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Important notice

We enclose supplementary scenarios to the Economic Impact Assessment (the "report") on
Ferguson Marine (Port Glasgow) Limited ("the Company" or "FMPG") which has been
prepared for the sole purpose of assisting and advising Scottish Government in accordance
with our contract award letter dated 17" January 2023.

These supplementary scenarios, where possible, show the potential impact of the Russian
invasion of Ukraine on the Company. However, the situation is continuing to evolve, and
many uncertainties remain as to the effect the ongoing conflict in Ukraine and the

various associated sanctions regimes will have on the Company and the broader domestic
and global economies. Accordingly, it is not possible for our work to identify and quantify the
impact of all related uncertainties and implications. Changes to market conditions could
substantially affect the Company and our work. We have not updated our work for any
subsequent information or events.

This report is confidential to the addressees and prepared solely for the purpose(s) set out in
our contract award letter dated 17" January 2023. You should not refer to or use our name
or the report for any other purpose, disclose them or refer to them in any other document, or
make them available or communicate them to any other party. No other party is entitled to
rely on our report for any purpose whatsoever and we accept no duty of care or liability to
any other party who is shown or gains access to this report.

This report is complementary to and should be read in conjunction with the Economic Impact
Assessment, dated February 2023 (the "Original EIA Report") on Ferguson Marine (Port
Glasgow) Limited ("the Company" or "FMPG").



Executive Summary

This report outlines supplementary economic impact scenarios relating to the future state of Ferguson
Marine (Port Glasgow) Limited. The scenarios contained in this document have been produced at the
request of the Scottish Government.

This paper looks at seven supplementary scenarios. The "base case" or "scenario 1a" represents the

We also model
further scenarios related to the "base case". "Scenario 1b", which has the same assumptions as the
"base case" with an additional £14m of capex investment and "scenario 1c", which has the same

assumptions as the "base case" but assumes |G|
I - < then mode! the

Three additional
scenarios related to the | have been modelled. "Scenario 2b", which models the impact of
adelay in the completion of 801 and 802 I - 'Scenario 2¢”, which models
the impact of 801 being completed and 802 being stopped in June 2023
I Finally, we modelled “scenario 2” which modelled the impact of the delayed completion of 801

and the stopping of 802 in June 2023 GGG - Further details of each scenario
can be found in section 3.4.

Each scenario is measured as Gross Value Added (GVA) in the Scottish economy resulting from the
activities of the shipyard. GVA is made up of direct (effects of the direct economic activity created by
FMPG as a company), upstream (impacts of the supply chain of FMPG) and downstream (impacts as
a result of production at FMPG in the local economy). Furthermore, indirect (effects as a result of
business-to-business activity in Scotland) and induced (effects as a result of increased household
income being spent in the Scottish economy) impacts are considered.

The supplementary scenarios assess the economic impact of the shipyard through transitionary states,
evaluating the impact

These scenarios are distinct from the original report, which assessed the economic impact
in a future state three years post-implementation of a scenario (see Figure 2 for details of the Economic
Impact Assessment) rather than assessing the impact of transitions.

A summary of the economic impact of the supplementary scenarios is outlined in Figure 1.



3 Context

3.1 Company overview

Ferguson Marine (Port Glasgow) Limited ("FMPG" or "the Company") operates a shipyard on the River
Clyde and has over 100 years of heritage delivering shipbuilding, ship repairs, fabrication and
engineering services to support the Scottish ship industry. The Company is based in Port Glasgow and,
as of 23 November 2022, had 410 employees (360 permanent, 45 temporary, in addition to 5 contracted
workers). The Company's sole shareholder and immediate parent entity is Ferguson Marine (Port
Glasgow) Holdings Limited and is ultimately owned by the Scottish Ministers.

3.2 Background to SG intervention

The business and assets of the shipyard were acquired from administration by Clyde Blowers Capital
("CBC") in 2014 via a new company, Ferguson Marine Engineering Limited ("FMEL"). In October 2015,
FMEL was awarded a £97m contract to build two ferries (801 and 802) for Caledonian Maritime Assets
Limited ("CMAL"). At the date of contract award, the estimated completion dates for 801 and 802 were
April 2018 and October 2018, respectively.

