














65.

66.

In December 2009, CEC also agreed that tie should cancel its contract with Transdev as tram
operator and allow TEL to take on full responsibility for planning the operational introduction of the
trams service. To ensure construction and operational planning was kept in two separate and distinct
entities, Edinburgh Trams Limited, a non-trading company then registered as owned by Lothian
Buses, was transferred to TEL. Transdev’s staff were also transferred to Edinburgh Trams Limited to

undertake the necessary planning work.

In addition, in December 2009, CEC agreed a revised structure for the board of TEL intended to
strengthen its ability to deliver integrated transport across the city. In deciding the membership of
TEL, CEC sought to include council officials to provide an operational link with CEC, elected
members to provide a political representation and non-executive directors with expertise in transport

issues. The board, whose membership is subject to the approval of elected members, now includes:
* achair

¢ the chief executive of tie who also became TEL'’s chief executive when ownership of tie

transferred to it

*  CEC representation in the form of six elected members, plus the Director of Finance and
the Director of City Development to provide operational and political links with CEC

* adirector with specific responsibility for the integration of bus and tram operations

* the managing director of Lothian Buses to support the establishment of the proposed

group structure, particularly in relation to bus and trams operations

* four non-executive directors with expertise in transport issues (who are also non-executive

directors of tie).

The Tram Project Board continues to be the project’s main
governance body responsible for overseeing the work of tie

67.

In the Auditor General’s June 2007 report we recorded how the Tram Project Board (TPB) exercised
overall governance of the project and included senior representatives from tie, Transport Scotland,
CEC and TEL (Exhibit 11). At the time, the construction work on the project was at a relatively early
stage and the TPB was a free-standing board with no direct reporting lines to other organisations. In
December 2007, elected members agreed that TEL should establish the TPB as a committee of TEL
with delegated responsibilities (Exhibit 12 on page 34). The TPB continues to be the project's main
governance body. Its broad remit is to oversee the execution of all matters relevant to the delivery of

an integrated Edinburgh bus and tram network.
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Exhibit 11: Original Tram Project Board governance structure

The original Tram Project Board included senior representatives from tie, Transport Scotland, CEC and
TEL.

City of Edinburgh Council
Director of City Development

Source: Audit Scotland

33



Exhibit 12: Current tram project governance arrangements

The current governance arrangements are designed to take into account the need to oversee the work of
tie, the need to keep elected members informed of the project’s progress and the planned future role of
TEL in providing integrated tram and bus services.

City of Edinburgh Council
Retains responsibility for certain reserved
matters including approving an operationat
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Source: Audit Scotland
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Membership of the Tram Project Board includes key roles identified by the
Office of Government Commerce

68. The Office of Government Commerce (OGC), amongst others, has published a range of guidance on

managing successful projects including the role of project boards. There is significant variability in

the way project boards are constructed and the composition of individual boards must suit the

circumstances of the project. The OGC has, however, defined three roles which should be

represented on project boards."® The current membership of the TPB includes these three roles

(Exhibit 13).

Exhibit 13: Current composition of the Tram Project Board

The composition of the Tram Project Board includes key roles identified by the OGC.

Membership of Tram

Project Board

0oGC
classification

TEL chair (chair of TPB)

Not classified

The chair provides overall leadership to the TPB.

Chief executive of TEL and
tie

Senior
responsible owner

The chief executive is responsible for ensuring that
the tram project meets its objectives and delivers the
expected benefits. He is personally accountable for
the success of the project.

TEL director responsible for

Senior supplier

The director represents TEL from the perspective of

integration of bus and tram representative the eventual supplier of operational tram services.

operations

CEC Director of Finance Senior user The two CEC officials represent the ultimate recipient
representatives of the trams project. They are there to ensure that the

CEC Director of City
Development

project deliverables are fit for purpose and to provide
an operational link with CEC.

Four non-executive
directors (who are also non-
executive directors of tie)

Not classified

The non-executive directors bring expertise in
transport issues.

Source: Audit Scotland

69. Akey role for the TEL board is to exercise adequate oversight over the project’s progress and risk

management arrangements. The TPB, as a formal sub-committee of TEL, is responsible for

undertaking this role. The chief executive of tie and its four non-executive directors are also

members of the TPB.

