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Dear Russell

At the scrutiny session of the Economy, Infrastructure and Skills Committee on 17 January,
| said | would write to you with additional information in response to the following issues
raised by the Committee, which | will respond to point by point:

e In relation to the Welsh Government procuring a 3% stake in the sports car maker TVR,
whether there will be a Welsh Government observer on the board of TVR, and details of
who provided independent advice to the Welsh Government as part of the due diligence
process in obtaining the equity stake

We send an observer to meetings of the Board of TVR Automotive Ltd and in addition,
the Development Bank of Wales undertakes independent financial monitoring of the
company. It is the Welsh Government senior official with responsibility for managing the
TVR account, who attends meetings. We have no voting rights at the company Board
meetings but the person attending can make informal observations, though it is not
within the remit of the role of the observer to make an active contribution in any decision
making. The main function of the observer is to monitor discussions.

Prior to committing to the share purchase, we commissioned commercial and legal due
diligence from the Automotive Sector Team within KPMG, Hugh James Solicitors and
also received advice from Finance Wales, drawing on their broad experience of this
type of transaction.

e The timescales for the development of the enabling plans for each of the four
foundational sectors which you agreed to send to the Committee when they are
available
As | indicated at Committee, there is not a uniform deadline for the publication of the
plans but the aim is for all the plans to be produced by the end of this year.

Canolfan Cyswllt Cyntaf / First Point of Contact Centre:

Bae Caerdydd « Cardiff Bay 0300 0604400
Caerdydd . Cardiff Gohebiaeth.Ken.Skates@llyw.cymru
CF99 1NA Correspondence.Ken.Skates@gov.wales

Rydym yn croesawu derbyn gohebiaeth yn Gymraeg. Byddwn yn ateb gohebiaeth a dderbynnir yn Gymraeg yn Gymraeg ac ni fydd
gohebu yn Gymraeg yn arwain at oedi.

We welcome receiving correspondence in Welsh. Any correspondence received in Welsh will be answered in Welsh and corresponding
in Welsh will not lead to a delay in responding.
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Details of which of the existing 48 advisory boards will remain and which will be
disbanded as a consequence of the establishment of the new Ministerial Advisory
Board, and details of the membership of that Board

| will be making an announcement on the formation of the new Ministerial Advisory
Board this Spring. As part of that, | will be setting out which of the current boards,
panels and groups that we have established and appointed with the specific purpose of
providing advice within the Economy and Transport portfolio, will be brought to a close.

Details of the Welsh Government’s position on Community Transport permitting in light
of changes proposed by the UK Government, including details of the work the Welsh
Government is doing with the sector to help them manage the impact of changes

The legislative framework for issuing Community Transport permits is a non devolved
matter. | understand that the Community Transport permit regime will continue to be a
matter reserved to the UK Government following commencement of the Wales Act
enacted in 2017. In preparation for the forthcoming public consultation about
Community Transport proposed by the UK Government, we have taken steps to ensure
that any potential impact on the sector in Wales is fully considered by the Department
for Transport when taking a decision in relation to this important sector.

In 2013 approximately 605 people were employed in the delivery of Community
Transport services in Wales, a decrease of 16.7% from the 726 people who were
employed in the sector in 2010. In the same period, 1,861 volunteers completed
167,000 hours of voluntary work in the community transport sector in Wales. Any
proposals to impose restrictions on community transport organisations to bid for public
sector contracts could seriously undermine these important services.

Details of the outcome of the negotiations with the UK Government on the devolution of
franchising powers, the transfer of ownership of the valleys lines and future funding,
once discussions conclude in February. We would be grateful if you could include a
summary of agreed working arrangements between the Welsh and UK Governments for
the future management and operation of the franchise

On the matter of future funding arrangements, | had a positive discussion with the
Secretary of State for Transport in September, and reached agreement on a number of
matters that enabled the procurement process to continue whilst discussions between
officials were underway. | have attached a copy of correspondence | sent to the
Secretary of State for Transport following this meeting that sets outs these
arrangements in more detail (Annex A). The discussions, between Welsh Government,
HM Treasury and Department for Transport officials, are due to conclude in February
and from this point | will be able to provide further details on the arrangements.

