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This presentation has been prepared jointiy by KPMG Corporate Finance and KPMG Government Advisory in connection with and for the purpose of presenting to the Scottish Executive (SE) in respect of the Edinburgh Trams project.

Our presentation should not be regarded as suitable to be used or relied on by any party wishing to acquire any right to bring any action against KPMG Corporate Finance or KPMG Government Advisory in connection with any such use or reliance
other than the SE for any purpose or in any context. Any party other than the SE who obtains access to this presentation or a copy and chooses to reiy on this presentation (or any part of it) will do so at its own risk. To the fullest extent permitted by

law, KPMG Corporate Finance or KPMG Government Advisory will accept no responsibiiity or Iiabiiity in respect of our presentation to any person or organisation other than the SE.

This presentation has been based on the draft final business case provided by tie and information from its advisors. Whilst the information in this document has been prepared in good faith, it does not purport to be comprehensive or to have been
independentiy verified. KPMG Corporate Finance or KPMG Government Advisory does not accept any responsibiiity for the fairness, accuracy or compieteness of the information so provided and shall not be liable for any loss or damage arising as a

result of reliance on the presentation or on any subsequent communication, save as provided for under the terms of our engagement.

This presentation has been soieiy prepared for the purpose referred to above and is confidential to the SE. It is presented on the understanding that it is not communicated, in whole or in part, to any third party without KPMG Corporate Finance’s and
KPMG Government Advisory’s prior written permission. Any disclosure of this presentation beyond what is permitted under the terms of our engagement will or may damage KPMG Corporate Finance’s and KPMG Government Advisory’s commercial
interests. If the SE (or any other pubiic authority to whom the presentation will or may be disclosed) receives a request for disclosure of this presentation under the Freedom of Information Act 2000, having regard to these actionable disclosure

restrictions, KPMG Corporate Finance and KPMG Government Advisory must be informed and no disclosure should be made without KPMG Corporate Finance’s and KPMG Government Advisory’s written consent.

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperative. 1
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®  Timescale
®  Affordability (Section 9 DFBC)
®  Risk Management (Section 10 DFBC)
®  Transport Integration (Section 5 DFBC)
®  Patronage & Revenue (Section 8 DFBC)
®  Cost-Benefit-Analysis (Section 9 DFBC)
®  Procurement (Section 7 DFBC)

—  Procurement process

—  Payment mechanism

—  Alternative procurement options
®  Options (Section 11 DFBC)

—  Other Issues

[ ] Appendices
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Current timetable

27 Nov 14 Dec .

Preparation Issue paper

of IDM to Transport '
paper Minister

Pre-work
4 Tramco Preferred : development
bids received 13 D e‘c 27 Dec bidder selected services

IDM Cabinet

meeting meeting

Oct Nov Dec Jan Feb Mar Apr May Jun Oct Dec
2006 2006 2006 2007 2007 2007 2007 2007 2007 2007 2007

Mid bid Transport Commencement Scéyttish Tramco Start of
meeting Minister of MUDFA Parl:iament contract Infraco
. k . - Construction
& design 7S approve - Approval Duration: 1 year Ele:ctlons awarded
release DEBC : ' & novation
to Infraco
Infraco 3 Expressions of Interest received; Amec Initial pricing Preferred
ITN Spie subsequently dropped out for Infraco bidder sélected

contract

. f-'itst IDLII;d
Tenders returned & ™ . Infraco bids
evaluated . : & bid '
g shortlist
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Issues

®  Tie have allocated an Optimism Bias upiift of 12%for Route 1a (£58m/£464m according to most recent figures provided — Section 9.12 of DFBC) with no allowance for any extra Optimism Bias. KPMG expectations would be for a figure of circa
20%, in line with comparabie schemes. 10% would cover the period until the Infraco contract was signed, and the other 10% the construction and commissioning period. 20% is closer to out-turn optimism bias levels experienced on previous trams

projects (Mersey, London and other comparabie Engiish schemes)

® DPhase la, at £520m, seems to be affordable within the current overall £545m funding enveiope, with 6% headroom above the 12% optimism bias figure. Monte Carlo statistical anaiysis indicates that there is a greater than 90% chance that Phase 1a

would be affordable within a funding enveiope of £545m.