®Managing Successful Projects with PRINCE2, Office of Government Commerce, 2009
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Transport Scotland is no longer represented on the Tram Project Board,
despite its significant financial commitment

70. As originally constituted and reported in the Auditor General’'s 2007 report, the TPB included
representation from Transport Scotland. However, in June 2007, following a Scottish Parliament
debate and vote, Ministers announced that the Scottish Government’s financial contribution to the
project should be capped at £500 million and Transport Scotland withdrew from the TPB. This
changed the emphasis of its role in the project to managing the grant funding.

71.  Under this regime, Transport Scotland considers that it does not have the same oversight role for the
trams project as it has for other Scottish Government transport projects which it manages directly, for
example, in relation to risk management.17 Transport Scotland has, however continued to hold
quarterly meetings with CEC to discuss progress with the project. There are also clear project
monitoring processes, with grant claims or requests for payment checked and authorised prior to
processing. Regular reporting to Transport Scotland’s Rail Delivery Directorate board and its main
board also takes place.

72. While tie considers that the whole of Phase 1a will not be delivered within the £545 million limit,
Transport Scotland continues to make grant payments to CEC. There is no requirement in the grant
offer that the Scottish Government’s continued funding of the project should be withdrawn if it
became clear that Phase 1a could not be delivered for £545 million. Transport Scotland therefore
continues to make payments in respect of valid work undertaken while the project continues. In light
of the project’s current progress, Transport Scotland and CEC are reviewing the conditions
contained in the grant offer letter. The auditor will continue to monitor developments on this as part of
his 2010/11 audit of Transport Scotland.

Council officials exercise oversight of the project through an
internal planning group

73. The CEC established a Tram Internal Planning Group (IPG) in October 2006 to provide an oversight
of the different strands of work required to advance the delivery of the trams projects. The IPG has
met monthly since May 2008 when construction commenced. In May 2010, the IPG’s remit was

changed to focus more explicitly on:

* the provision of CEC management scrutiny and oversight of the tram project, including the
monitoring of progress against the programme timetable and budget

" Transport Scotland is responsible for the delivery of most Scottish Government transport projects and has significant skills and
experience in this area.
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74.

* the identification, management and mitigation of risks to CEC and Edinburgh resulting
from the project failing to achieve its objectives

* ensuring that CEC co-ordinates its resources and activities to support the project’s

implementation

* ensuring that the interests of wider stakeholders, such as elected members, in the tram
project are fully considered and communications with key stakeholders are properly

managed

*  monitoring and assisting with the integration of tie, Lothian Buses and TEL.

The core membership of the IPG includes the chief executive and the Directors of Finance and of
City and Development who are also members of TEL and the TPB. Other members include the
Director of Corporate Services, and the Heads of Transport, Communication, and Legal and
Administrative Services. The Head of Transport in particular plays a key role as CEC’s nominated
Tram Monitoring Officer in providing direct operational liaison between CEC and TEL and in ensuring
that CEC’s interests are fully represented. Although not a member of TEL and the TPB, the Tram
Monitoring Officer is expected to attend their meetings.

The project’s progress and risks are reported regularly

75.

76.

The TPB meets every four weeks to consider reports from tie’s Tram Project Director. Issues which
the TPB consider include progress with the project, updates on the dispute with BBS, the financial

position, reviews of tie’s risk register and health and safety matters.

Day-to-day responsibility for delivering the project rests with the Tram Project Director who is
supported by five teams responsible for delivery and programme, engineering matters, procurement,
finance, and operations and maintenance. The Tram Project Director exercises project control

through four-weekly reviews of progress with project managers.

The commercially confidential nature of some of the issues reported has
caused frustrations

77.

In May 2008, CEC formed a Tram Sub-Committee of the Transport, Infrastructure and Environment
Committee to oversee decisions with respect to the trams project and to facilitate communication
with elected members on its progress. As part of this, CEC expected that TEL, the TPB and tie
would provide regular reports and recommendations to the sub-committee. In reality, the sub-

committee has met only six times, and not since March 2010. Given the profile of the project, its cost
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78.

79.

80.

81.

and the reputational risks involved, most reporting has been made directly to elected members at full
meetings of the Council.

The full Council has received regular reports on the project’s progress and on attempts to resolve the
dispute with BBS. There have, however, been restrictions on details surrounding the dispute with
BBS and the level of financial information included within council papers due to some of it being
considered to be commercially confidential. In particular, in June 2010 the full Council asked officials
to provide a refreshed business case for TEL detailing the capital and revenue implications of all the
options being investigated by tie for taking the trams project forward. The paper considered by the
council in October 2010 provided only limited financial detail as the TEL Business Plan contained
information on patronage assumptions for buses and trams which were considered to be
commercially sensitive.