Following the contract award, FMEL began to experience difficulties in agreeing on technical design
with CMAL, which resulted in significant contract delays and financial difficulties for FMEL. These issues



continued to persist over the following two years. SG provided financial support to FMEL in the form of
two loans totalling £45m across 2017/18. Despite this, FMEL became cash flow insolvent, and its
directors placed the business into administration in August 2019. Following an unsuccessful sales
process, the business was nationalised by the Scottish Government ("SG") in December 2019. Certain
assets of FMEL were transferred to FMPG, and the ferry build contracts for:

e Hull 801 ("801") and;
o Hull 802 ("802")

were novated to Ferguson Marine (801-802) Limited, both entities ultimately owned by the Scottish
Ministers). Following the nationalisation of FMPG by SG in 2019, the Company has continued to face
cost and timetable challenges.

3.3 Current Situation

From March 2022, the new CEO, DT, has implemented a full 'reset' strategy to strengthen the
Management team and improve operational and reporting processes. The subsequent re-forecasting
process resulted in a material £81m increase in the FCTC estimate compared to March 2022. SG was
provided with the updated FCTC estimate on 23 September 2022.

SG has advised that completion of 801 and 802, and securing a sustainable future for the yard, remains
the preference of Scottish Ministers. However, as part of the required AO assessment, SG is
considering the counterfactual options to complete or otherwise deliver vessels equivalent to 801 and
802, and the implications of these.

Separately, the Scottish Government commissioned Teneo to perform an Economic Impact
Assessment ,in January 2023, to understand the current economic value Ferguson Marine (Port
Glasgow) contributes to the Scottish economy and how this would change with variation in certain input
assumptions. The Original EIA Report compared the difference in the economic impact of the future
state of the yard (the 'base case') after the completion of 801 and 802 against two proposed futures for
the yard ('scenarios'). A summary of the original Economic Impact Assessment' base case' and the net
economic impact of moving to scenarios 1 and 2 are shown in Figure 2. Full details of this work can be
found in the Original EIA Report.









3.5 Scenario summaries

To assess the impact of these updates, we have looked at a base case scenario, which would see
801 and 802 delivered on time

I Ve compare this scenario to two additional continued
operations scenarios and | T hese are outlined in Figures 3 and 4.

Figure 3: Summary of continued operations scenarios

Continued operations scenarios

The FY28 economic impact of ] in scenario 1a is equivalent to the base case impact of
identified in the Economic Impact Assessment (see Figure 2). The difference between the two figures
can be accounted for by a real discount rate of 3.5%, which has been applied in the five-year
scenarios, in line with the Green Book.




























5.1 Phasing and timing of events

These scenarios outline transitionary states moving from vessel completion - ' hc diagram below outlines
the timing implications of these transitions.

Figure 12: Phasing of events in each scenario




5.2 Changesin FTEs

5.2.1 Employment and taxes when 801 and 802 are under construction (relevant to
all sensitivities)

The calculation for the economic impact of employment while 801 and 802 are under construction
takes the workforce as of 23 November 2022 of 360 FTEs, 45 temporary workers

and 5 contracted workers. FMPG has provided salary details and benefits
relating to permanent and temparory workers, which are outlined in the Economic Impact
Assessment. National insurance taxation paid by FMPG has been provided per employee.

Further detail can be found in section 3.1 of the Original EIA Report.

5.2.2 Employment and taxes when only one vessel (801 or 802) is under
construction (relevant to all scenarios except for 2c)

When only one vessel is under construction, we have assumed this work can be supported by il
FTEs and 0 temporary staff (based on information provided by Management and conversations with
SG). To scale labour from the current state to scenarios when only one vessel, 801 or 802, is under
construction, we have used a steady multiplier | to be applied to each employee
structure, such as 'Health & Safety'. Figures were then rounded to ensure individual FTE data points
were represented as integers. When calculating the salaries in the base case, we applied an average
salary per structure to each scaled-down structure FTE count. These structure parts were finally
summed up to create a full picture for the ] FTE business. National insurance taxation paid by
FMPG has been scaled down from the current state in the same way that employees have been.