On the Core Valley Lines asset transfer, work is progressing in a way that allows us to
proceed and announce a successful bidder as planned. Welsh Government, HM
Treasury and Department for Transport officials are developing the process for the
transfer of owners, which is purely an administrative process between Governments.
The transfer will be cost neutral to the public sector, and will complete following a period
of due diligence that will take around 18 months.

An agreement in principle in respect of the transfer of rail franchising functions to the
Welsh Ministers was reached with the UK Government in November 2014. It was
agreed that functions for transfer would attach to specific services in the Wales and
Borders franchise, ensuring that the Welsh Ministers become the appropriate
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franchising and designating authority for those services. Settling the precise scope of
the transfer has however, been complex, principally due to the nature of the services
within the Wales and Borders franchise which includes England-only services and a
number of services that repeatedly cross the border between England and Wales. In
2016, the Secretary of State for Transport confirmed that the functions for transfer
would attach to services wholly in Wales. This was subsequently confirmed to include
both Wales-only services and those parts of cross-border services within Wales.

The Welsh Ministers (Transfer of Functions) (Railways) Order 2018 is due to begin the

Parliamentary process in late February 2018 and it is intended it will go before the Privy
Council at its meeting on 23 May 2018. The current timetable from the Department for

Transport indicates that the Order will come into force in late June 2018.

As functions being transferred relate only to Wales and Borders franchise service
operations in Wales, | have agreed that the Welsh Ministers will be acting under agency
agreement arrangements pursuant to section 83 of GoWA 2006 in order to exercise the
Secretary of State for Transport’s functions to award the franchise and manage service
operations in England (including the English component of cross-border services and
England-only services). The agreement already in place sets out the principles to be
applied in respect of the Secretary of State for Transport’s restrictions and obligations
for the management of services on the English side of the border post contract award.

The final position is to be confirmed in a third agency agreement ahead of the contract
award, which Transport for Wales is currently developing with the Department for
Transport. As the Order is not expected to have commenced by the intended date of the
franchise contract award, the third agency agreement will be required to enable the
Welsh Ministers to act as the Secretary of State for Transport’s agent for awarding the
contract in respect of services in Wales.

e A comparison of benefit cost ratios for investment in different types of transport projects,
including active travel, and how they compare to that for the M4 relief road

| have addressed this further on in my response.

| am also writing in response to your letter of 18" January in which you requested
information on issues that Members were unable to raise in the session due to time
constraints:

e Details of the steps you are taking to mitigate the financial risks associated with the
transfer of the Core Valley Line — particularly the risk of latent defects potentially leading
to significant financial liabilities

As part of the ongoing development of our proposals for the Core Valley Lines,
Transport for Wales are working with Network Rail to ascertain information regarding
staff and the infrastructure to assess the current condition of the network, the current
and future risks associated with it, and ways in which these can be managed.

Furthermore, as part of the process to transfer ownership of the Core Valley Lines, we
will agree the funding required for the operation, maintenance and renewal of the
railway that currently goes to Network Rail. This will take account of the condition of the
railway following the latest round of Network Rail renewals work. There will also be an
agreed process in place with the Department for Transport for handling latent defects
during an initial period. After that period, and following our investment in the railway,
this will be managed through Transport for Wales. As part of this work Transport for
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Wales are considering processes that emulate Network Rail’s own liability protections
for the longer term. This work will be concluded as part of the due diligence work over
the next 18 months.

Details of why section 2 of the A456 dualling programme is currently projected to be
delivered 23% over the approved budget

Details of using the new Mutual Investment Model of project funding to deliver section 2
of the A465 project, including what the benefits of this approach are, and how its
effectiveness be evaluated

Section 2 of the A465 is being delivered as an ECI contract. My written statement of 27
November provided members with an update on the findings of the commercial project
review for the A465, Section 2
http://gov.wales/about/cabinet/cabinetstatements/2017/A465/?lang=en

My officials are continuing to actively manage the project to identify ways of mitigating
the project position. As part of this work, we are in discussions with Costain on a
number of matters around the allocation of risk in the contract. We are clear in our view
about where risks sit within our contract with Costain and will do everything that we can
to protect tax payers from these significant additional costs. The resolution and
negotiation of such issues is a confidential and commercially sensitive process, and we
are unable to disclose specific details.

