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1.0 Introduction

General

This due diligence report has been prepared on the instructions of ••••••
••••••••••• " Transport Scotland (TS), dated 11 July 2007 and
following a proposal dated 6 July 2007, put forward by Cyril ~weett. The review has
been prompted by the transfer of the role of Authorised Undertaker to TS from the
Waverley Rail Partnership, and TS's. need to understand the status of the scheme
prior to taking up that role.

Undertaken as a due diligence exercise, this reports seeks to give a commentary on
the robustness of the information at a particular point in time rather than rebuild the
core data to establish an. alternative project perspective. The due diligence is based
on the project status and information available in early July 2007, and has been
developed jointly by a team comprising of Cyril Sweet and Transport Scotland staff.

In undertaking this review, it is recognised that the business case in support of this
project addresses and relies upon a number of social and economic factors rather
than a single financial business case. The brief for this review however, was to focus
upon certain financial and technical aspects of the business case as available in early
July 2007.

Background

The Waverley Rail Project proposes the re-establishment of a rail link connecting the
Scottish Borders and Midlothian to Edinburgh Waverley and from there into the
national rail network. In doing so it will allow the region to realise economic
development opportunities and facilitate new housing.
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2.0 Methodology

The due diligence exercise was to be undertaken over a period of approximately 8
weeks, and in order to make best use of time a small team was assembled comprising
of both Cyril Sweet and Transport Scotland staff, and who were identified as specific
team leaders for the review of specific elements of the project. Each group were to
review their sections independently. Once key items were identified a combined team
review would take place to avoid duplication or omission.

Given the specialist nature of the review of activities associated with land purchase,
CPO etc, Knight Frank were appointed in August 2007 to review this element.

Led by Cyril Sweett the team and their responsibilities were as follows:

• Business Case Review -
• Capital Cost Review -
• Land Purchase
.' Programme-
• Procurement - •••••• ~
• Risk- L
• Governance - ••••••••

Each of the nominated team leaders were asked to undertake a desk top review
based upon the information current within the project as at the first week in July 2007.
Where necessary, information was to be requested directly from the Borders delivery
team through Turner and Townsend (SBC's Project Managers). To this end Transport
Scotland wrote to Borders Project Group, advising· them of the undertaking of the due
diligence and authorising Cyril Sweett and other team members to receive that
information necessary for the review.

This information has been collated and held on an independent and standalone
network maintained by Cyril SWeet for the purposes of document control,
communication and dissemination amongst the teams.

Within the time available individual team members were also authorised to seek
points of clarification from within the Borders team to ensure the current information
was being used, and to avoid any misunderstandings and interpretations.

In addition to the desktop review, a series of individual meetings were held with
various members of the borders team and including: .

_- Scottish Borders Council
• .- City of Edinburgh Council

Turner and Townsend

These individual meetings were largely to put into context the due diligence exercise,
and also seek vi~ws on key issues as perceived by the Borders executive team.
Individual team reports are contained as a series of appendices to this report and are
unabridged.

T:Uobs\14000· Transport RaMeport draft\Bordera Report 6 A McSmythu~Vel'$ion 12.doc

4 Tel: +44 (O}207061 9000
Fax: +44 (0)20 7430 0603



(w) cyril sweett
global knowhow

Once in preliminary draft form the report was reviewed jointly with TS to validate
compliance with the brief, and context of comments.

The Executive Summary highlights the key points from each of the individual reviews,
and in several areas identifies the need for further investigation to reach a conclusion.

Excluded from the review were:

• Rolling Stock
• FM and Life Cycle costs
• Detailed evaluation of land values
• Re-construction of the business case
• Technical design review
• Professional Fees
• Value for Money to date
• Legal appointments, liabilities etc created by the drafting of the transfer
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3.0 Executive Summary"

3.1 Ge.nerally
"~ .

Following the authorisation of the business case in 2003, the necessary statutory
instruments were subject to a parliamentary review, culminating in the Royal Assent
being given to the Waverley Railway (Scotland) Act in April 2006.