@® Phase 1b costs are currentiy estimated to be c. £70m (optimism bias is oniy 8% - £5m/£65m), however, actual costs would be closer to £80m were an industry average contingency upiift of 20% to be appiied. Full funding and contingency allocation

for this route will probabiy have to come from another source, since it does not seem to be affordable within the current TS / tie budget
® Tram tenders have been received, however these may be of limited usefulness in predicting the final price.
®  There are oniy two infraco bidders, and it is iikeiy that the initial prices received (pre»eiection) will differ from the final prices submitted (post»eiection)

® Inflation and indexation methodoiogies need to be fuﬂy understood. Comments on affordabiiity were made on the assumption of a £500m contribution from TS; were the final number to be lower, the affordabiiity position for 1a would be more

difficult.

® CEC ‘s contribution will not be sourced from council tax or generai funds but from tram related deveiopment income and receipts. The revenue expectations from property deveiopment have not been revised since ]anuary 2006, and CEC need to be

aware of the risks associated with these estimated revenues. TS must ensure that CEC are taking property»deveiopment risks, and will make good any cash deficit that arises due to deveiopment not occurring at the expected level

®  There is no information available on the timings of contributions to be received from CEC.

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperative. 4
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Affordability variables

® Tender prices may rise during the negotiation period - the longer the process, the more likely this is

®  The progression of the detailed design would not necessarily mitigate the pricing risk

Lack of information about inflation assumptions

Discussion with tie confirmed that any additional funding from CEC in excess of £45m would be most unlikely for Phase la.

additional funding is available, it would most likely be allocated to Phase 1b

Additional funding from property developers may be available for Phase 1b

TEL could lease trams through a finance or operating lease. These costs would have to be funded from operating income. Tie

consider that TEL leasing shouldn’t affect CEC’s reported borrowing. If this route were to be pursued, it would need careful

examination at the time

®  There is likely to be a c.£5m cost saving of finishing Phase 1a at Ocean Terminal rather than Newhaven (tie estimate)

®  Assessment of any delays of the Granton development would need to be considered and it may be appropriate to delay the

development to Phase 1b

®  TIE confirmed at a clarification meeting that they may have to request more funding

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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Cancellation costs (59.48)

®  Cancellation costs will comprise:
- compensation payments to contractors
—  costs of disposing of any land acquired
— redundancies at tie

—  other associated costs

The exact level of cancellation costs is be calculated and supplied by tie. We understand that the agreement between CEC and TS is that the body canceﬂing the project will bear all cancellation costs. Cancellation costs in the region of £10m —
£20m would not be significantly less than the current cash commitment of CEC to the scheme within their £45m total

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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Realistic/underestimated risk
®  Nature of the separate contracts means the pubiic sector need to incorporate risk not taken on by the private sector. How capabie are TS and CEC of assuming these risks, and tie of managing them?
What happens if there is a life»cycle maintenance / roHing stock issue?

® TEL bears all the risk in relation to iong term maintenance of the tram (s.9.38)

Is the risk realistic / underestimated? (The TEL business pian does not specificaﬂy provide for major repiacement expenditure expected after 30 years aithough they mention a consideration of this when reviewing any operating surpiuses (section

8.9.6)
Reviewing revenue/ pricing
[ ] ModeHing for forecast revenue may have overestimated revenues (s8.47)
o Pricing interface with EARL — knock-on revenue effects to tie if EARL is deiayed / cancelled
® TEL have said they will take revenue risk
—  can they afford this risk?
Cost over»run/delay to start of operations
® Interface Issue / Raiiway Inspectorate issue
—  CEC have stated that they have no further money beyond £45m, TS will have to fund from its reserved money
Non-project risks
®  FElectoral uncertainty

[ ] Pianning consent, appiications, coordination and timing issues may deiay the timetable

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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Potential issues
® Design and effectiveness of interchanges
—  Construction of bus-tram interchanges at foot of Leith Walk, St Andrew Square, Crewe Toll (1B). (initial proposais for the first two sites here were tabled by TEL on 27 November, but designs are not finalised).