Once the level of our liability has been confirmed, decisions will then be made on how
best to fund any shortfall, recognising what the opportunity costs of this increase will be.
Future budget profiles will reflect these increases so that the impact can be considered
as part of the ongoing delivery of the national transport finance plan. Notwithstanding
the dispute, my officials and Costain are fully committed to delivering the project as
quickly and efficiently as possible. Whilst we will mitigate against further cost increases
and time delays where possible, we will not compromise on the quality of the project we
committed to at the Public Inquiry in Spring 2014.

To reiterate, the A465 section 2 is not being delivered using the Mutual Investment
Model (MIM) of project funding. Instead, sections 5 and 6 between Dowlais and
Hirwaun are being delivered using the Welsh Government MIM and will complete the
A465 Heads of the Valleys Dualling.

With capital budgets remaining under unprecedented pressure, we are working harder
and smarter to attract new investment and, to ensure that capital expenditure delivers
the greatest benefits in the most effective way. The key features of the MIM are:

> It allows the public sector to share in the profits of the private partner, which
addresses concerns about windfall gains The MIM removes soft services, from these
contracts, which led to expensive, inflexible contracts and was a real bone of
contention in the old PFI model;

> It embeds transparency — about costs and performance — and the requirement to
review efficiency, effectiveness and performance every two years;

> It removes equipment, which can be funded more efficiently from public capital;

> It has important provisions to secure community benefits; sustainable development,
where the private partner is obliged to help us in the delivery of the Well-being of
Future Generations Act; as well as incorporating our commitment to an ethical
employment code.


http://gov.wales/about/cabinet/cabinetstatements/2017/A465/?lang=en

A Value for Money analysis is conducted as part of a separate component within the
Outline Business Case for the scheme. It compares the costs of different procurement
models for constructing the scheme, and then the costs of operating and maintaining it
once operational. The total cost will be based on a contract to construct and then
operate and maintain the road for a period (normally around 30 years) after it is opened.
The Value for Money within the business case will compare these costs with those
required to deliver the same services procured in a more conventional way. In the case
of the A465, this work is ongoing and will be reported to Ministers before the scheme
begins its procurement process.

The premise of the MIM is that the risk is placed with the party that is most able to deal
with it. Therefore construction risk is passed to the private sector and we pay for a
service (rather than directly for construction), so in the case of A465 the ability to use
the road which is maintained to an agreed standard. Welsh Government does not pay
for this service until it is operational, incentivising the contractors to deliver to
programme. Deductions will be made to the annual service payments if the operator
doesn’t meet stringent operational requirements which we will actively manage.

The project is currently progressing though the Statutory Process to seek the powers to
build the road with a Public Inquiry planned for April. This improvement to the A465 is
critical to the social and economic regeneration of the Heads of the Valleys area. It will
improve access to key services, jobs and markets supporting inward investment to
areas such as the Ebbw Vale Enterprise Zone.

In the context of the M4 relief road project, details of the Welsh Government’s
assessment of what constitutes high, medium and low value for money in terms of
Benefit Cost Ratios, including the basis / authority for this

Details of how the decision to undertake additional work around Newport Docks has
affected the Benefit Cost Ratio for the M4 relief road, including the BCR pre and post
the decision, and an explanation of how both the increase in cost and the delay have
affected the BCR

Whilst the treasury ‘Green Book’ does not specify classifications of BCR, Department
for Transport Guidance advises Value for Money for BCR as:

Poor - below 1.0

Low - between 1.0 and 1.5
Medium - between 1.5 and 2.0
High - between 2.0 and 4.0
Very High - greater than 4.0

Transport (rail and road) schemes assessed under ‘WebTAG’ treasury guidance
consider the core journey time savings benéefit in isolation, and then may consider some
wider agglomeration and productivity benefits. Active travel schemes often monetise
other benefits such as health, air quality, carbon reduction and noise savings. These
are not monetised for road or rail schemes. We use the WelTAG process as a way of
capturing the benefits of active travel infrastructure.

