency 
2 Scottish Transport Appra isal Guidance, Scottish Government, 2011 
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work, but we have not undertaken any aud iting work specific to costs. Tram operating costs and savings 
associated with reducing bus provision have been provided to the JRC from TEL. 

Updated Capital Costs3 

Outturn Costs £m Phase 1a St A ndrews Foot of the 
Square Walk 

Infrastructure costs already spent (sunk costs) 469 469 469 

Vehicle costs 62 42 50 

Remain ing infrastructure costs 286 198 256 

Total capital costs 817 709 775 

Our Approach 
The approach Atkins has adopted to undertake the business case audit has been developed around 
answering three questions: 

• The tools used - are they fit for purpose? 

• The assumptions used - are they reasonable? 

• The outputs - do they look cred ible? 

The Tools Used - Are They Fit for Purpose? 
Our assessment of the appropriateness of the tools used has focussed on the modelling suite and the 
appraisal methodology. 

The modelling suite comprises a number of elements, including the High level Model (HLM), which is a 
strategic multi-modal demand, network assignment and distribution/mode choice model developed using 
VISSUM software. The HLM is the main source of data for the assessment of demand, revenue, and user 
and non-user impacts which drives the benefits side of the TEE/BCR calculations, and, as such, has been 
the focus of our review of the tools used. 

The model was subject to a detailed audit in 2008, and enhancements were implemented on the basis of 
recommendations made at that t ime. We have not replicated the technical depth and of that audit, but 
have reviewed aspects of the HLM to which the outputs (the benefits in the TEE/BCR calculations) are 
most sensitive. This has included the quality of the representation of highway and public transport 
network performance, and the behavioural parameters which drive mode choice. 

Our overall assessment of the HLM is that it is an appropriate tool for the purposes of informing the 
TEE/BCR assessment. We have however identified some areas of relative weakness (not unusual in a 
model of this size and complexity), which we have used to interpret output and influence the focus of 
sensitivity testing requested. These are documented further in the main body of our report. 

We have found the scheme appraisal methodology to be in line with standard good practice, and with 
the requirements of ST AG. However, we do recognise that since the ST AG appraisal was undertaken 
that there has been a number of changes in the context within which the appraisa l was undertake; most 
notably within the policy context, and in particular the prominence of climate change policies that have 
emerged as a result of the Climate Change (Scotland) Act 2009. It is therefore recommended that 
consideration is given to refreshing the wider appraisal to ensure that the full benefits of the tram scheme 
are captured within a contemporary context. 

3 Provided by CEC 
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In summary, therefore, our review of the tools which were used within the Business Case has found them 
to be broadly fit for purpose, with any relative weaknesses examined through sensitivity testing and 
interpretation. 

The Assumptions Used - Are They Reasonable? 
A number of assumptions have been made by the JRC in the development of the business case. The key 
assumptions that we consider to have the most significant influence on the business case relate to the 
following areas. 

The composit ion of the transport network - now and in the future 

The modelling tools used by the JRC to generate outputs has been updated periodically to reflect changes 
in the existing transport network, and the nature of the network in the future. A number of assumptions 
have been made regarding the infrastructure and operational characteristics for both the highway and 
public transport components of the transport network. In order to inform and validate these assumptions 
the JRC has engaged with a number of key stakeholders who are best placed to provide a view on the 
scale and magnitude of the variables associated with the transport network. Representatives for the 
following organisation contributed - CEC, SDS4 tie, Lothian Buses, and Transport Scotland. 

On the basis that they had been validated by local stakeholders, we were broadly satisfied with these 
assumptions, however, we have not undertaken our own detailed review of the model's public transport 
network representations. We also considered it prudent to recommend a sensitivity test that replicated 
potential competition for the tram from a bus operator between the city centre and the airport. 

The demand for transport - now and in the future 

The orig inal development assumptions which were utilised within the 2006 model were updated in 201 o to 
inform the Business Case refresh and again in 2011 for the most recent TEE analysis. The existing 
assumptions reflect the current advice from CEC planners and reflect the need to take account of known 
changes in development figures and the current economic climates and its impact on development in 
Edinburgh. An adjustment has also been made to the predicted future patronage forecasts to reflect 
recession impacts on bus patronage in Edinburgh, this has been derived base on adjustments proposed 
by TEL that reflect Lothian Buses recent experience of the bus market in Edinburgh. 