The Act gave Scottish Borders Council powers" for the creation of the new rail link
referred to as Borders, and providing rail transportation facilities from Edinburgh
Waverley through to Tweedbank. With the granting of the Royal Assent, and as a
result of the parliamentary process, a package of 512 parliamentary undertakings
were created, execution of which is required as part of the Borders project.

Since the granting of Royal Assent, the project has been required to address several
fundamental issues which include:

• The proposed transfer of the role of Authorised Undertaker from the Waverley
Rail Partnership to Transport Scotland

• Review of the procurement strategy to be adopted, i.e. 0 & B versus DBFM
• Protracted negotiations with Network Rail
• "Concerns regarding cost escalation, particularly with regard to land value

It is clear that in attempting to address these points in the period from Royal Assent to
date, the progress that would normally have been expected to be made in the
implementation and delivery of the Borders project has not been achieved, leading to
evident frustration in TS, WRP and the implementation team. Resolution" of these
points will enable the project to move forward.

Partially for the same reasons, the project has not been able to establish a robust,
common understanding of the present position in terms of:

• Ownership, responsibilities for delivery and operation
• Cost, both capital and land related
• Scope of works, including key operating parameters
• Programme
• Procurement route

The following, identified in their respective section heads, highlights the key points for
each package.



3.4 - Land and Property Purchase

Knight Frank w~r~ appointed in mid August, with a brief to:

• Audit and comment upon the process and procedures adopted by WRP for
. the valuation and purchase of land and properiY .

• Review tlie overall value of land, and cost of purchase as reported by WRP

The following ,is a preliminary review only of Knight Frank's report and claiification
has been sought on several points. The key points are: '

• Compensation levels appear low, and are base d~ted at March 2006 with no
adjustment for escalation

• Land transfers from the local authorities are' included at zero cost, i.e. they
form a contribution from the authority .

• 'General level of valuation appears appropriate to the marketplace
• Inflationary elements may be understated by _ although this Is

subject to individual negotiation, and the projections are not sufficiently
sensitive 'to reflect thi!=:lp.w~1



• Strategy of purchasing land in advance and in tranches, could be expanded
to all land being purchased in advance to maximise potential benefits to the
project. .

3.5 Programme

A number of past exercises that have effectively re-baselined the original project
programme used in the business case have been carried out, making a direct

. comparison with the original programme of limited benefit. It was therefore agreed to
use the current programme at July 2007 as a reference point.

A preliminary review of the programme indicated that at a high level it provided a
comprehensive scope of work, critical path and logical sequence of works culminating

" f·in the generally accepted overall completion date. A more detailed review however
identified a number of potentially significant flaws in the logic network around which
the programme was struCtured.

In summary, whilst individual components of a specific task were logically linked
together, a number of critical tasks were not linked to subsequent activities for which
they were essential. Unusually, they were linked directly to the project end date.

Meetings have been held with Turner and Townsend, and a joint review has
attempted to address this area of missing .logic, with a result that the projected end
date of the project is extended to May 2012 ..

Other key points are:

• No provision within the programme appears to have been made for securing
the appropriate possessions necessary to undertake modification and
extension works to the existing Network Rail track fa. allow connection of the
Borders line into the main network .. '

• Similarly, no provision has been made for the time to execute the work to
modify the existing main line network

• The team are aware of the current review of procurement strategy, see below,
which may involve the adoption of a DBFM procurement route for the main
works. In this event, the programme would require substantive revision; with
the expectation overall project delivery would be delayed by between 12 and
18 months ..
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3.7 Governance

Given the size and complexity of the project, and the experience available within
WRP, the client organisation charged with currently delivering Borders, it is
considered unlikely WRP have the requisite experience to deliver such a project

The project is at a comparatively early stage of implementation, and for the position
reached, the overall governance adopted by WRP appears adequate. Several reports
in the governance of the project have been produced and these have not been
reviewed in detail. From an overview compiled· between the reports and
teleconference with PWC, these reports adopt a similar position.

