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1 Purpose
This brief sets out the requirements for an Economic Appraisal governed by HMT’s Green Book within the context of HMT’s 5 Case Model covering the Strategic, Economic, Commercial, Financial and Management cases on the announced closure of the Redcar Steelworks in 2015 by Sahaviriya Steel Industries (SSI). 
DCLG’s Business Case Template at Annex A will form the structure of the final report, and interim outputs will need to be consistent with this. 
2 Background
Homes & Communities Agency
The Homes and Communities Agency is the national housing, regeneration and social housing regulation agency for England. The HCA brought together English Partnerships, the Housing Corporation’s investment arm and the Academy for Sustainable Communities, with some delivery functions of Communities and Local Government.

SSI Taskforce
The taskforce was initiated as a direct response to the close of the steelworks and the associated loss of over 2,200 local jobs.  It includes representatives from local agencies, businesses, trade unions, MPs, council leaders and (Redacted) from the HCA.

The aim of the group is to ensure that following the liquidation of SSI, the impact on the workers, local businesses and the wider community is reduced as far as possible by delivering a programme of tailored support.
3 SSI Redcar
Founded by Dorman Long in 1917, the steel produced was used to build structures including the Sydney Harbour Bridge, Tyne Bridge and the Auckland Harbour Bridge.  In the 1970s it was absorbed into British Steel, and, following privatisation, it merged and changed ownership with increasing regularity.  The last change in ownership was in February 2011, when the steelworks were purchased by Thai-based Sahaviriya Steel Industries (SSI).
On 18 September 2015, production was paused due to the global decline in steel prices and the site was "mothballed".  The following month the owner of the site, SSI UK, entered liquidation, and the receiver announced there was no realistic prospect of finding a buyer and the various landholdings were placed under the control of the Official Receiver.  As part of the closure, it had been established that it was not cost effective to keep certain parts of the coking works operational while options are considered, so the total plant was shut down. 
The closure of the 98-year-old Redcar works (measuring 332.865 hectares or 822.509 acres over a number of sites) and loss of 2,200 jobs is devastating for the local community.  As well as the establishment of the Taskforce, of which the HCA is a member, other responses have included:
· An operational team being established on site by the Official Receiver, made up from previous SSI employees, to agree and manage a Steady State including keeping the site safe and secure; and
· The announcement of a future Mayoral Development Corporation to plan the longer term vision of the site.
4 Methodological Requirements
The shutting down of the steelworks is not only catastrophic for the former employees of SSI, but for the wider local communities, where the works were the main employer.  In addition to the economic and social effects of the closure, the physical legacy is just as profound.

It is important to recognise that regeneration of this site and the wider community will be a long-term, generational exercise.  Holistic regeneration is often characterised as having three key components: economic, social and environmental.  Redcar epitomises this approach.

Because of these long-term challenges, what we require is an Economic Appraisal in the context of a Business Case that will have three stages. 
Given the complexity of the site, it is uncertain at this point what will be uncovered and how this will impact on the future analysis and economic appraisal of the site. 

Completing the economic appraisal in stages will enable the work to respond to the findings of the multidisciplinary workstreams. These will have already been initiated, slightly ahead of the economic appraisal work. The brief relating to this work is contained in Annex B
. 
The stages will also allow reflection and conscious decisions and agreement by all stakeholders about the future direction of the site (e.g. being clear about the opportunities and constraints and how they impact on the options that are shortlisted).

It is difficult to be too prescriptive at this stage and there will need to be a certain degree of flexibility around the work programme and stages, but we envisage the three stages to be as follows:

Stage 1 – this will be is a Position Statement setting out the issues and approach and that outlines a “roadmap” for the thinking of the future of the site (and the whole local area given its impact on the community).  This roadmap will outline the critical workstreams that are being procured separately under the multidisciplinary panel (see Annex B1) and any other workstreams that need to be pulled-together for the successful completion of a Green Book Economic Appraisal in the context of HMT 5 cases (as noted above, see Annex A template).  We would typically expect engineering, property, masterplanning and wider socioeconomic inputs to be identified.  
Stage 2 - The second stage will be an Outline Business Case that arrives at a short-list of options for review. It is anticipated that the options will have outline costs and benefits at this stage to inform budget setting. The economic appraisal consultant will need to work closely with the engineering and cost consultants in this regard. The commerciality of the options will also need to be understood with associated values as well as the socio-economic and environmental impacts. 