This approach aligns with the approach taken to calculate the FTE impact in the Economic Impact
Assessment base case; see section 4.1 of the Original EIA Report.

Labour reemployment assumptions align with what has been outlined in section 5.1 of the Economic
Impact Assessment.

5.2.3 Employment and taxes in continued operations state il (relevant to
continued operations case)

In a continued operations scenario, which is analogous to the 'base case' in the Original EIA Report t,
continued operations are supported by Jjjij FTEs and Jjtemporary staff (based on information
provided by Management). An identical approach is taken to the approach outlined in 3.2.2.

Labour reemployment assumptions align with what has been outlined in section 5.1 of the Economic
Impact assessment.



5.2.4  Employment and taxes in continued operations statcjiiiiiil] (r¢/evant to
I

We have modelled a continued operations sensitivity, which would see [jjjjj FTEs andjj temporary
staff employed by FMPG. To scale labour in this scenario we have used a steady multiplier N

to be applied to each employee structure, such as 'Health & Safety'. Figures were then
rounded to ensure individual FTE data points were represented as integers. When calculating the
salaries in the base case, we applied an average salary per structure to each scaled-down structure
FTE count. These structure parts were finally summed up to create a full picture for the jJjjjij FTE
business. National insurance taxation paid by FMPG has been scaled down from the current state in
the same way that employees have been.

This approach aligns with the approach taken to calculate the FTE impact in the Economic Impact
Assessment base case but has been adjusted to accommodate the lower FTE number; see section 4.1
of the original report.

Labour reemployment assumptions align with what has been outlined in section 5.1 of the Economic
Impact assessment.

5.3 801 and 802 delivery requirements

To assess the economic impact of delays to vessel completion and/ or stopping 802 and compare to
the impact of delivering both vessels on time, as outlined in the original document, we have made
assumptions about the phasing of non-FTE costs (FTE assumptions outlined in 3.2.2).

Our approach to identifying economic impact of these costs is outlined in section 3.2 and 3.3 of the
Economic Impact Assessment.
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Table 10: 801 and 802 supplier and subcontractor assumptions

Component Approach

Sub-contractors

The list of spending on sub-contractors has been extracted
from the model ‘2022 09 13 GDC FM(PG) Ltd P4 Jul-22
Actuals and F'cast 2023 and 2024' (provided by FMPG) with
the split by 801 and 802 provided the analysis.

In scenarios where the completion of one or both vessels is
delayed, we have assumed the cost relating to the vessel in
question continue. To do this, we have used the cost
information available in the last period where costs have
been forecast, rolling it forward.

In the scenario where 802 is stopped in June 2023, we have
assumed costs associated with 802 subcontractors are
removable by that point.

Suppliers

The list of spending on materials has been extracted from the
model 2022 09 13 GDC FM(PG) Ltd P4 Jul-22 Actuals and
F'cast 2023 and 2024' (provided by FMPG) for the period
August 2022 — July 2023 (this can be found in the Appendix
Table 17 of the Economic Impact Assessment )

While no split of 801 vs 802 is available for suppliers, we
identified months in the forecast where only one vessel is
forecast to be under construction and used this as an
indicative split for the costs associated with a single vessel.

In scenarios where the completion of one or both vessels is
delayed, we have continued these costs, using the cost
information available in the last period where costs have
been forecast, rolling it forward.

In the scenario where 802, we have reduced supplier costs
in-line with later periods in the forecast where only one vessel
was under construction.

5.4 Continued operations: G

The base case in the Economic Impact Assessment modelled the economic impact of the shipyard

producing three small vessels a year. The FTE, supplier and subcontractor assumptions align with
what is outlined in the Economic Impact Assessment, which contains a detailed overview of the

approach.
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We have made several adjustments to these assumptions to allow us model the impact of a ramp-up
to three vessels per year.