A strategic board has been established with direct responsibility for the delivery of the
project, and the appropriate authority levels commensurate with that delivery ..

Day to day responsibility is delegated to the project working group, who in turn have
appointed Turner and Townsend as the project managers leading the detailed
technical implementatton team.

Appropriate project management plans are in place although no audit has been
undertaken to review compliance. The processes and procedures will need
substantial restructuring and reinforcing as the project moves to its next stage of
detailed implementation.

In particular areas to be made more robust include:

• Appointment of a project director experienced in delivery of similar projects
and charged with the responsibility for delivery of the project

T:Uobs\14000· Transport Raif\Report dratt\8orders Report - A McSmythurs Version 12.doc
12 Tel: +44 (0)20 7061 9000

Fax: +44 (0)20 7430 0603



• Development and implementation of a comprehensive and robust change
control process for both design and post contract stages

• Compliance with of a more substantive, consistent and linked reporting
process. This will include electronic generation of reports created and initiated
by the individual members of the project team, fed electronically through to the
programme team who then use the same raw data to produce a strategic
overview.

• Clear levels of delegated responsibility and authority

3.8 Procurement

The key decision regarding procurement of the main contracts associated with the
Borders Rail Link has yet to be taken, and has been the subject of considerable
debate. This review is aware of PWC's report which was largely inconclusive
regarding the benefits of adopting either a D & B or a DBFM procurement route, and
does not reproduce that report's commentary. However it should be noted the report
assumes NR standards apply and that NR approve and maintain the railway. Should
that position alter and an independent group be used, PWC may well have arrived at
a different conclusion.

A clear and early decision regarding the procurement route to be adopted for the main
works is required. It is clear that until this decision is made, thereby enabling a
number of key activities to be released and decided, the project is not able to move
forward with any degree of certainty or efficiency.

A brief overview of the existing appointments made by the Borders team, primarily
associated with the technical team and their scope of services indicates compliance
with OJEU processes and a coordinated scope of services has been established,
enabling the team to move forward. This will require significant development as the
project moves into the next stage.
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4.0 Conclusion

As at 17th September 2007 the Due Diligence exercise requires completion in certain
areas, although it is not expected any significant new issues will be identified.

The project is at a stage where activity will need to increase substantially in order for it
to move forward effectively through the next stages. It is therefore important for
Transport Scotland to be clear of the extent, cost and programme of the Waverley Rail
Project.

• Key points from the review to date are:
• The technical and financial elements of the business case are not considered

as robust as they should have been.
• Cost estimates appear understated by approximately ••••••
• Processes for land valuation are reasonable, although the overall assessment

of value is low
• The programme is overly optimistic and is not robust in its structure .
• The overall management of risk is logical, although the financial provision

made is low given the stage reached by the project.
• Governance is appropriate at this stage, but not always implemented
• Key and early decisions are required regarding the procurement of the main

works.

In light of the findings of this review, it is therefore recommended that consideration be
given to the following in order for TS to obtain such clarity:

• Preparation of an updated business case
• Development of concept technical proposals to ensure a match between the

anticipated demand with available capacity
• Confirmation of the procurement route for the major elements of work
• Preparation of a 'bottom up' capital cost estimate adapted to include items

currently excluded, i.e. NR interface works, Parliamentary Undertakings
• Establishment of a robust completion date by developing the existing

programme to include a full logic network across critical items, reflecting the
procurement route and risk issues

• Establishment of the criteria and key dates for the transfer of undertakings to
TS

• Review of the legal agreements for compliance, risk model
• Confirmation of the structure, duties and composition of the delivery team
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Appendices - Review Team Reports

A. Business Case...--l
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A. Business Case
Borders Due Diligence Report - Economics, Revenue
and Patronage

1. Introduction

The purpose of this note is to examine the assumptions implicit in the business case for the
Borders Railway in terms of patronage, housing assumptions and economics and to perform
some initial sensitivity testing around these assumptions. A separate workstream, at the time
of writing, is examining the capital cost assumptions and operating costs and this work will
be incorporated in due course.