The core BCR of the M4 Project is 1.7 for journey time benefits alone. Including some
productivity and agglomeration benefits the BCR is 2.29. This includes the costs of
Newport docks enabling works but does not monetise any economic benefits of those
measures. These details were published to the M4 Inquiry on 20th December 17 with
supporting economic assessment reports:
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http://bailey.persona-pi.com/Public-Inquiries/M4-Newport/C%20-
%20Core%20Documents/1.%20Proofs/Matt%20Jones%201.1.8.pdf

Social, cultural and environmental benefits of the scheme, such as air quality and noise
improvements in Newport are not monetised. Similarly, environmental disbenefits, such
as woodland clearance, are not monetised, although consideration is being given to
‘ecosystem services’ assessment to look at monetisation of these aspects and provide
information on the subject to best inform decision making.

The table below demonstrates the step changes in BCR resulting from the now
committed removal of Severn crossing tolls and then the docks works costs as
published on 20/12/18 in the Public Inquiry document ‘Revised Economic Assessment
Report Supplement No.2'.

M4 Project BCR Half tolls Severn tolls Severn tolls
assumption (as removed (as removed and docks
assessed at March | assessed at June works costs
2017) 2017) included (as

assessed in
December 2017)

Transport BCR 1.66 1.87 1.70

BCR including 2.27 2.52 2.29

some wider benefits

A Table of BCRs for road, rail and active travel schemes is included in Annex B to this
note. It must be noted however that there are inconsistent types of benefits monetised
between projects assessed against Treasury ‘WebTAG’ guidance, generally road and
rail projects, that consider purely journey time saving and active travel projects that
monetise other benefits.

The BCR for any scheme represents an important input into the overall appraisal of a
transport schemes, in the initial "screening" of proposals and comparison of options.
However it is an economic benefit analysis, not a value for money analysis, in order to
determine whether the project would deliver a positive economic outcome if it were
constructed.

The BCR forms only one part of the decision making process as to the viability of a
project and captures only part of the total benefits. While it can be updated to include
the wider economic benefits of improved accessibility to/from jobs and markets, it does
not include for instance the social benefits such as improved accessibility to key public
services (eg schools, hospitals etc), improved provision for Active Travel (eg cyclists,
walkers and equestrian users) and improved connectivity between adjacent
communities.

The BCR also does not consider any environmental benefits such as improved
resilience to climate change, improved pollution control and habitat creation or the
benefits of the scheme during construction in terms of use of local labour and materials,
appointment of local SMEs and work done with local communities.

You also requested information on the following issues as and when they become available:

e Details of the timescale for the development of the regional business plans referred to
on page 23 of the Economic Action Plan


http://bailey.persona-pi.com/Public-Inquiries/M4-Newport/C%20-%20Core%20Documents/1.%20Proofs/Matt%20Jones%201.1.8.pdf
http://bailey.persona-pi.com/Public-Inquiries/M4-Newport/C%20-%20Core%20Documents/1.%20Proofs/Matt%20Jones%201.1.8.pdf

The regional business plans have to be worked upon jointly with stakeholders in the
region — we will respect the spirit of that partnership and each Chief Regional Officer will
discuss a timeline for delivering their regional business plan with partners in the region.
However, we expect that all regional business plans will be in place before the end of
the year.

e Full details of the specific funds that are to be consolidated into the Economy Futures
Fund, both initially at the point of launching the Fund and those that are intended to be
transitioned’ into the Fund in the longer term, (Including the amounts of the money
involved)

Between now and the end of the financial year we will be taking a close look at all of
these funds and bring as many of them as possible within a single Economy Futures
Fund. Over time, we would hope to bring more funds under the common umbrella of
the Economy Futures Fund. We cannot place a figure on this at this stage, because we
do not yet know how many or which funds will be part of the Fund in its initial stages.