Clear1y. future development will provide much of the future demand for the tram and we recommended 
that a sensitivity test should be undertaken to represent a worst case scenario where no future 
development occurred. 

Traveller responses to the tram 

Finally, the JRC has made a number of assumptions relating to a number of parameters that will influence 
a traveller's propensity to use the tram - these include factors such as travellers' value of time, the relative 
attractiveness of the tram as a mode of t ravel , and the impact of having to interchange. 

We have benchmarked the assumptions used by the JRC and are content that they are appropriate for 
use in the development of the business case. The parameters used to assess the scope for transfer to 
tram from other modes are cautious compared to similar schemes elsewhere, and we note that there may 
be some scope for greater shift to tram than has been forecast. However, in the interest of prudence we 
have also recommended that a sensitivity test was undertaken to assess the impact of lowering the 
relative attractiveness of the tram as a mode of t ransport. 

The Outputs - Do They Look Credible? 
The outputs which the 2011 analysis has supplied can be broken into the following main categories: 

• Tram demand/revenue; 
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• Impacts on public transport users; 

• Impacts on road users; and 

• Value for money (TEE tables and BCR). 

The outputs for each of these categories are shown in the tables below for all three options tested. While 
we have not undertaken a detailed review of tie's 201 o Financial Model, we have sought to reassure 
ourselves that the demand and revenue figures emerging from the current JRC work can be reconciled 
with corresponding numbers informing the 2010 financia l assessment. This is because the level and 
profile of demand is critical to the financial performance of the scheme. It is important to ensure that 
changes and enhancements to the model for the purpose of the current tests have not given rise to a 
sign ificantly lower set of demand forecasts, potentially contradicting earlier conclusions from the Financial 
Model in relation to the financial viability of the scheme. 

For the two options where a direct comparison can be made, Phase 1 a and St Andrews Square, the new 
demand forecasts are broadly in line with (or- in later years - exceed) the demand levels in the Financial 
Model , and are therefore consistent with the demand inputs to the Business Case Review of 2010. 

In terms of overall public transport demand levels at 2011 we are also satisfied that these appear 
plausible relative to the observed figures that we understand to have been verified by Lothian Buses 
during a similar check undertaken at 2010. 

In addition to the overall demand levels, we have also examined supporting material relating to the scale, 
distribution and source of demand. We found these outputs broadly plausible, but noted: 

• The unusually high proportion of those forecast to use tram whose previous mode was car (for the 
St. Andrews Square option (of the order of 40%). This is only likely to be deliverable with the level 
of quality of service (both for those switching directly to tram, or those using P&R) envisaged 
within the model, in terms of comfort, journey time and reliability; and 

• The prominence of 'counter-peak' movement with the St Andrew's Square option, with a significant 
element of demand travelling outbound from the city centre in the morn ing peak to access areas 
such as Edinburgh Park. 

We have reviewed the emerging TEE tables (as set on the next page) and a number of supporting outputs 
relating to the level and distribution of impacts upon both users and non-users of the scheme. We have 
found these broadly plausible, but would make the following observations: 

• The distribution of non-user impacts (impacts upon car users) appears broadly in line with 
expectations. However, in our experience the overall level is difficult to quantify, and we would view 
this as particularly the case with the tools used for this assessment, given some of the weaknesses in 
the highway element of the model. For this reason we would express caution in comparing the 
relative merits of options where non-user benefits form a key component. The JRC team has stated 
that no future junction optimisation has taken place to address specific points of congestion due to 
traffic re-assignment, and we accept that this may over-state disbenefits (particularly on the Phase 1 a 
assessment). 

• We believe the level and distribution of user benefits look broadly plausible. These benefits will 
however be driven directly by the level of demand for, and transfer to tram, and are therefore 
sensitive to issues such as future development and propensity to switch . This has been explored 
through sensitivity testing. 

Treatment of costs 

A benefit to cost ratio of less than one suggests that the economic return would be less that the 
investment, even when appraised over 60 years. The BCR of the options taking into account the full costs 
and benefits have been found in the current analysis to be less than 1. In other words completing the 
project will incur more expenditure with an overall return of less than one. 

However, to abandon a scheme where such a large proportion of the costs have been sunk would 
represent a zero-return on a large investment. In this case when the analysis is being carried out after 
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sunk costs have occurred it is conventional and reasonable (as set out in STAG and WebTAG appraisa l 
guidance)5 to account for sunk costs in the scheme appraisal for a fair comparison between investment 
opportunities. 

