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MOTORWAY AND TRUNK ROAD INVESTMENT

The PAC's clerking team has invited me to comment on the material submitted by the
Welsh Government on 13 February 2015 in respect of the Committee’s inquiry into the
value for money of motorway and trunk road investment. Wales Audit Office staff have
reviewed the information supplied by the Welsh Government, although they have not had
the opportunity to discuss the detail of it with Welsh Government officials.

The information provided by the Welsh Government includes a response to
recommendations from my January 2011 report on Major Transport Projects. | have
appended fo this letter some commentary on the Welsh Government response to my
recommendations which highlights a number of areas where the Committee could ask for
more detailed information and clarification during the course of its inquiry.

My report highlighted that major road and rail projects completed in the period from

2004 to 2010 had cost substantially more and taken longer to complete than expected.
However, my report recognised that the Welsh Government had, over time, taken steps
to strengthen its management of schemes under its direct control and to exercise greater
control over local authority managed projects which it was funding through the

Transport Grant mechanism (which has since come to an end). My report noted that
these major transport projects can have a total lifespan in excess of 20 years from the
point of their initial conception through to completion.

The Welsh Government has provided a breakdown of estimated and outturn costs for
trunk road projects completed since the start of 2011, as well as an updated outturn cost
figure for the M4 widening. Focusing specifically on the cost increases from

key stage six {construction contract award) to the final outturn, these figures suggest
some improvement in performance. My 2011 report pointed to a 15 per cent increase in
costs between these stages for nine previously completed trunk road projects. The
analysis at that time assumed that the M4 widening would be delivered at the same cost
as estimated at key stage six, rather than at the lower cost now reported by the

Welsh Government. However, even using the revised figure | would still have reported a
14 per cent increase in total costs between these stages for the nine projects examined.
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My report noted that the Welsh Government's procurement of trunk road projects had
evolved in line with common practice, moving towards Early Contractor Involvement as
the preferred approach for contracts worth more than £18 million. Early Contractor
Involvement (ECI) is a partnering approach to contracting, in which the construction
contractor is engaged before the detailed design stage and completion of statutory
processes, to assist in planning the project and estimating its cost. The papers supplied
by the Welsh Government confirm that the majority of major trunk road projects have
adopted this form of contract. The Committee could explore further with the

Welsh Government the extent to which Early Contractor Involvement was applied across
the range of schemes summarised in the figures that the Welsh Government has
provided. In percentage terms, some of the lower value schemes appear to have
experienced more significant cost increases after key stage six.

| am not in a position to comment on the evidence provided by the Welsh Government in
respect of trunk road maintenance. These issues were outside the remit of my

January 2011 report and Wales Audit Office staff have not examined this area since that
time. 1 understand however that the PAC's clerking team may have requested some
further information from the Welsh Government about its previous reviews of the trunk
road agencies.

The Committee might also benefit from some additional breakdown of the

Welsh Government's capital and revenue expenditure, and the associated expenditure
by the trunk road agencies, including figures for 2013-14 and future expenditure plans.
Apart from some reference to the remaining stages of the A465 improvement, the
material provided by the Welsh Government does not comment on major projects in
progress. For example, in addition to the obvious example of the development of plans
for the M4 Relief Road, | am aware of plans for the A487 Caernarfon to Bontnewydd
Bypass. That scheme has progressed beyond the preferred route stage

(key stage three). As at mid-2014, the Welsh Government was estimating an outturn
cost for that scheme of £145 million. There are also two trunk road schemes that
featured in the list of projects in preparation at the time of my 2011 report that |
understand have not progressed since that time (A40 St Clears to Haverfordwest [b]
Llanddewi Velfrey — Penblewin; and A483 Llandeilo Eastern Bypass). Some indication of
short-term priorities for expenditure within the context of the Welsh Government's
published budget would therefore be helpful and the Committee could explore further
with the Welsh Government how it is prioritising its expenditure.

| would note that the Welsh Government's material states that the financial records
related to the data the Welsh Government has provided for 2011-12 and 2012-13, for
both capital and revenue expenditure, were independently audited by the Wales Audit
Office on behalf of the Welsh Government. This is a misleading statement. Whilst the
Welsh Government's overall financial statements were audited by Wales Audit Office
staff on my behalf to support my statutory audit certificate, the specific figures quoted by
the Welsh Government do not feature explicitly in the financial statements, nor has my
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financial audit team reviewed the detail of the Welsh Government'’s revenue and capital
expenditure on motorways and trunk roads.

On other matters, the Welsh Government has supplied some information about the

AS55 PF| contract and has stated that the National Audit Office carried out an
investigation subsequent to the construction of the road, reporting in February 2005. The
work undertaken by the National Audit Office Wales at that time, on behaif of the then
Auditor General for Wales (Sir John Bourn), did not constitute a full value-for-money
examination. The work was undertaken in response to concerns raised in
correspondence by the former Assembly Member Jenny Randerson and passed on to
the Auditor General via the then Audit Committee of the National Assembly. Based on
the evidence reviewed at that point in time, the response from the Auditor General
concluded that:

o There had been benefits and disbenefits in adopting the PFI approach.

. The structure of the contract was reasonable and reflected industry best practice
at the time of the procurement.

. The payment mechanism contained certain safeguards to limit the
Welsh Government's exposure to variations in cost, although a ‘safety
performance’ adjustment — a minor element of the contract — did not offer good
value for money as it compared safety on the A55 to busier highways elsewhere in
Wales.

. During its first three years, the costs of the contract had been slightly lower than
expected. In addition, the Net Present Value of the contract was significantly
lower than that of the Public Sector Comparator, which suggested that it had the
potential to offer good value for money when the contract was let, but the actuality
depended on the extent to which risk transfers to the private sector partner. In this
case, the contractor faced considerabie construction problems, which led to
additional costs, despite which the road opened well ahead of schedule.

. UK Highways retained responsibility for the maintenance of the road, the
associated environmental mitigation measures in a highly sensitive area, and was
contractually obliged to comply fully with the Welsh Government's trunk road
maintenance standards.

. Welsh Government officials had indicated that a shortage of capital for major road
schemes would have rendered the construction of the A55 across Anglesey
unlikely, at least in a single project, without PFI.



Date: 26 February 2015
Qur ref: HVT/2268/fgh
Page: 40of 4

To close, you also wrote to me recently about the purchase of land and property along
routes under consideration for the proposed M4 Relief Road. My financial audit team for
the Welsh Government has been looking into this issue and | am aiming to respond to
you separately on that matter in advance of the evidence session that you have
scheduled with the Welsh Government on 24 March 2015, although we still need to
check some matters of factual detail with the Welsh Government.

Finally, | am aware that you have also received correspondence relating to safety issues
and associated work on the A470/A494 junction near Dolgellau. The same issue has
been raised with me and | am aware that related concerns have also been raised with
the Petitions Committee. Wales Audit Office staff will be discussing with

Welsh Government officials the background circumstances. However, in the first
instance | am waiting to consider the extent to which the Commiittee’s inquiry addresses
the specific or broader issues of concern raised in that correspondence before
determining the scope for and merits of any further audit scrutiny.

74

HUW VAUGHAN THOMAS
AUDITOR GENERAL FOR WALES

Enc: Annex: Welsh Government response to recommendations in the
Auditor General's January 2011 report on Major Transport Projects
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