In my previous letter to you of 21%' November, | advised that | would provide you with an
update on the Active Travel Review. | will be making an Oral Statement on Active Travel on
27 February and the funding review will form part of that Statement.

| also advised that | would provide you with an update on the A465, which | have addressed
earlier in my response.

Yours sincerely

Ken Skates AC/AM
Ysgrifennydd y Cabinet dros yr Economi a’r Seilwaith
Cabinet Secretary for Economy and Infrastructure
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Annex B - Benefit to Cost Ratio’s (BCRs) of Road, Rail and Active Travel Projects

Scheme BCR* Notes
M4 Project 1.7 Core journey time benefits. Source: M4 Inquiry Evidence
M4 Project 2.29 Inc. some wider productivity and agglomeration. Source: M4 Inquiry Evidence
The estimation of the BCR is undertaken using a social cost benefit analysis.
The benefits that are estimated therefore include both direct effects for rail
passengers and indirect effects on the wider population. The BCR (excluding
wider economic impacts) for the entire HS2 scheme has fluctuated between
1.8 and 2.2 with changes in costs, service pattern assumptions, and modelling
Currentl approaches. When estimates of wider economic impacts are included, the
Estimatgd BCR has been estimated between 2.2 and 2.7. The latest economic case (July
HS2 2017) calculates a BCR for the scheme of 1.9 (excluding WEIs) and 2.3
tobe 1.9 . )
223 (including WEIs).

' Reference:
http://researchbriefings.files.parliament.uk/documents/SN00316/SN00316.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/
634196/high-speed-two-phase-two-economic-case.pdf

Crossrail 1.97

South Wales 1.82 Outline Business Case

Metro

Great

Western 1.13 Transport minister Jo Johnson statement 16/1/18

Electrification

A483

Newtown 3

Bypass

A470

Cwmbach to | 1.05

Newbridge

A303 0.3-0.5 Core Transport Benefits

Stonehenge

A303 1.3-1.7 Including some wider benefits

Stonehenge

A9 Dualling 0.78 Reference: https://www.transport.gov.scot/media/6727/a9-dualling-

(Scotland) . ,
programme-case-for-investment-main-report-september-2016.pdf

A40

Llanddewi Estimated WEFO Business Case

velfrey to to be 1.0

Penblewin

M4 Junction Value of Benefits associated with the

28 10 Scheme has been evaluated at approximately

Improvement £ 795M.

A470 Maes

yr Helmau to | 2.42

Cross Foxes
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http://bailey.persona-pi.com/Public-Inquiries/M4-Newport/C%20-%20Core%20Documents/1.%20Proofs/Matt%20Jones%201.1.8.pdf
http://researchbriefings.files.parliament.uk/documents/SN00316/SN00316.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/634196/high-speed-two-phase-two-economic-case.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/634196/high-speed-two-phase-two-economic-case.pdf
https://www.transport.gov.scot/media/6727/a9-dualling-programme-case-for-investment-main-report-september-2016.pdf
https://www.transport.gov.scot/media/6727/a9-dualling-programme-case-for-investment-main-report-september-2016.pdf
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A487 Dyfi

Bridge 04

Sustainable University of Leeds and Atkins research for DfT, monetises:

Travel 26-8 *Reduced infrastructure costs

Towns *Fewer road accidents

i *Improved air quality

g;r]esmhzgng 1.95-6 | «Lower noise levels
*Reduced CO2
*Reductions in indirect taxes

Personalised *Decongestion

Travel Plans | 4.5-31.8

Schemes Source:
http://www.its.leeds.ac.uk/aoss/15/cases.html

* BCR’s collated from published Business Cases and/or studies. It is noted that there is variation in the
benefits monetised for different projects, the most significant being those road/rail projects using Treasury
Green Book/WebTAG guidance and active travel studies. Cells highlighted blue identify Schemes assessed
on comparable terms to the M4 Newport Project.
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