Stage 3 - The third stage will be a Full Business Case including completion of the BCR and risk and sensitivity analysis of the preferred Option (s) for approval through HCA, DCLG and HMT. 
To reiterate, it is difficult to be prescriptive on the timing of the stages at this stage given the unknowns. However the ambition is to inform future budget setting in September. We envisage the first stage being completed around the end of June and the second stage in September. It may be that the second and third stages are carried out in quick succession both in September, or there may need to be a pause between the second and third stages to allow more work to be undertaken on the costs and benefits. 

The format will follow HM Treasury 5 Case Model, but the focus of analysis for the Economic appraisal work will be on the Economic Case and Strategic Case as guided by HM Treasury Green Book. The other cases will be informed by the expertise and work of the other professionals (e.g. the commercial case will be informed by viability assessment and valuations) but these will need to be clearly set out within the overall Business Case (as per Annex A) to ensure the inputs to the economic case are explicit to decision makers including DCLG and HMT audience (e.g. breakdown of costs including contingencies, values, timings etc). 

Strategic Case: 
The strategic case will need to set out the strategic rationale for intervention in terms of business need. This relates to Policy and the current socio-economic context.  The impact of the counterfactual of ‘no public sector intervention’ on the local area will need to be explored in justifying public sector intervention.  

A socio-economic baseline will need to be established in order to assess the impact of the options on the local area as part of the economic case.
Economic Case:
The economic case will need to include the following:

· Clearly set out the economic rationale for public sector investment 
· Confirm the project objectives 
· Identify the opportunities and constraints and develop a long list of options informed by the multidisciplinary site assessments / work streams and high level masterplan, particularly responding to risks, current and future market opportunities and dependencies;
· A fully articulated reference case position (e.g. the counterfactual position) will need to be prepared, and compared against the intervention options.
· Presentation of the long list of options for review by the client / stakeholders
· Assessment of the long list of options to arrive at a short-list of options, based on a decision making framework that involves the client / stakeholders in short-listing to ensure ownership and consensus.
· Assessment of the short listed options, which will need to be modelled to illustrate the different costs, benefits and risks associated with each.
· Valuing the benefits of each option and undertaking a cost benefit analysis to come up with a benefit-cost ratio (BCR) alongside the standard cost-effectiveness analysis (cost per output). 
· The assignment will need to follow new DCLG appraisal guidance on the method for calculating and presenting BCRs and overall appraisal results. This is due to become mandatory from the end April 2016 onwards. The work programme should allow for the inclusion of any new formats/presentation within the Business Case template.
· The financial cashflow for ‘the project’ and for ‘the public sector’ should be set out distinctly in separate sections of the Business Case, and separately from the Economic Case cashflow. 
· The economic cashflow underpinning the BCR is normally carried out on the basis of total public sector resources. The cashflow will be complaint with HMT Green Book including 

· constant (real) prices 

· opportunity cost of all public sector land and existing assets

· includes all non-market costs and benefits 

· excludes exchequer ‘transfer’ payments e.g. VAT not included in NPV

· excludes general inflation, sunk costs, depreciation and capital charges

· discounted at 3.5%  
· Any changes to the above in light of new DCLG appraisal guidance and updated HMT Green Book guidance should be identified and made explicit in the appraisal, along with any new methods used. 
· An additionality assessment using HCA guides and DCLG guides as appropriate of the additional investment should be made explicit.
· Ranking of options and qualitative benefit assessment including weighting and scoring of any decisive benefits.
· Assessment of risk across the options and a risk management plan for the preferred option.
· Optimism bias of the preferred option. 
· Sensitivity analysis, switching values and scenario analysis, as necessary to test the robustness of the preferred option when key variables are changed. This is also likely to require worst case and best case scenarios.  The risk section will need to summarise the appropriate management action required (as advised by and agreed with stakeholders) under the worst case scenario. 
· The report will need to provide a clear recommendation on a preferred option (s) that is both affordable and value for money. 

Commercial Case 
· The commercial case will assess and conclude the demand for and existing supply of the proposed end solutions to the site. 

· The viability of the site will need to be clearly set out, making explicit the cost and value assumptions.
· The commercial case will also inform the counterfactual scenario, additionality assumptions and timings, ensuring the economic case is grounded in the commercial reality of the site.