The analysis if JRC's updated business case also appraises the full benefits against only the costs of 
completion and operation then the BCRs for the three options are: 

• The full Phase1 a, Edinburgh Airport to Newhaven, BCR = 1.33 

• Truncated Phase 1 a, Edinburgh Airport to St Andrews Square, BCR = 2.20 

• Truncated Phase 1a, Edinburgh Airport to Foot of the Walk, BCR = 1.23 

We would however express caution in using the relative BCRs for the three options tested to inform 
decision-making on the relative merits of the alternative options, particularly in light of the significant 
differential performance in terms of non-user impacts , and the degree of confidence which can be 
attached to this element of the appraisal. 

Updated TEE Outputs (Source - JRC, June 2011) 

Revised Phase 1 St Andrews Square Foot of the Walk 

£m Present Value, 2002 Full Minus Full Minus Full Minus 
prices 

Costs Sunk Costs Sunk Costs Sunk 
Costs Costs Costs 

Public transport 
541 541 340 340 493 493 

user benefits 

Other road user 
-196 -196 74 74 -156 -156 

benefits 

Private sector 
81 81 68 68 60 60 

provider effects 

PVofScheme 
427 427 482 482 397 397 

Benefits 

PVofScheme 
760 321 658 219 762 323 

Costs 

NetPV -334 106 -176 263 -365 74 

Benefit Cost Ratio 
0.56 1.33 0.73 2.20" 0.52 1.23 

to Government 

*Please note that following an update on the treatment of sunk costs in relation to St Andrew Square, the BCR for St 
Andrews Square should now read 1.85. 

Risks & Uncertainty 

The audit has established a number of areas in the business case where there is a degree of risk and 
uncertainty as with any modelling work. Below we set out our areas of concern and the outputs from the 
sensitivity testing that was undertaken to help quantify the impact of these risks on the business case. 

Much of the future demand/benefit relates to new committed development, this is an area of inevitable 
uncertainty which could have a possible impact on revenue and the economic case for the tram scheme. 

5 http://www.transportscotland.gov.uk/stag/td/Part2/Cost to Government/12.2 
http://www.dft.gov.uk/webtag/documents/expert/pdf/unit3.5.9.pdf 
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A 'worst case' zero growth sensitivity has demonstrated that the tram demand would reduce by around 
one-third in 2031. 

There is a risk that a bus operator could establish a service to run in competition with the tram between 
the city centre and the airport, and a sensitivity test has been undertaken to replicate this by using the 
Service 100 as a proxy for competition. The outputs suggest that tram revenue wou ld decrease by 
around 6%. 

Much will depend on the relative 'levels of service' the tram provides the travelling public. A sensitivity 
test has been undertaken to replicate a less favourable differential for the tram when compared with the 
bus, this shows that the t ram demand and revenue could reduce by around 12%. 

The relative impacts of these sensitivity tests on the BCR are presented below for St Andrew's Square. 

Sensitivity Test Results (Source - JRC, June 2011) 

St Andrews Square 

£m Present Value, 2002 
prices Minus Sunk Mode Constant Competition Zero Growth 

Costs Increased 

Public transport user 
340 289 362 227 

benefits 

Other road user 
74 47 74 49 

benefits 

Private sector 
68 64 76 45 

provider effects 

PVofScheme 482 400 511 321 
Benefits 

PVofScheme 219 246 322 254 
Costs 

NetPV 263 154 190 67 

Benefit Cost Ratio 2.20"'"' 1.63 1.59 1.26 
to Government 

**Please note that following an update on the treatment of sunk costs in relation to St Andrew Square, the BCR for 
St Andrews Square should now read 1.85. 

Con cl us ions 
Our overall conclusions from our review are: 

• The tools and assumptions adopted and the outputs from the analysis are broadly fit for purpose, in 
line with our expectations, and comparable to experience on other schemes. 

• We have identified a number of areas of risk and uncertainty. Sensitivity testing has been used to 
quantify the impact of these areas of risk and uncertainty on the business case for the St Andrew's 
Square option. Even allowing for these downbeat assumptions, once sunk costs are taken account 
of, there remains an economic case for the St Andrew Square option, on the basis that each of these 
pessimistic tests still delivers a BCR of greater than 1. 
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