The TEL Business Plan was subsequently provided to elected members at the December 2010
council meeting, although certain information on forecast passenger volumes and TEL profitability
was redacted. However, officials gave full copies of the TEL Business Plan to members of each
political group on request subject to written undertakings that they would not disclose commercially

sensitive information to any other individual or organisation.

In addition, elected members who receive full information in their position as board members of TEL
(although there are no councillors who are members of the TPB, councillors who are non-executive
members of TEL can attend TPB meetings) are unable to share this information more widely with
political group colleagues. The auditor of CEC recorded in her report on the 2008/09 audit that this
continues to cause tensions and frustrations amongst elected members. This reflects more generally
the potential conflicts of interest that can arise where councillors who serve as directors of bodies set
up as commercial companies, become subject to the requirements of companies act legislation.
These include for example, a responsibility to always act in the interests of the company and to abide
by commercial confidentiality.

A key factor contributing to the tensions surrounding the project is that there are different views as to
the need and value of the trams system. The project was developed and approved when the Labour
Party held an overall majority in the council. The current ruling group consists of a Scottish Liberal
Democrat/ Scottish National Party coalition. Members of the current administration 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.
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Appendix 1. Project timeline

June 2000 | CEC publishes its Local Transport Strategy which sets out that the development of a
tram network is central to its transport policy.

April 2001 CEC commission feasibility studies into Edinburgh tram system

May 2002 CEC establishes tie as an arms-length company to investigate how best to deliver its
local transport strategy.

September | tie submits its proposals to CEC, identifying three trams lines as the most promising in

2002 terms of economic viability and benefits to the city.

March Scottish Ministers announce £375 million available in principle for tram system.

2003

January Two Bills submitted to the Scottish Parliament intended to enable the construction of

2004 the tram system.

September | tie appoints Parsons Brinkerhoff to facilitate the early identification of utility diversion

2005 works and completion of design drawings.

March Bills receive Royal Assent.

2006

October tie appoints Alfred McAlpine Infrastructure Services to be responsible for the diversion

2006 and protection of utilities along the tram route.

June 2007 | Auditor General publishes his report ‘Edinburgh transport projects review’ which
includes the trams project. The report concluded that the arrangements in place to
manage the trams project appeared sound although the final business case had yet to
be approved. It said that a range of key tasks, such as the commencement of utilities
diversion works and negotiations with bidders over the infrastructure construction
contract, needed to be completed before the business case could be signed off. Unless
work progressed to plan, cost and time targets may not be met.

June 2007 | Following a debate and vote, the Scottish Parliament calls on the SNP administration to
proceed with the Edinburgh trams project within the budget limit set by the previous
administration. The Scottish Parliament notes that it is the responsibility of tie and CEC
to meet the balance of the funding costs.

October tie signs pre-contract agreements for the supply and maintenance of 27 tram vehicles

2007 with Construcciones y Auxiliar de Ferrocarriles SA.

October tie announces the consortium Bilfinger Berger Siemens (BBS) as the preferred bidder

2007 for construction of the tram infrastructure, including rails, overhead power cables and a
tram depot.

December | tie signs a mobilisation and advance work agreement for infrastructure construction

2007 with BBS.

December | tie publishes its final business case for the tram network. Phase 1a (Edinburgh airport

2007 to Newhaven) is expected to cost £498 million. Phase 1b (Roseburn to Leith) is
expected to cost £87 million. Trams are expected to be open for revenue service by
spring 2011.

December | CEC approves the final business case.

2007

January Scottish Ministers offer grant support for Phase 1a of 91.7 per cent of eligible capital

2008 costs subject to a maximum grant of £500 million. The Scottish Government’s grant
offer is conditional on project costs not exceeding £545 million, a positive benefit cost
ratio and no requirement for an ongoing subsidy once trams are operational.
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May 2008 BBS appointed as contractor for the construction of the tram infrastructure. On
execution of this contract, the contracts for systems design and tram vehicle
construction and maintenance are transferred to it.

February Maijor dispute arises between BBS and tie, one week before track-laying work was due

2009 to start in Princes Street, amid claims that BBS is seeking an additional £50-80 million
funding.

April 2009 CEC announces that, in view of the economic downturn, Phase 1b of the project is not
proceeding in the foreseeable future.

