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Hg Cert 1 COMMERCIALLY SENSITIVE - FOISA EXEMPT 

Attachments: Payment Application 1 Paper 2.doc 
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Dear All, 
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Following yesterday's meeting on the valuation of Hg Certificate 1, I thought it would be useful to set out a separate note 
(atta.ched) prior to tomorrow's meetil'lg fA with my observations. 

Alan 
S ·3op , ( l~J:i 
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Hg Cei·tifica te 1 

Paper 2 

Ap1·il 2011 

Ovei·view 
This 11ote follows a meeting at City Point on tl1e 26111 Apr·il 2011 to discuss tl1e 111alce 
UtJ of the vall1ation of Hg Ce1·tifica.te 1. Tl1e 111eeti11g was attended by Colin S1nith 
(Hg), Alan Coyle (CEC), Steve11 Bell (tie), De1mis Ml11-i·ay (tie). 

The objective of the meeting was to co1ne to a -co111111011 unde1·standing in the quantum 
of Hg Ce1·tificate 1. I was subsequently aslced to spend a fu1·ther l1om· witl1 Steve.n 
Bell to go over tie's poi11ts again. · 

Fro1n 111.y ow11 accot1nting pe1·spective, the valuation 1nust be able. to stand up to 
independe11t sc1·utiny (A11dit Scotland and T1·anspo1·t Scotland p1·i111a1·ily) . 

Tl1e a1·eas that I saw as 1·equiI·i11g fu1·the1· evidence to baclc up a pa1-ticula1· ele111ent of 
tl1e ove1·all valuation of £271n 1·elated to the following; 

• Design£l.81n 
• Depot Wo1·Ics £5.51n 
• Sie111e11s Supply Chain and Otl1er Costs £5.4n1 

Colin is seelcing the fu1·the1· info1·1nation to suppor·t these nu1nbe1·s and I l1ave no 
1·eason to doubt tl1at it will be p1·ovided; assuJning tl1e evidence will be of the 1·equi1·ed 
quality I see no p1·oble1n in being able to de111onst1·ate CEC l1as derived a11 asset(s) 
fi·o1n these pay1ne11ts. 

The 1·emaining elen1ent of the valua.tion 1·elates p1·itna1·ily to Sietnens Mate1·ials 
( c£1 4n1). Tl1e full schedu.le of 111ate1·ials has bee11 p1·ovided by I11fraco (which has 
b.e.en ve1·ified by tie site visits and acknowledged as beit1g 111ate1·ially accu1·ate) . I see 
no 1·eason to doubt the validity of tl1e 1nate1·ia.ls pay1ne11t. 

Hg/tie Positions 
Wl1ilst I ca1111ot co1mnent fi·om a QS pe1·spective it would seem tl1at tl1e 1·espective 
positio.n.s will neve1· agt·ee. What is itnpo1t ant is that the Hg Ce1·tificate p1·ovides a fai1· 
a11d p1·ofessional valuation of the issues. I believe, tollowi11g the 111.eeting yeste1·day, 
tl1at tl1e valuation is fan· a.nd p1·otessiona1, wl1ilst, i111po1tantly, ensu1·ing that CEC 
acquu·e so1nething ta11gible fo1· the JJay111ent, wl1ether asset in the ground 01· 

intellectual }J1·ope1-ty tlu·ough des.ign. The i1npo1tant issue is tl1at the Hg position is 
a11·ived at without beit1g clouded by detailed knowledge of the Infi·aco co11t1·act ar1c.1 the 
01·iginal Const1·uction Worlcs P1·ice (whicl1 l1as clearly 1noved on). The Hg position is 
also based on. MOV4 and the Heads of Te1·111s fi·o1n Mai· Hall. 
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Tl1e 1·espective positio11 can be su1runa1·isec.1 as follows; 
Inf'1·aco Hg Ce1·tif'icate tie Position £n1 

Applicatio11 £1n £m. 
BBUI( 9 .. 057 7.5 c5.55 
Sie111e11s 14·. 596 14.596. ? • 

(Mate1·ials) 
Sie111e11s (Otl1er) 5.407 4.907 0 
Sie111ens Tota.I 20 .. 003 19.5 ? 

• 

· Ove1.·all Total 29.060 27.00 ? • 

Ta1cing each of th.e ite1ns, n1y obse1·vations fi·o1n the rneeting we1·e as follows; 

BBUI( 
tie aclcnowledge tl1e £1.8111 design ele1nent is acceptable. 

tie acl<novvledge that of the £5.Sm de1Jot worlcs, tl1ey could atTive at c£3m. I tl1inlc tl1at 
within tl1e global 11u1nbe1·, the tole1·ance level of the diffe1·ing positions is acceptable 
011 this point. tie will a1·gue tl1at this pay111ent fo1· BB is effectively a catcl1 up of 
histo1·ical ite111s sucl1 as p1·eli1ns. 

Siemens 
tie will a1·gue t.hat the £5.4m item fo1· Sie1ne11s is a catcl1 up on histo1·ical ite1ns and 
crn111ot be justified by any othe1· means. 

Witl11·ega1·d to 1nate1·ials, tie a1·e a1·guing the point fi·o1n tl1e 01·iginal cont1·act wo1·l(s 
price wl1icl1 was c£251n agail1st t.he cun·ent numbe1· of £39m. Sie1nens hav.e ah·ea.dy 
aclcnowledged the £14111 of the original p1·e-payn1ent fi·o1n May 2008 a.pp lies to 
1nate1·ials a11d have deducted this fi·o1n the £39111. The tie position on this item cannot 
be de1nonst1·ated as they have no visibility to tl1e 1nake up of the Siemens nu1nbe1·s and 
tl1e1·efore cannot say wl1ethe1· tl1e Sie1nens. nu1nbe1· is co11-·ect 01· not, othe1· thrni to say it 
is gi·eate1· than the 01iginal co11t1·act p1·i.ce. tie's a1·g1..11nent ta1ces no account of scope 
cl1a11ge sil1ce the 01·iginal }Jt·ice. 

Ove1·all, tie will argue that, in part, the application fi·om Infi·aco fo1· Ce1t 1 has 
ele1nents ofhisto1·ica.l delay costs included. They will .also a1·gue that Infi·aco a1·e 
including changes that we1·e in dispute (not fo1·1nal DRP) eithe1· fo1· ar·eas of p1·inciple 
01· value. . . 

None of tie's a1·gu111ents are 1·elevant at the point MOV5 is signed. They will rn·gue 
tl1at by agreeing to pay Ce1·t 1 at the poit1t ofMOV4, that CEC it1c1·eases it's 1·isk of 
cash exposu1·e if MOV5 is not signed. 

It is n1y view that this is a com1ne1·cial call fi·om CEC's pers1Jective to 1nalce pay1nent. 
I-Ioweve1·, the pay1nent secu1·es title to assets that we will use on tl1e p1·oject and pa.ys 
the .co11so1tiu111 fo1· wo1·Ic tl1ey ha.ve physically done. Tl1e1·e is no point i11 contin11ing to 
a1·gue l1istorical co111n1e1·cial points when the issues have rnoved on as we seelc to 
move the project fo1·wa1·d fo1· the good of the city. 
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