—  Bus/tram/rail interchange (e.g. Haymarket) also important, as is Park & Ride

[ ] Adequacy of tram service and impiications of accelerated growth (vehicle requirements)

- Current presumption from forecasts and in TEL Business Plan is that 6/12 tph will need to become 8/16 tph from year 5 (2016). tie indicated that the initial procurement structure provides for additional vehicles to be able to be ordered at a

later stage to meet growth requirements
[ ] Principai bus service pians:
o  reduce services down Leith Walk which duplicate tram corridor (i.e. heading to St Andrew Square) but retain bridges aiignment buses
o but retain some Leith Walk buses to serve those who will be inconvenienced by the reduced number of stopping points served by the tram
o reduced Airlink service between airport and centre

o  reduced services paraﬂei to tram in the west (Saughton, Broomhouse - notabiy 22), but not withdrawn because sections of existing bus routes are not close enough to the tram for it to be an appropriate substitute

[ ] Possibiiity and impact of competition — in the dereguiated bus market

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperative. 8
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Potential Issues

® There is strong sensitivity to the scale and timing of anticipated deveiopments in North and West Edinburgh, and to underiying economic growth — downsides of £3.5m and £7.8m respectiveiy in 2011 and £24.7m and £44.6m respectiveiy in 2031.

There is cieariy some potentiai abiiity to mitigate this by securing operating savings on buses but we have not seen detailed anaiysis of the extent to which this could be achieved.
® We identified some inconsistencies in bus and tram patronage levels in the TEL Business Plan. TEL undertook to correct these. For exampie:

—  bus patronage in 2010 projected at 115m. For 2011 without tram (assume 2% growth) would be 117.3m. With tram (1A&1B) it is stated in TEL Business Plan as 110m. But over 9m transfers from bus to tram (STAG, table 8.6) suggest bus use

would reduce to a lower level
®  Other TEL Business Plan issues:
- potentiai operating deficits on Phase 1B of tram are to be underwritten by system stakeholders” — TEL Business pian presentation — slide 9
—  fraud/revenue protection rationale — we understand fraud revenue loss assumptions have been reduced to 3% on the basis of empioying ticket checking staff on all trams but accepting that they will not be able to check all tickets at busy times

—  £8m of TEL income (neariy 7% in 2011) is stated as from “other sources” — advertising, ete, but the anaiysis does not account for this. We understand that the difference is accounted for by the tours business — TEL will consider, taking into

account commercial considerations, how they might represent this

—  there is an assumption that TS continues to underwrite concessionary scheme to the effect that TEL gets 73.6% of adult singie fare for each journey. TEL acknowiedges that any amendment to the scheme would have a significant effect on its

financial position. The scheme is subject to review by TS — TEL will make it clear in the Business Plan that the concessionary reimbursement is a key element of its revenues

—  we understand that the operating agreement with Transdev (DPOFA) will see revenue risk incentives removed? We are told this approach would be consistent with the financial assumptions in the Business Plan

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperative. 9
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Key features

®  The work was undertaken by the JRC and encapsulated in the STAG report

@® The first iteration of BCR came out very poor; there was significant change on amendment

® The key factor was to incorporate the level of bus service that would have been required to carry the additional traffic post deveiopment (without tram) and then reduce it (with tram) and incorporate the resuiting saving
® Other adjustments relate to the pianning growth assumptions

®  The resulting BCR was set at 1.61 (1A+1B) and 1.12 (1A)

Potential issues

TS have oniy just received the independent Due Diiigence report for review, aithough Scott Wilson have indicated that there are no “showstoppers” in there

These figures assume EARL is built; without EARL the Benefit-Cost Ratio would be improved

The definition of the “reference case” or “do minimum” scenario, which has assumed certain pro»bus measures in 2031 without the tram, notabiy the closure of Shandwick Place
The results of an exercise regarding experience elsewhere (commissioned by tie)?