The lack of information present in the current business case has made this task significantly
more difficult than anticipated. The analysis is presented below.

2. Executive Summary and Conclusions

The analysis undertaken in this note has brought to light a number of concerns over the
quality of the current Waverly Business case.

The presentation of information in the business case (BC) is very poor. It is difficult to follow
and there are numerous errors, both mathematical, methodological and in stating the nature of
the development of the case. There is a significant lack of information on many of the issue
that the document should be covering including operating cost assumptions, fares
assumptions, patronage assumptions, housing assumptions, roIling stock requirements and
renewals costs.

It has been possible, due to the availability of supplementary information not contained in the
BC or supporting documents, to extract many of the assumptions that are implicit in the
current business case. The conclusions are as follows:

• There are significant mathematical and methodological error is the business case. The
reported BCRs of 1.25 to 1.30 are subject to calculation errors and inappropriate
application of economic techniques. When these errors were corrected the BCR lies in the
range 1.55 to 1.75.

• The BC uses FareBox revenue as a proxy for economic benefits. This is against the usual
practice of capturing savings in time, vehicle operating costs etc. This was discussed with
analysts in Transport Scotland in late 2006 and agreed based on the
unavailability/unsuitability of an appropriate transport model. It has come to light,
contrary to information given at the time, that traditional methods were used to calculate
all but the economics of the project. The impact on the res~lts is uncertain but this issue
implies that caution should be taken.

• The patronage assumptions and the resultant implications for the housing assumptions
seem high. The BC assumes 3% external growth, whi<;h is not unreasonable and then
applies additional housing assumptions to this up to 2025. Opening year patronage is
based on the original STAG work but there is significant unexplained growth to 2016. The
biggest implication· of this is that it would appear that the patronage assumptions implicit

I



in the business case exceed the design capcity of the railway. The BC implici~ly predicts
crowding on some AM Peak Trains by 2019 and on all AM Peak trains by 2025. This
crowding is above design capacity by 2025-2030. By 2035 some peak hour trains are
likely to be at double the maximum capacity.

• This level of patronage would seem to imply, using the assumptions contained in the
original STAG work over trip rates, the construction of an additional 23500 houses (each
with an occupancy of on average of 3) between 2013 and 2025.

• A lower level of patronage growth test (3% per annum after the 2nd year) based on the
business case opening patronage assumptions still results in the potential for some AM
Peak trains to be at or around capacity in 2035 and gives a benefit cost ratio of between
0.22 and 0.25 (depending on Optimism Bias assumptions).

• Using the BC housing assumptions to 2016 and applying 3% growth after this date gives a
Benefit-Cost Ratio of between 1.24 and 1.43 but the railway is likely to be above capacity
at some points in the peak by 2019 and at all AM Peak points by 2030.

• For a BCR of I, annual growth of 5.32% is required. This level of growth would appear to
exceed design capacity in the AM peak for certain in 2035 and is likely to be the case by
2027. I

• This analysis above does not so far consider an uplift in the capital costs or operating
costs. There is some evidence that capital costs are already significantly higher than those
stated in the business case. As a separate workstream, an examination of the capital cost
and operating costs assumptions will be undertaken at a later date.

3. Information reported.in the Gateway 1Business Case

The most basic point to make is that the presentation of information in the business case (BC)
is very poor. It is difficult to follow and there are numerous errors, both mathematical,
methodological and in stating the nature of the development of the case. There is a significant
lack of information on many of the issue that the document should be covering:

• Operating cost assumptions
• Fares assumpti.on
• Patronage assumptions
• Housing assumptions
• Rolling stock requirements
• Renewals costs

Information on Fares assumptions, early year patronage assumptions and work that predates
this version of the businesses case on capacity issues has been received and is incluqed where
appropriate.
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