5.4.1  Programme timing of G

Timing of the programme in the scenarios align with the latest view provided by Management
(received by email from | 2t SG on the 215t February 2023).

Table 11 |

We have assumed a time period of 18 months from the commencement of construction of the first
vessel to the shipyard achieving output levels of | (sce Arpendix A), in line with
assumptions provided by Management. We have used this profile to phase supplier costs, which have
been provided by FMPG on a per-vessel basis. Further details of these costs and our treatment of
them as part of the impact assessment can be found in the Economic Impact Assessment.

5.4.2 Continued operations FTEs (assumption used in all continued operation
scenarios)

In line with what has been outlined in section 5.2.3, we have assumed Jjj FTEs in the base case
(continued operation scenario). We have modelled the impact of the shipyard transitioning to Jjilj
FTEs during the completion of vessels 801 and 802 and remaining at ij employees as it transitions
to small vessels.

We have modelled a further FTE sensitivity, where the shipyard moves to i FTEs from the end of

2023, delivering the I \ith Jll FTEs. No adjustments have been made to
supplier costs in this scenario.

23



5.5 Additional capex investment

A number of additional capex investments, totalling £14m, have been identified following the
completion of the Economic Impact Assessment, and are required to support the transition of the
small vessels programme.

The economic impact of this investment has been captured through both indirect and induced supplier
impact. The indirect and induced impact has been calculated by applying the 2019 Scottish
Government Type | and Type Il output multipliers by relevant industry, obtained from high-level
descriptions of the expenditure.

In the absesnse of granualar data on the sources of spend for the additional capex, we have made
assumptions on the location of suppliers. To determine the proportion of this spend that is used in
Scotland, we have assumed that suppliers providing services relating to construction, and repairs and
maintainace will be relying on staff based in Scottland. These spend types have therefore been
classed as being provided by Scottish suppliers for the purpose of this impact assessment. For the
remaining spend types, the total amount spent by suppliers on ferries 801 and 802 has been analysed
(this can be found in the Appendix, Table 18 in the Economic Impact Assessment), which determined
that 33% of all current spending on suppliers has been on Scottish suppliers. In the absence of
information on the suppliers for the additional capex we have assumed that there will be a similar
supplier profile for additional investment and assumed 33% is likely to come from Scottish suppliers.
The reason all non-Scottish suppliers have been excluded is because this Economic Impact
Assessment only considers the overall effect on the Scottish economy, not the wider UK or overseas
economies.

Full details of this approach can be found in the Economic Impact Assessment. The calculation for

this is shown in Figure 13 and Figure 14. Please not the figures presented here have not had a
discount rate applied and therefore differ slightly to the numbers presented in figure 1b.
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5.6 Extension of time series from three years to five years

The supplementary scenarios assess the economic impact over a five-year period, as opposed to
three years. This is to ensure fair comparisons can be made across all scenarios and ensure all
scenarios have moved into a steady-state by the end of the assessment period. We note this also
aligns with the timeframe being assessed as part of wider work. To allow for the assessment across

five years we have carried out the following adjustments:

— When assessing the impact over five years, it was deemed inappropriate to not use a
discount factor. In line with the Scottish Government's Green Book Methodology we have
applied a real discount rate of 3.5%

— Across other areas we have assumed the steady state that is reached by the end of the
three year period, which was modelled in the original impact assessment, and have rolled
these assumptions forward to the end of the five-year period



Appendix A

Table 12:




Appendix B

Scope

The scope of our work is detailed in the Framework Agreement for Project |Jj Phase
2, dated 17th January 2023.

Limitations

. |

¢ While data has been provided by FMPG for the base case with regard to suppliers
and sub-contractors, these are current expectations of what these costs may be in
the future and are therefore subject to change

Information

We have relied on information and explanations provided to us by Management. The
Company's forecast and their related assumptions are the sole responsibility of the
Company.