The treatment of user charges had been an issue for TS” Economist, but we understand this is now resolved to his satisfaction

Apparent inconsistency of yieid values in the calculation of revenues between the STAG and Revenue & Risk reports. The JRC have undertaken to provide a reconciliation

In Vehicle Time (IVT) assumptions. JRC believe these are conservativeiy set. They are to provide a copy of the Stated Preference Report to TS

TEE calculations — JRC are to provide the cost spreadsheets to TS, also a calculation of a TEE test for the Phase 1a network alone

® The DFBC assumes a level of deveiopment at Granton consistent with city projections. 1f deveiopment has not occurred at Granton according to these projections and by the time 1b is deveioped, then there will be lower patronage and a lower BCR

than currentiy incorporated in the DFBC

There remains a Iingering sense that 1A takes the cost, 1B delivers the benefit, despite its low use, especiaﬂy in the eariy days.

1
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Tramco
® Tour bidders - Alstom, Bombardier, CAF, Siemens - bids received on 9th October
® The intention is not to complete the evaluation until the infraco evaluation is also underway; the results of the two processes will be announced together .

® How realistic is the timeline? - scheduled negotiations between preferred bidder to commence April ’07, with pre»development work in June 07

Infraco
® ITN issued 8th October
® Three Expressions of Interest received - Amec/Spie; Bilfinger Berger/Siemens; and Bombardier/Laing/GrantraiI
— Amec/Spie subsequently withdrew from the process due to internal capacity constraints
—  With two bidders and a less competitive process, any price rise will result in a lose of value for money
—  If one bidder withdraws then tie may be locked into an uneconomic procurement, and it may then be beneficial to start the competition again

®  Short timescale — Tenders to be returned and evaluated from January 07 with preferred bidder selected in May 07. The price submitted pre»decision may not necessarﬂy be accurate as bidders may tell tie what they want to hear to remain in the

competition and secure a better negotiating position
®  Novation issues still to be resolved — the different level of Iiabﬂity cap between tramco and infraco needs to be resolved
Deliverabi]jty
®  How realistic is the timetable? Is it achievable?

[ ] Running the two process concurrently

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati 11
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Infraco

® tie had previoust proposed full payment during the construction period with a retention bond equai to 10% of the price. 5% of the retention bond would be released on opening, with the remaining 5% being released after a maintenance period.
®  Milestones have now been incorporated as below -

— 8% - during construction

— 5% on successful testing and commissioning

— 5% on successful triai»running

— 5%on compietion of 98% system reiiabiiity test

tie are proposing to combining the retention bond with milestone payments.

Were the bond to be cash-collateralised, the 10% bond would effectiveiy mean that 75% of the price is paid via milestones during construction.

At the end of successful triai»running, there would be 10% payment (2 of the 3 miiestones) and half of the bond would be repaid.

During operations, it is anticipated that the remainder of the bond would be repaid, and the systems reiiabiiity payment would be made. This would bring the payments made up to 100% of the total value.
Such a combination of milestones and a retention bond might entail a significant financing cost.

VIM under such a contract would normaHy be secured by paying a significant amount of the contract price at the end of construction, and into operations

Were money to be saved by paying the Contractor earlier, it may be prudent to increase the risk contingency.
Tramco / Infraco Interface

[ ] Payment milestones to be devised, with regards to how Infraco will be remunerated by tramco, so that Infraco payment mechanism will match trameo payment mechanism

1

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I , a Swiss cooperative. 12
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The current plan has a decision point in February:
® To commission the ‘dig’ stage of the MUDFA utilities work
® To commit Transport Scotland and CEC funding for the main infraco contract

® Tie propose that the decision to commit Phase 1b should be deiayed

In February
®  There may be information on the cost of trams

®  There will be some first round bidding information on the infraco costs

® MUDFA costs will be known, as will design and management costs

®  There is an operating costs contract, but it can be reopened later

What is the alternative?

®  Wait for the second stage of infraco bidding — when infraco and tramco costs will be more fixed (late summer 2007)
® Delay MUDFA dig until autumn 2007 — at some contract cost and some delay for the project

® Take the opportunity for any renegotiation of operating contract that can be done now

[ ] Deiay may have some commercial advantages, and reduces project risk, but will postpone the system opening

® A later central government decision mirrors the DfT approach in Engiand more cioseiy

®  The alternative is uniikeiy to be attractive to TS

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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[ ] Highly unusual procurement method
—  two ITNs issued before the Final Business Case completed
® Not a PPP but coming closer to it

® What is the decision process?