· The proposed procurement strategy, contracts, implementation and management of contracts should also be covered.  
Financial Case
The financial case is primarily the public sector cashflow and DEL table with the accounting treatment clearly set out and aligned with Government financial systems. Confirmation of affordability and budget will be required.
Details of all public sector contributions to be included to show total gross public sector cost. It will also be crucial to set out the total funding figure against all outputs for HMT audience.

Management Case 
This will include but not definitive:

· Public and private sector roles

· Milestone dates, governance arrangements, contract management 

· Contingency plan with arrangements for management of the project within budget including any unforeseen cost over-runs 

· Monitoring, reporting and evaluation 

5 Assignment Outputs and Timescale
The multi-disciplinary wider work programme milestones include:
· May/June 2016 – confirm profiling of site investigations and feasibility work for 2016/17 and work that would continue into 2017/18;

· September 2016 – provide options and estimates of likely costs of dealing with the different parts of the site set within a comprehensive masterplan to inform government budget setting and negotiations related to transfer of land holdings to an eventual MDC.

· September 2016 – identify gaps in the knowledge base of the site and provide advice and options on intrusive site investigations.  It is anticipated that the work at this time could advise on the ability to de-risking parts of the site and reducing the degree of inter-relationship through removal of shared and redundant services and above ground pipes.

A full delivery plan and project timelines will be provided May/ June 2016 based upon the selected wider consultancy team’s agreed work programme.  This will be the crucial time to confirm or otherwise whether the delivery plan programme fits with other milestones relating to land availability.  This will determine whether any outstanding issues in relation to charges on the land have been resolved.
The timeline of the Economic work will need to follow the above timeline and work with the multidisciplinary teams. The work will be in three stages:

· End June 2016 – Stage 1 Position Statement identifying issues, approach and a detailed workplan and inputs required to complete the appraisal.

· September 2016 – Outline Business Case (OBC) of costed and shortlisted options.
· September 2016 - Full Business Case (FBC) of final preferred option (s). To reiterate, the ambition is to inform budget setting in September 2016, but dependent on the information being available to complete BCRs. 
· A suggested timeline for the Economic Appraisal work is therefore as follows:
	Tender Issue 
	31st March 

	Tender Return 
	20th April (by midday)

	Inception Meeting 
	26th April 

	Progress Meeting 
	11th May 2016

	Issue Stage 1 Output -Position Statement 
	Mid-End June 2016

	Progress Meeting 
	11th July 2016

	Progress Meeting 
	16th August 2016

	Issue Business Case (OBC and/or FBC)
	September 2016


Given the scale and complexity of the task, the dates above may change in response to the findings of the different workstreams. There may be a requirement for more progress meetings. There may also be a pause between the Stage 2 OBC and Stage 3 FBC or they may be in quick succession, both in September 2016. However the above provides a consistent basis on which to evaluate tenders.
6 Contractual Details
The commission will be instructed under the HCA’s Economic Consultants Panel Contract, and the conditions contained therein (including fee rates).
You will produce your report with a duty of care to the HCA, DCLG and Redcarr and Cleveland BC.
7 Fees
If you wish to carry out this work, please provide a costed fee quote with your proposal (net of VAT).  Can you also adhere to the Panel Framework contract by proving forecasted daily inputs by named consultants together with capping expenses at 5% of the total fee quote.
8 Client Team
Your client team for this assignment will include HCA, DCLG and Redcarr and Cleveland BC.  The principal HCA contacts will be (Redacted) (Economics) and (Redacted) (Operating Area). 

9 Tender Evaluation Criteria  

All tenders will be evaluated across the following set of common criteria: 
	Criteria
	Weighting, %

	Quality (broken down as follows)
	40

	I. Technical merit of proposal 
	10

	II. Understanding of project requirements
	10

	III. Strength of consultancy/ relevant experience of staff 
	10

	IV. Management, communication and programme
	10

	Price
	60


We require all tenders to be submitted by 20th April (midday) by email to (Redacted). 
10 Further Information
Should you require any further information on this brief, please contact (Redacted) in the first instance on (Redacted) (direct line).




Project name:	Redcar


Business line:	Economics/OA


Lead contact:	(Redacted)


Date issued:	March 2016 (v2)











� There will also be an amendment to the brief to extend it to allow tenders to cover the cost of the work required for the economic appraisal.
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