The information we have used to prepare the report has been provided to us by the
Company, or is derived from our own research of publicly available sources. Our
procedures did not include verification work or constitute an audit in accordance with
auditing standards.

Our work is based on discussions with
B 2t SG, and information provided to us by the Company, primarily through |l

Forecasts

The assumptions behind the Company's forecasts are the sole responsibility of
Management. We comment on the assumptions but can accept no responsibility for them,
or the ultimate realisation of the forecasts. You should also note that there will usually be



differences between forecast and actual results because circumstances frequently do not
occur as expected, and these differences may be material.

Liability

We shall not under any circumstances whatsoever be under any liability to any party other
than Scottish Government. Any further work done or advice given in relation to the
engagement will be on this basis.

Post date events

This report is issued on the understanding that Management has drawn our attention to all
matters of which they are aware concerning the financial position of the Company which
may have an impact on our report. We have no responsibility to update this report for events
and circumstances occurring after the date of this report.

Information obtained from third parties

Reproduction and distribution of third-party content in any form is prohibited except with the
prior written permission of the related third party. Third-party content provided do not
guarantee the accuracy, completeness, timeliness or availability of any information, including
ratings, and are not responsible for any error or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such content. Third-party
content provided give no express or implied warranties, including, but not limited to, any
warranties of merchantability or fithess for a particular purpose or use. Third-party content
provided shall not be liable for any direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential damages, costs, expenses, legal fees, or losses (including
lost income or profits and opportunity costs or losses caused by negligence) in connection
with any use of their content, including ratings.
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Important Notice OFFICIAL - SENSITIVE

This draft document is strictly private and confidential to the Recipient Parties, as defined in our Work Order dated 4 April 2023 (“the Contract”). Save as expressly provided for in the
Contract, it must not be recited or referred to in any document, or copied or made available (in whole or in part) to any other party.

This is a draft document for discussion purposes only. Our work is incomplete and remains subject to our internal review procedures. This extract contains a number of outstanding
matters, identified by square brackets (‘[ ]”) and italics, that require clarification or confirmation by Management or third parties. We reserve the right to add, delete and/or amend the
extract as we consider appropriate. Accordingly any subsequent deliverable may reflect substantially different contents, views and conclusions dependent upon our further work and
consideration of the issues involved.

This draft document is prepared on the basis of the limitations set out in in our _Norkstream 1 - Financial review report dated 9 December 2022 (“Workstream 1
Report”). This draft document should not be treated or viewed as a comprehensive summary of the Workstream 1 Report. This draft document is an update to and should be read in
conjunction with our orkstream 2 — discussion document (draft — dated 12 December 2022) (“Workstream 2 DD"). The Workstream 1 Report and the Workstream
2 DD were delivered under the Work Order dated 28 September 2022.

The following limitations should also be noted relating to our work in this draft discussion document:

- Our work is based on discussions with Management and information gathered and provided to us by FMPG. We have relied on the information and explanations (and the
accuracy thereof) provided to us.

- Due to the nature of its contents, this draft document has not been reviewed by FMPG to confirm factual accuracy; and

« No audit work has been performed or verification of data provided by or presented by FMPG.
No party is entitled to rely on this draft document for any purpose whatsoever and we accept no responsibility or liability for its contents or its completeness to any party.
This draft document should be read in conjunction with our Workstream 1 Report and Workstream 2 DD.

This draft document should be treated as commercially sensitive for the purposes of the Freedom of Information (Scotland) Act 2002.
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Overview

We have been asked by SG to provide an update to our Workstream 2 DD as certain assumptions have changed due to
either the passage of time since December 2022, or where new/additional information has been provided.

» This document will provide updated inputs for Options 1 and 2 (as defined in the Workstream 2 DD).

» A key change for both of these Options is the timescales, which have moved significantly. FMPG has moved the delivery dates for 801 and 802 back to December 2023 and
December 2024 respectively (further delay of seven and nine months) for TCTC purposes. The key assumptions which are impacted are detailed below:
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