[ ] Funding Shortfall to be addressed - FBC to be decided and Phase 1a and 1b approval is scheduled for February 07; Funding to be finalised in May 07 — associated affordabﬂity risks with this time Iag

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I !
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® Appendices
—  Network & phases
—  Timetable for phase 1a & 1b
—  Phase 1 Construction
—  Estimated Cost breakdown

—  Estimated profﬂe of capital expenditure

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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Timetable Phase 1a and Phase 1b (see Appendix for Phase 1 Construction)

Certainty over
Phase 1a costs??

Certamty over
Phase 1b costs??

Proposed :
CommenFe Commencement Phase 1a Phase 1b
Construction .
Phase 1a Construction targ‘et targ‘et
Phase 1b(a) opening opening

Dec Dec Jun Dec Jun Dec Jun Dec

2009 2009 2010 2010 2011

2007 2008

Note: (a)  Phase 1b to be constructed without certainty of funding?

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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Phase 1 Construction — trams to run from 04 30 to 00 00

Ocaan

.
=
)
o
3]
ke
Q
_{
@
2
3
2

Newhaven

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I !

, a Swiss cooperati

18

TRS00003162_0019



S
Lo TaE

S

::::::::'-:'-:'-:'-:'-:'-:'-:'cﬁ'c‘c‘c‘c‘c‘c‘c‘c‘c‘c‘cw,:;,:;@ S -.:EEEEEEEEEEEE“EE 2 S
: :::::::::EE***$**********EE::::::::::::::-.::::::::::EEEE@%@%:““““"“ s
WW‘

e

S

:
e ?.-
S

re

Utilities 62  100%
‘Tram Vehicles 55 87%
‘Infrastructure 207 81%
:Other third party works 9 94%
:Land & Property 24 85%
:Design 26 100%
:Project management etc

tie Project management 49 97%
DPOFA resources 8 87%
TEL management 4 100%
Legal resources 8 98%
Comms and marketing 3 100%
Other 97%

TotaI excluswe of Rlsk 464 88%

o h =
—
N
>~

Utilities 13
Tram Vehicles 3
Infrastructure 28
Other third party works 4
Land & Property 9
Design 2
Phase 1b

© 2006 KPMG LLP, the LLP member firm of KPMG International, a Swiss cooperative. All rights reserved. KPMG and the KPMG logo are registered trad ks of KPMG I l, a Swiss cooperati
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Estimated capital expenditure (s9.35)

250 -

£545m: expendimre

200 -

150 - ‘

£m

100 - ‘

50 - 3

0 | \ :

Cumulative Apr 07 to Oct 07 to Apr 08 to Apr 09 to Apr 10 to Apr 11 to
to Mar 07 Sep 07 Mar 08 Mar 09 Mar 10 Mar 11 Mar 12

Notes: {z a) Prepared on the basis of the estimated value of work done dun'ng the Pen’od concerned and does not reflect the final negofiafion of milestone schedules uporn which payment to Tramco and Infraco will be based

(1 b) Inclusive of 12% risk allowance included in the updafed cost estimates and reflects an assessment of when that risk allowance would be EXPEHdEd, if it were regui{ed, with reference to the nature and incidence of the Lmder]}/ing guanﬁﬁed

project risks

(c) Tie'’s contractors will require comfort as to the availabi, ity of ﬁmding (and tie’s abi/if}/ to meet its ob/{gafions as f]]e}/ fall due) for all committed work at the point of . signing the contracts, most notable at the point ufi/if}/ diversions commence

under MUDFA in Apn'/ 07 and the point of | signing the Infraco and Tramco contracts, currenf/}/ P/anned for ear]}/ Oct 07

(d) The cumulative EXPendI'fure at any point in time does not include the payments which would be regui{ed to eXfI'nguis]] oufsfanding contractual ob/{gafions in the Lm/ike/}/ event that the project was cancelled
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