June 2009 | A week of informal mediation is held between tie and BBS which examines, among
other things, the interpretation of key clauses in the pricing schedule, risk allocation and
the substantiation of changes and value engineering issues

July 2009 tie reports to the Tram Project Board that the mediation had not been successful. Tram
project Board endorses tie’s strategy of adopting a more formal approach to managing
the contract.

November | Carillion (who bought over Alfred McAlpine in December 2007) completes its works

2009 package of diverting 40,000 metres of utility pipes and cables. tie appoints Clancy
Docwra and Farrans to divert the remaining 10,000 metres

December | Following further disputes with BBS, the Tram Project Board concurs with tie’s proposal

2009 that, in view of lack of progress, a fundamental review of the contractual position with
BBS should be conducted. If required, formal legal processes should be started to bring
the major issues to a head to allow the project to progress.

March tie informs CEC who tells Transport Scotland that it is unlikely that all of Phase 1a of

2010 the project can be delivered for £545 million. £348 million has been spent on the project
up to that point.

March The Tram Project Board approves tie’s strategy for the future direction of the project

2010 including management of the infrastructure construction contract with BBS.

June 2010 | CEC reports to full council meeting on progress of the project. Council requests a
refreshed business case detailing the capital and revenue implications of all options
being investigated by tie.

October CEC reports to full council meeting in response to its June 2010 request. The report

2010 provides an update on progress and outlines an incremental approach to the project
which would see the opening of a line from Edinburgh Airport to St Andrew Square as
the first phase. No cost or benefit figures are provided and the council requests a
further report to be prepared for its December 2010 meeting.

October The Accounts Commission and the Auditor General for Scotland announce their

2010 intention to carry out a further review which will provide an independent commentary on
the Edinburgh trams project’s progress and costs to date and its governance
arrangements.

December | Refreshed trams business case is presented to full CEC council meeting. Report

2010 includes the consideration of the incremental delivery of Phase 1a, an update on the

economic case for Phase 1a, expenditure to date and an assessment of funding and
affordability. The council also notes that a report would be submitted within one year on
the operational and governance arrangements necessary to secure the integration of
bus and tram services.
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Appendix 2. Main parties involved in the

project

Funders

Transport Scotland

The Scottish Government, via Transport Scotland, has agreed to provide
up to £500 million for the project subject to the conditions set out in the
grant agreement being met. These include CEC approving a final business
case for the project which shows that the total cost of the project should
not exceed £545 million, that the project has positive a benefit cost ratio
and that there is no requirement for ongoing subsidy once trams are
operational.

City of Edinburgh
Council (CEC)

Delivery bodies

Transport Initiatives
Edinburgh (tie)

Provides the balance of funding. The Council is currently looking at how to
source additional funding up to a maximum project cost of £600 million.

An arms length company wholly owned by CEC. Responsible for the
design, procurement, construction and delivery of the trams network.

Tram Project Board

A formal sub-committee of TEL. Monitors execution of the project and has
delegated authority to take the actions necessary to deliver the trams
project.

Transport Edinburgh Ltd
(TEL)

Contractors

Transdev

An arms length company wholly owned by CEC. Has overall responsibility
for delivering an integrated tram and bus network for Edinburgh. The
original intention is that once the tram network is delivered, TEL will be
responsible for delivering an integrated tram and bus service.

Transdev was appointed as the tram operator in May 2004 to assist
planning of an integrated service network with TEL. The contract with
Transdev was later cancelled in December 2009 as a cost saving
measure. CEC now intends that TEL will be responsible for operating an
integrated tram and bus service.

Parsons
Brinkerhoff/Halcrow

Appointed in September 2005 as SDS provider to facilitate the early
identification of utility diversion works, land purchase requirements and
traffic regulation requirements and the completion of design drawings.

Alfred McAlpine
Infrastructure Services/
Carillion

Alfred McAlpine was appointed as the contractor responsible for utilities
diversion work in October 2006. Responsibility passed to Carillion when it
acquired Alfred McAlpine in December 2007. When Carillion completed its
agreed work package in late November 2009, Clancy Docwra and Farrans
were appointed to complete utilities diversion works.

Construcciones y
Auxiliar de Ferrocarriles
SA (CAF)

Responsible for tram vehicle construction. Appointed in May 2008.

Bilfinger Berger
Siemens (BBS)

Responsible for infrastructure construction. Appointed in May 2008. At this
point, responsibility for systems design and vehicle supply and
maintenance passed to BBS, and Parson Brinkerhoff/Halcrow and CAF
joint the consortium.
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